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Portfolio Overview

The aim of the Australian Equities High Conviction Portfolio is to provide returns in excess of the S&P/ASX 200 Accumulation Index over a 
rolling three year period.

Who does the Australian Equities High Conviction Portfolio suit?
The Australian Equities High Conviction Portfolio is suited to investors with long-term investment objectives focused on achieving capital 
growth and who are less concerned about generating income. The investor is prepared to accept volatility for higher growth.

Investment Growth

Time Period: 1/10/2002 to 31/12/2011
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Equity Sectors (GICS)
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%

Energy % 5.6

Materials % 18.0

Industrials % 16.8

Consumer Discretionary % 8.8

Consumer Staples % 3.5

Healthcare % 4.2

Financials % 39.3

Information Technology % 0.0

Telecom Services % 0.0

Utilities % 3.9

Gross Active Return
1 Mth 6 Mth 1 Yr 3 Yr 5 Yr Inception*

High Conviction portfolio

S&P/ASX 200 TR -1.4 -9.7 -10.5 7.6 -2.3 8.0

-0.6 -10.2 -6.9 11.2 1.3 11.4

1 Mth 6 Mth 1 Yr 3 Yr 5 Yr Inception*

Excess Return 0.7 -0.4 3.6 3.6 3.6 3.4

* Inception Date: October 2002

Investable Universe

Number of Stocks in Portfolio

Portfolio Profile

Investment Objective

Asset Allocation

Portfolio Stock Limit

Portfolio Managers

Portfolio Ratings

Long term capital growth

To outperform the S&P/ASX 200 Accumulation Index by 4% over rolling three year periods

S&P / ASX 300

15 to 30

Australian Equities 80% - 98%                      Cash 2% - 20%

15% maximum weighting

Jamie Nicol, Chief Investment Officer           Scott Bender, Portfolio Manager

Standard & Poor's - 4 Stars         Morningstar - 4 Stars Van Eyk - B

Source: Morningstar Direct
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After a reasonably encouraging start to the month, equities once again came under selling pressure, denying investors the usual 
Christmas rally into the end of the year. Investors were again faced with a plethora of macro data including increasing concerns of a 
potential break-up of the Eurozone, further evidence of the resilience of the US economy and the domestic market was hit by a number of 
profit warnings suggesting a deteriorating consumer and employment environment. After navigating the majority of the AGM season, 
profit warnings from Talent 2, JB Hi-Fi, Billabong and Kathmandu highlighted a sharp deterioration in the retailing environment heading 
into Christmas combined with risks around the employment market. The Australian equity market (ASX200) finished December lower.

Portfolio Update - December 2011
Australian Equities Market Overview

Contract repricing and contract wins were the key drivers for QR. 
Under Government ownership many contracts were priced cheaply 
without a commercial focus. In some instances the contracts 
provided a low single digit return on capital. 35% of coal volumes in 
FY11 were on new contracts. This is tracking well ahead of the 
29% of contracted volumes targeted for FY11. Management is still 
aiming for 37% of contracted volumes in FY12 to be on the new 
style contracts. QR signed two contracts to transport coal 
(3.1mtpa) to Wiggins Island Coal Export Terminal (WICET) and 
signed a 10-year contract with Jellinbah Resources to haul up to 
6mtpa of coal to Abbott Point via the Northern Missing Link. 

The pace of corporate cost-outs continues to impress, down from 
$139m in FY10 to $103m in FY11. This was largely driven by 
benefits associated with the voluntary redundancy program which 
removed 6% of the workforce. Management flagged the potential 
for further cost-out initiatives to be announced in FY12.

We remain positive on the QR story given their range of initiatives 
to realise value throughout the year.  

Portfolio Performance

The High Conviction portfolio outperformed its benchmark for the 
month by 0.7%. The banking sector outperformed the ASX200 
during December with Commonwealth Bank (CBA) a top performer. 
CBA held their AGM, however new news flow from this event was 
limited. S&P announced the outcome of its global banks rating 
review early in the month and downgraded the major Australian 
banks (ANZ, CBA, NAB, WBC) to AA- (from AA) as well as BOQ 
which moved to a BBB (from BBB+). This change of rating was 
due to an update of their methodology as opposed to any change in 
the performance of CBA. CBA still remains one of the very few 
banks globally with an AA rating and we do not expect the rating 
downgrade to have any material impact on their funding plans.  
Henderson’s was again a key disappointment even after they 
provided a trading update inline with market expectations.

Top Contributors for the year

QR National Limited (ASX:QRN)

QR National has performed strongly since its listing in November 
2010. A number of attractive investment features such as the 
ability to reprice contracts, contract wins and cost cutting largely 
played out during the 2011 calendar year.

* Alpha is the portfolio return less benchmark return. These tables represent the stocks contribution of alpha to overall portfolio alpha and is determined by the stocks active weight relative to the benchmark and share price return relative to 
the benchmark.

1 Month - Top Contributors & Detractors 12 Months - Top Contributors & Detractors

Source: Morningstar Direct
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Campbell Brothers Limited (ASX:CPB)

Campbell Brothers was another top performer during the 2011 
calendar year as they delivered strong earnings growth driven by a 
solid top line and record margins. 

Campbell’s has seen little evidence of slowing activity despite a 
pullback in commodity prices and concerns regarding the 
vulnerability of global economic growth. Commodity prices are still 
well above levels required to make projects economic and clients 
have strong capex plans reflective of underlying confidence in 
demand outlook. 

Campbell’s demonstrates strong cyclical exposure to mining and 
exploration activity, with equally strong exposure to defensive 
industries, particularly environmental testing. Campbell’s has 
steadily increased its exposure to sectors outside of mining through 
organic and acquisitive means. Now operating in eight separate 
business lines on a global basis, the company continues to expand 
into the global market place. Campbell’s focus is to develop a 
strong market position in each of its chosen sectors, by increasing 
its market presence, scale, technical capabilities and reputation.

Year in Review

2011 proved to be one of the more challenging years for investors 
with the market (ASX200) declining 10.5% (including dividends). 

The first half of the year was dominated by news flow around 
uprisings in the Middle East driving oil prices to post-GFC highs, 
combined with a series of tragic natural disasters impacting Japan 
(tsunami), Queensland (floods) and New Zealand (earthquake). 
These events increased the volatility in the macro data and the 
uncertainty in the outlook, with the higher oil price slowing the 
momentum in the US economy. The majority of equity markets 
(Australia included) peaked in April/May before the increasing risks 
around deteriorating fiscal positions across numerous developed 
economies began to dominate investor focus.

The potential for another global financial crisis saw risk aversion 
accelerate dramatically during the second half of 2011. The key 
issue was the contagion risks emerging from a potential default by 
various sovereigns amongst Eurozone members. The inability of the 
US Government to increase its debt ceiling, resulting in the 
downgrading of US bonds, only exacerbated the situation, adding 
weight to the perception that governments were unable to develop 
any sustainable recovery programmes to rectify the situation. 
Despite repeated attempts by the Eurozone leaders to develop 
credible rescue packages investors remained unconvinced there 
would be any resolution in the near term with Europe forecast to 
head into a deep recession.

The US economy surprised the market on the upside during the 
second half of 2011 with the majority of macro data coming in 
stronger than expected. Strong corporate earnings and 
consumer resilience resulted in the risk of a double-dip 
recession diminishing heading into 2012. 

Slowing economic growth in China was also a key focus for 
investors, particularly as the government tightened fiscal 
conditions during the year in order to bring inflation under 
control. Increasing concerns around the property market and 
the impact a European recession would have on exports were 
key areas of focus for investors heading into 2012. However, a 
more accommodative policy stance from the government late in 
the year eased investor concerns about a sharp slowdown 
emerging in China during 2012. 

The resolution of the Eurozone fiscal crisis and the potential 
risks of a break-up of the Eurozone remain the key focus for 
investors heading into 2012.

Sector performance across the market during 2011 was also 
mixed, although there was a clear shift into defensive names as 
risk aversion moved higher. Investors were clearly in capital-
preservation mode, preferring stocks with defensive earnings 
and high dividends. Telstra and the Utility stocks were the main 
beneficiaries. Conversely, investors reduced their exposure to 
Resources stocks during 2011, reflecting the increasing 
volatility in commodity prices, particularly around the slowing 
momentum in China's economic growth and the potential for a 
deep recession in Europe during the early stages of 2012. 
Investors also remained cautious on the cyclical stocks exposed 
to the more fragile sectors of the domestic economy, 
discretionary retail and manufacturing being the main 
casualties. Small cap stocks underperformed, reflecting the 
higher level of risk aversion and their leverage to the slowing 
domestic economy while Banks outperformed the market 
reflecting their lower earnings volatility and attractive yield.

Source: Morningstar Direct




