
update as at 31 december 2010

the past six months have been kind to investors. so have our two market-beating 
portfolios, but for quite different reasons. 

‘You make most of your money in a bear market’, said US investor Shelby Davis, ‘you just 
don’t realise it at the time.’ Following the low in March 2009, the All Ordinaries Accumulation 
Index rebounded 68% before losing steam as investors realised that purging the financial 
system of its excesses would take years, not months. 

Following a bout of optimism that produced a strong finish to 2010, though, it is pleasing 
that the model portfolios are still benefiting from tough decisions made during the bear 
market. After dropping 10% in the first six months of 2009, renewed confidence (and money  
printing in the US) helped lift the index 14.5% in the six months to 31 December 2010. 
Except for the cricket, all the cards fell Australia’s way. 

The model Growth portfolio is designed to be a collection of our best ideas and managed 
to keep pace with the index, posting a 14.6% gain. 

Following an inauspicious beginning, the Growth portfolio’s 9.0% annual return has 
eclipsed the index’s 8.4% return. (See chart 1) Widening the gap from here will be as 
much about making fewer mistakes as earning respectable returns. 

Portfolio changes over the six months had two broad themes. Firstly, buying high quality 
companies at fair prices, like fund manager perpetual and blood products company csL. 
And secondly, loading up on stocks that had fallen out of favour. These included Qbe 
Insurance, which is grappling with low interest rates on its investment portfolio and a 
weak insurance market, and aWe, which came up dry on its recent round of oil and gas 
exploration targets. You’ll find a list of many transactions and explanations in Contrarian 
thinking drives portfolio tinkering and Model portfolios top up.

Incoming Opportunities

The model Income portfolio has humbler goals than its growth-oriented sibling. It aims 
to generate a growing income stream with minimal risk. That explains why the portfolio 
failed to keep up with the index, increasing 9.2% in the six months to 31 December 2010 
compared to the index’s 14.5% return.

That’s a respectable result and consistent with our view that the portfolio won’t maintain 
its substantial lead over the index. Particularly as cash levels are kept low in order to generate 
income, and we assume dividends are spent paying the bills and buying groceries. This 
doesn’t leave much in the kitty to take advantage of opportunities when they arise.

That also means we must be selective about the stocks we include. Despite our focus 
on capital preservation, the portfolio has blossomed from $100,000 at inception in August 
2001 to more than $165,000. In addition, it has produced $96,000 in dividends. 

Translating those figures into an annualised return, the portfolio’s 13.7% has clearly 
outshone the index’s 8.4%, as you can see in Chart 2. The stellar result shows that you 
don’t necessarily have to take on high risks to produce high returns.

Outlook

With optimism returning to the stockmarket, our contrarian instincts have been piqued. 
Though investors should focus on the gap between price and value, in honour of The  
Scouts motto ‘Always be prepared’, we’ve listed some of the major risks looming on the 
horizon in 2011 in the ’Current Concern’ table over the page. 
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http://www.intelligentinvestor.com.au/articles/304/Contrarian-thinking-drives-portfolio-tinkering.cfm?articleID=6432022
http://www.intelligentinvestor.com.au/articles/304/Contrarian-thinking-drives-portfolio-tinkering.cfm?articleID=6432022
http://www.intelligentinvestor.com.au/articles/311/Model-portfolios-top-up.cfm?articleID=6440067
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But it’s important not to get caught up forecasting the future. As US economics professor 
Ezra Solomon reportedly said, ‘The only function of economic forecasting is to make astrology 
look respectable.’ Preparation rather than prediction is our preferred approach.

If you need help constructing and maintaining a portfolio, we highly recommend reading 
our special report Building and managing your portfolio and the more recent Christmas special 
report How to build a portfolio using our current buy recommendations, which are  both 
available to download on our website. Whichever of 100 futures we might have, these special  
reports will ensure your portfolio is suitably positioned for the one future that emerges.

 

The vast majority of stocks in the Growth portfolio posted gains in the six months to 
31 December 2010, reflecting the stockmarket’s broad–based rally. The portfolio and the 
All Ordinaries Accumulation Index finished the year neck and neck, posting a 14.6% and 
14.5% return respectively. 

GrOWth POrtFOLIO

cOMPaNY NaME (aSX cODE) PUrchaSE PrIcE ($) PrIcE ($) at 31/12/10 LaSt rEcOMM.—ISSUE # (PrIcE at rEVIEW) SharES VaLUE ($)

abacUS PrOPErtY GrOUP (abP)  2.13   2.29  Hold—311 ($2.27)  3,060   7,007.40 

arb cOrPOratION (arP)  3.05   7.35  Hold—305 ($7.50)  3,000   22,050.00 

arIStOcrat LEISUrE (aLL)  4.01   2.99  Long Term Buy—311 ($3.03)  3,000   8,970.00 

aUStraLaND (aLZ)  2.40   2.91  Hold—311 ($3.01)  2,180   6,343.80 

aWE (aWE)  2.55   1.77  Speculative Buy—309 ($1.685)  4,175   7,389.75 

brIckWOrkS (bkW)  12.45   11.23  Long Term Buy—306 ($11.53)  600   6,738.00 

cataLPa (cah)  1.49   1.98  Hold—309 ($1.870)  1,300   2,567.50 

cOchLEar (cOh)  19.04   80.41  Hold—302 ($69.77)  200   16,082.00 

cSL (cSL)  32.34   36.29  Long Term Buy—306 ($32.06)  150   5,443.50 

ELDErS PrEF. SharES (ELDPa)  55.55   49.12  Speculative Buy—311 ($49.25)  70   3,438.19 

FLIGht cENtrE (FLt)  11.70   24.78  Take Part Profits—305 ($22.94)  200   4,956.00 

harVEY NOrMaN (hVN)  2.63   2.94  Long Term Buy—311 ($2.98)  2,650   7,791.00 

INFOMEDIa (IFM)  0.53   0.27  Hold—308 ($0.250)  25,800   6,837.00 

ING PrIVatE EqUItY (IPE)  0.23   0.32  Hold—305 ($0.275)  8,700   2,784.00 

INtEGra MINING (IGr)  0.24   0.72  Take Part Profits—306 ($0.610)  4,100   2,931.50 

MacqUarIE GrOUP (MqG)  28.50   37.01  Hold—311 ($37.91)  150   5,551.50 

MaP GrOUP (MaP)  2.06   2.99  Long Term Buy—303 ($2.96)  4,027   12,040.73 

OcEaNIa caPItaL (OcP)  2.79   1.23  Hold—308 ($1.290)  720   885.60 

PErPEtUaL (PPt)  28.60   31.21  Long Term Buy—311 ($31.80)  171   5,336.91 

PLatINUM aSSEt MMt (PtM)  5.49   4.99  Long Term Buy—311 ($4.86)  2,700   13,473.00 

qbE INSUraNcE (qbE)  20.34   18.15  Buy—302 ($17.11)  750   13,612.50 

rhG GrOUP (rhG)  0.40   0.97  Hold—310 ($0.925)  10,000   9,650.00 

SErVcOrP (SrV)  2.96   3.25  Long Term Buy—309 ($3.05)  1,636   5,317.00 

SILVEr LakE (SLr)  1.17   2.37  Hold—297 ($1.820)  1,700   4,029.00 

SONIc hEaLthcarE (ShL)  10.03   11.60  Long Term Buy—311 ($11.42)  1,000   11,600.00 

StW cOMMUNIcatIONS (SGN)  1.13   1.06  Hold—309 ($1.030)  10,000   10,600.00 

taP OIL (taP)  0.53   0.83  Speculative Buy—308 ($0.810)  4,600   3,818.00 

tIMbErcOrP cONV. NOtES (tIMG)  10.50  –  No View—299 (N/A)  115  –

WEStFIELD GrOUP (WDc)  10.40*   9.58  Long Term Buy—311 ($9.60)  695   6,658.10 

WEStFIELD rEtaIL trUSt (Wrt)  2.75   2.57  Long Term Buy—311 ($2.66)  1,859   4,777.63 

caSh      5,435.11 

tOtaL     224,114.72

      

GrOWth POrtFOLIO—rEtUrNS  

 aV. aNNUaL LaSt 6 MONthS

POrtFOLIO rEtUrN 9.0% 14.6%

aLL OrDS accUM. 8.4% 14.5%

cUrrENt cONcErNS

A sharply lower Aussie dollar

An economic setback in China

Instability in the euro zone

An outbreak of inflation in Western economies

http://www.intelligentinvestor.com.au/core/download/specialReports/EFY_10_BMP_.pdf
http://www.intelligentinvestor.com.au/core/download/specialReports/Portfolio%20report_o.pdf
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The portfolio’s largest holding, four wheel drive parts and accessories company arb 
corporation, is firing on all cylinders. Despite being downgraded to Hold on a 29% increase 
in its share price, its bumper earnings and strong competitive position mean we remain 
reluctant to reduce our stake.

It was a long time coming, but rHG Group’s decision to return its pile of cash to 
shareholders through an off-market share buyback sent its share price soaring 55%. Our 
three speculative gold stocks, catalpa, silver Lake and Integra mining, are also panning out 
well, increasing 21%, 35% and 138% respectively. So far this has turned out better than we 
had hoped. You expect some lousy performers when you buy a basket of speculative stocks, 
which is why we reduced our position in Integra following a sharp rise in its share price.

Flight centre continued its ascent, up 49%, as the Aussie dollar reached parity with 
the US dollar. Property owner and developer australand, ING private equity and servcorp 
were also up more than 20%. 

The stragglers included pokie manufacturer aristocrat Leisure, which fell 18% following the  
latest in a string of profit downgrades. Oceania capital partners sank 19% after writing off part  
of its investment in listed company isoft, its biggest investment. And Harvey Norman dropped  
11% due to a weak Christmas trading period that impacted the entire retail sector. 

Share price falls create opportunities, though. We doubled-down on Aristocrat which 
is suffering from a cyclical downturn and reinvigorated competition from its US rivals. We 
also increased our stake in staid investment and manufacturing company brickworks, 
which has been a recent underperformer. 

The portfolio banked $6,358 of dividends, but only $5,435 remains in the bank following 
a fairly hectic six months of portfolio changes (which you can see in the transactions table 
on the right). More opportunities might emerge during the upcoming reporting season as 
companies air their dirty laundry.

The market’s broad–based rally was inspired by the resources sector, with the S&P/ASX 
300 Metals & Mining Index leaping 26%, and by lower quality stocks. As you can see in 
the returns table on the right, it left our portfolio in its wake. Since inception, however, the 
portfolio has trounced the All Ordinaries Accumulation Index, producing a 13.7% annual 
return compared to the index’s 8.4% return.

As we discussed earlier, the respectable 9.2% return for the half was consistent with 
our expectation that the portfolio’s outperformance relative to the index will fall over time. 
A portfolio focused on capital preservation and producing an inflation-resistant income 
stream typically won’t hold the type of stocks, such as RHG Group, that can set overall 
performance alight. But the portfolio’s performance during the global financial crisis more 
than justified this conservative approach.

Substantial positions in relatively predictable stocks such as Foster’s Group, Woolworths, 
metcash, Qbe Insurance, spark Infrastructure and several income securities meant 
the cyclical upswing enjoyed by resources stocks, for example, largely went unnoticed in 
the Income portfolio. That the five stocks mentioned finished virtually where they started 
reflects the market’s recent preference for lower quality, riskier stocks; the types of stocks 
that should be consumed in moderation by a conservative portfolio.

Those suffering the largest falls were challenger Infrastructure, which dropped 13% 
due to fear surrounding its highly geared gas distribution business and the strong Aussie 
dollar, and Westfield retail trust. The trust has had an inauspicious start to life, with its 
unit price lingering 7% below the float price of $2.75.

Turning now to the winners. Australand and Servcorp were the portfolio’s top performers, 
jumping 20% and 21% respectively. stW communications, which announced it was 
enjoying the best advertising climate for many years, rose 16%. While the seven Network 
teLYs4 and dexus reNts floating rate income securities posted double-digit gains as 
the Reserve Bank hiked interest rates, map Group’s security price increased 11% as 
holidaymakers took advantage of the strong Aussie dollar to fly abroad. 

GrOWth POrtFOLIO—traNSactIONS 

StOck bUY/ NO. OF PrIcE VaLUE 
 SELL SharES  ($)  ($)

cOrP. EXPrESS (cXP) Sell 2,300  4.86  11,178 

trEaSUrY GrOUP (trG) Sell  1,000  4.90  4,900 

PErPEtUaL (PPt) Buy  171  28.60  4,891 

cSL (cSL) Buy  150  32.34  4,851 

arIStOcrat LEISUrE (aLL) Buy  900  3.49  3,141 

qbE INSUraNcE (qbE) Buy  200  17.02  3,404 

aWE (aWE) Buy  2,150  1.63  3,505 

abacUS PrOP* (abP) Buy  15,300  0.425  6,503

PrIME INFraSt. (PIh) Sell  1,000  4.56  4,560 

INtEGra MINING (IGr) Sell  4,100  0.61  2,501 

WEStFIELD rEtaIL 
Buy  1,164  2.75  3,201

  
trUSt (Wrt)

GOODMaN PLUS (GMPPa) Sell  55  74.98  4,124 

arIStOcrat LEISUrE (aLL) Buy  1,000  3.03  3,030 

brIckWOrkS (bkW) Buy  200  11.00  2,200   

INcOME POrtFOLIO—traNSactIONS

StOck
 bUY/ NO. OF  PrIcE VaLUE 

 SELL SharES ($) ($)

cOrP. EXPrESS (cXP) Sell 1,650  4.86  8,019

PLatINUM aSSEt 
Sell  1,000  5.00  5,000

 
MGMt (PtM)

INFOMEDIa (IFM) Sell  22,500  0.27  6,075

aUStraLIaN 
Sell  2,500  1.74  4,350

 
INFra. FUND (aIX)

aUStraLaND 
Buy  20  83.45  1,669

 
aSSEtS (aaZPb)

WOOLWOrthS (WOW) Buy  184  26.19  4,819

MEtcaSh (MtS) Buy  760  4.36  3,314

chaLLENGEr INFraS. (cIF) Buy  1,200  1.36  1,632

WEStPac baNk (Wbc) Buy  320  22.63  7,242

abacUS PrOPErtY* 
Buy  11,750  0.425  4,994

 
GrOUP (abP) 

PrIME INFraS. (PIh) Sell 1,200  4.56  5,472

SPark INFraS. (SkI) Buy  1,014  1.00  1,014

WEStFIELD rEtaIL 
Buy  1,257  2.75  3,457

 
trUSt (Wrt)

WaM rESEarch (WaX) Sell  10,000  0.695  6,950

PLatINUM aSSEt 
Sell 700  5.10 3,570

 
MGMt (PtM)

WOOLWOrthS (WOW) Buy  216  26.71  5,769

SPark INFraS. (SkI) Buy  2,436  1.10  2,680

MEtcaSh (MtS) Buy  500  4.09  2,045

INcOME POrtFOLIO—rEtUrNS  

 aVEraGE LaSt hIStOrIcaL 
 aNNUaL 6 MthS YIELD

POrtFOLIO rEtUrN 13.7% 9.2% 6.2%

aLL OrDS accUM. 8.4% 14.5% 3.8%
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The portfolio also banked $6,738 in dividends. As you can see in the returns table on 
the previous page, the portfolio’s 6.2% yield (which excludes the $410 special distribution 
from MAp Group and the $1,221 special dividend following Staples’s acquisition of Corporate 
Express) remains well above the index’s yield of 3.8%. 

More than 60% of the portfolio’s value resides in stocks boasting a positive 
recommendation. We hope reporting season will produce further opportunities but don’t 
expect too much activity. Like Warren Buffett’s approach at Berkshire Hathaway, ‘lethargy 
bordering on sloth remains the cornerstone of our investment style’.

IMPOrtaNt INFOrMatION

the Intelligent Investor
PO Box 1158  |  Bondi Junction NSW 1355
T 1800 620 414  |  F (02) 9387 8674
info@intelligentinvestor.com.au 
www.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.
perFOrmaNce Past performance isn’t a reliable indicator of future results. Our performance figures are hypothetical and come from the  
recommendations made by The Intelligent Investor. Transaction costs haven’t been included. We encourage you to think of investing as a  
long-term pursuit, as stocks can fall and you can lose money on the stockmarket. To read our performance report, go to www.intelligentinvestor.com.au.
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 2010. The Intelligent Investor and associated websites and publications are published by 
The Intelligent Investor Publishing Pty Ltd ABN 12 108 915 233 (AFSL No. 282288). PO Box 1158 Bondi Junction NSW 1355. Ph: (02) 8305 
6000 Fax: (02) 9387 8674.
dIscLOsure As at 19 January 2011, in-house staff of The Intelligent Investor held the following listed securities or managed investment 
schemes: AAU, AAZPB, ABP, ACK, AEJ, AGIG, AHC, ALL, ALZ, APH, ARP, AVG, AVO, AWC, AWE, AYT, BBG, BER, CAH, CBA, CCK, CFE, CIF, CLS, 
CMIPC, CNB, CND, COH, COS, CRC, CSL, CTE, CUE, CVW, DVN, EBT, EFG, ELDPA, FGL, FLT, FXL, GRB, HVN, IAG, IDT, IFL, IFM, IMF, IVC, KRS, 
LMC, LWB, MAP, MAU, MFF, MLB, MNL, MQG, MTS, NABHA, NBL, NWS, OEQ, ONT, PLA, PTM, QBE, QTI, RCU, RFL, RHG, RNY, ROC, SDG, 
SDI, SFC, SGN, SGT, SHL, SHV, SKIDA, SOF, SRH, SRV, STO, STW, TAN, TGP, TIM, TIMG, TIMHB, TRG, TRU, TWO, WBC, WDC, WHG and WRT. 
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INcOME POrtFOLIO

cOMPaNY NaME (aSX cODE) PUrchaSE PrIcE ($) PrIcE ($) at 31/12/10 LaSt rEcOMM.—ISSUE # (PrIcE at rEVIEW) SharES VaLUE ($)

abacUS PrOPErtY GrOUP (abP)  2.13   2.29  Hold—311 ($2.27)  2,350   5,381.50 

aUStraLaND (aLZ)  2.40   2.91  Hold—311 ($3.01)  1,560   4,539.60 

aUStraLaND aSSEtS (aaZPb)  70.29   90.31  Hold—304 ($89.99)  100   9,031.00 

chaLLENGEr INFra. FUND (cIF)  1.53   1.20  Long Term Buy—309 ($1.120)  3,600   4,320.00 

DEXUS rENtS (DXrPa)  70.00   93.00  Hold—304 ($88.88)  56   5,208.00 

FOStEr’S GrOUP (FGL)  5.13   5.68  Hold—304 ($6.34)  1,250   7,100.00 

INFOMEDIa (IFM)  0.52   0.27  Hold—308 ($0.250)  20,000   5,300.00 

MaP GrOUP (MaP)  2.58   2.99  Long Term Buy—303 ($2.96)  3,280   9,807.20 

MEtcaSh (MtS)  4.09   4.11  Long Term Buy—310 ($4.17)  2,500   10,275.00 

PLatINUM aSSEt MMt (PtM)  4.30   4.99  Long Term Buy—311 ($4.86)  1,500   7,485.00 

qbE INSUraNcE (qbE)  20.64   18.15  Buy—302 ($17.11)  700   12,705.00 

SErVcOrP (SrV)  3.35   3.25  Long Term Buy—309 ($3.05)  1,800   5,850.00 

SEVEN NEt. tELYS4 (SVWPa)  84.11   91.50  Hold—309 ($88.45)  93   8,509.50 

SOUthErN crOSS SkIES (Sakha)  71.00   98.85  Hold—310 ($97.98)  55   5,436.75 

SPark INFraStrUctUrE (SkI)  1.05   1.14  Long Term Buy—308 ($1.120)  7,000   7,945.00 

StW cOMMUNIcatIONS (SGN)  0.73   1.06  Hold—309 ($1.030)  7,000   7,420.00 

tIMbErcOrP cOrP. bONDS (tIMhb)  80.00   –    No View—299 (N/A)   97   –   

tIMbErcOrP cONV. NOtES (tIMG)  10.50   –    No View—299 (N/A)   168   –   

WaShINGtON h SOUL PattS. (SOL)  9.03   12.60  Long Term Buy—308 ($13.18)  700   8,820.00 

WEStFIELD GrOUP (WDc)  16.65*  9.58  Long Term Buy—311 ($9.60)  1,086   10,403.88 

WEStFIELD rEtaIL trUSt (Wrt)  2.75   2.57  Long Term Buy—311 ($2.66)  2,343   6,021.51 

WEStPac baNkING cOrP. (Wbc)  22.63   22.21  Long Term Buy—311 ($23.07)  320   7,107.20 

WOOLWOrthS (WOW)  26.19   26.97  Long Term Buy—306 ($29.85)  400   10,788.00 

caSh (LIFEtIME DIVIDENDS rEcEIVED)      96,791.83 

caSh (aVaILabLE FOr INVEStMENtS)      5,866.11 

tOtaL      262,112.08

   

WEStFIELD DEMErGEr

 During December, Westfield Group spun off a 50% share of its Australasian retail property portfolio into a new trust called Westfield Retail Trust. Each portfolio 
received one ‘free’ Westfield Retail Trust security for each Westfield Group security it owned. In addition, they took up their 1-for-4.23 entitlement offer, and 
purchased a further 1,000 securities in Westfield Retail Trust’s capital raising, for $2.75 each.  
 In the tables displaying the Growth and Income portfolios’ holdings, we reduced the Westfield Group purchase price by $2.75 in lieu of the free Westfield Retail 
Trust security received, as Westfield Group’s security price fell by a similar amount when Westfield Retail listed. Please ignore the purchase price for Westfield Retail 
Trust on our portfolio web pages, as the system isn’t sophisticated enough to deal with both the demerger and the capital raising. However, rest assured that this 
doesn’t impact the overall performance calculations.


