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Michel Raud, Managing Director & Co-Chief Investment Officer

Philippe Investment Management and PIM Gestion France, S.A.

EU CONSTITUTION:  Non/Oui?
Is the European political project in danger?  Although 13 of the 25 countries have already 
ratified it, the rejection of the European Constitution by France and the Netherlands, both 
founding members, comes as a shock to many and resolution seems far in the distance.  

After the formation of the European Monetary Union in 1999, and the enlargement from 15 
to 25 countries in 2004, Dutch and French voters have refused the political and institutional 
framework proposed by the intricate and convoluted Constitution. The referendum came 
amid slow growth and high unemployment, at a time when Chinese textiles are invading 
Europe.  For the moment, people want a pause.  

The important question now is:  Will the rejection of the Constitution imply a less business-
friendly agenda?  The first decisions taken by the new French Prime Minister were to 
maintain the partial privatizations of GDF and EDF, the French gas and electric utility 
companies, and to increase the flexibility of the labor market, primarily benefiting smaller 
companies.  In the context of increasingly fierce global competition, pro-business economic 
policies will likely persist.

The major benefit of the EMU has been the enhanced productivity of member countries, as 
they cannot look to gain a competitive advantage by devaluing currencies.  After declining 
sharply following reunification, the German export sector has restored its competitiveness 
and finally stabilized domestic demand.  Today, the lack of competition in Italy will need to 
be tackled by rigorous measures to lower unemployment levels.  In 1996, Milton Friedman 
commented that Europe could never have a common currency because people were 
unwilling to make the necessary sacrifices to become competitive.  He was wrong about 
the euro, but correct in recognizing that drastic measures would be required, which few 
politicians have the courage to impose.

The Lisbon Agenda opened public services to foreign competition. In addition, companies 
in the private sector had been rationalizing their businesses and dramatically improving 
corporate profitability.  A recent study by the Paris-based research firms, Cheuvreux and 
JCF, compared the ROE of the Euro Stoxx 300 companies before and after the institution 
of the euro.  The average ROE, from 1996 to 1999, was 10.9% as compared to 14.5% at 
the end of May, 2005.  Contrary to conventional thinking, domestically-oriented companies 
(with European sales above 85%) had the most significant improvement, with ROEs rising 
from 9.5% to 14.2% (15.2% excluding German financials).  With subdued growth in Europe, 
this achievement reflects structural evolution, rather than a cyclical recovery.  

The significant decline of cyclical indicators in Euroland this year has not reversed the 
earnings cycle.  Contrary to general perception, business spending is up in Europe since 
the trough of first quarter, 2003, helped along by high corporate profitability and record low 
interest rates.  Given the credit increase extended to corporations and households, it is 
hard to believe that Euroland is threatened by economic stagnation.  The YTD decline of 
the euro, -6.2% (trade-weighted) and -10.6% vs. the dollar, is another positive. 

In conclusion, Europe has successfully improved corporate profitability in very few years, 
giving reason for optimism.  Although governments disagree about social models, not one 
believes protectionism or elimination of the euro is a viable alternative.  While large 
corporations are generally healthy, there are still two major issues to resolve:  To alleviate 
the onerous working rules for small and medium-sized companies where the potential for 
job creation is high, and to streamline the poorly-managed, high-cost public sector.  
Achieving these changes will be the next revolution--we hope a silent one. 
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International Equity Management Team
Years Experience

Michel Raud, Co-CIO, Lead Portfolio Manager 32
Philippe Lesueur, Portfolio Manager 18
Béatrice Philippe, Co-CIO, Portfolio Manager 35

* Please see Performance Disclosure.
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Characteristics as of 06/30/05

Geographical Breakdown as of 06/30/05

Sector Breakdown as of 06/30/05

Composite Performance* as of 06/30/05Top Ten Holdings as of 06/30/05

Source Datastream

Source GPMS Annualized.  Inception date: January 1, 1989. Source GPMS

Weighted Avg Market Cap

Median Market Cap

Dividend Yield

Est EPS Grow th

Price/Book

Holdings

Product Assets

Germany

6.9%

Italy

2.5%

Denmark

1.2%

Other

14.2%
Cash

3.1%

Spain

3.6%

Japan

20.4%

France

16.3%

United 

Kingdom

16.3%

Switzerland

11.4%

Netherlands

4.2%

Philippe Return 

(Gross)

MSCI EAFE 

(Net)

Quarter (0.48) (1.01)

YTD (1.69) (1.17)

1 year 9.40 13.65 

3 years 8.39 12.06 

5 years (5.48) (0.55)

10 years 5.83 5.22 

Since Inception 6.29 4.39 

ROCHE HLDGS AG 3.06%

SHELL TRNSPT&TRDG 2.71%

TOTAL 2.58%

SANOFI-AVENTIS 2.57%

BP 2.56%

FRANCE TELECOM 2.32%

VODAFONE GROUP 2.03%

NESTLE SA 1.81%

AUTOROUTES SUD FRA 1.68%

RECKITT BENCKISER 1.58%

Second Quarter 2005
While sharply higher in local currencies, the international equity markets 
finished the quarter down in dollar terms.  The dollar continued strong and 
rose by 7.4% vs. the euro, 5.4% vs. the British pound and 3.6% vs. the yen. 
In local currencies, the market in Japan was down 0.3% while Europe was 
up 6.6% and the Pacific Basin ex Japan was up 11.9%. 

The best performing sectors in the market were pharmaceuticals and 
energy, in which we were above market weight and our holdings 
outperformed the respective benchmarks.  Real estate and utilities, from 
which we were absent, had a negative impact on performance.  The worst 
performing sectors in the market were the defensive sectors, household 
and personal products and food and staples retailing, where being 
overweight hurt performance.  We were above market weight in media and 
telecom services but our holdings outperformed, partially offsetting the 
poor performance in these sectors.

Contributors
Roche Holdings: This Swiss pharmaceuticals company has started to 
reap the benefits of a strong strategy that combines innovative products 
with a progressive capacity to personalize treatment, and a global 
presence, particularly in treating cancer patients.
ASF is a French motorway toll company benefiting from low interest rates, 
steady growth and a high dividend yield.
Santos is a pure play in the Australian energy business and benefited from 
the rise in oil prices.

Detractors
Groupe Danone: After a strong performance in the first quarter, investors 
took profits as consumer stocks fell out of favor.
Telecom Italia suffered from poor Italian economic news and technical 
uncertainties related to the merger with its cellular subsidiary, TM.

Outlook 
• Economic growth worldwide, although showing some early signs of 
slowing, is still strong overall, largely due to low interest rates and 
abundant liquidity.
• Japan, in particular, shows signs of achieving a sustainable recovery led 
by domestic demand.
• Our emphasis on quality growth companies started to deliver this quarter 
and we expect this trend to continue.  We continue to focus our portfolios 
on leading companies with strong competitive positions.

Philippe MSCI EAFE (Net)

$ 45,398 MM $ 47,503 MM

$ 9,568 MM $ 3,982 MM

2.1 2.6

13.0

3.4 3.2

117 1,150

$ 103 MM

MSCI EAFE

Growth (Net)

(0.85)

(1.72)

11.37

9.00

(4.80)

2.64

2.00
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Europe Small & Mid Cap Management Team
Years Experience 

Consuelo Brooke, Lead Portfolio Manager 35
Johann Ropers, Associate Portfolio Manager & Analyst 4
Gariesh Sharma, Associate Portfolio Manager & Analyst 8                

Philippe

Source GPMS

Characteristics as of 06/30/05

Geographical Breakdown as of 06/30/05

Composite Performance* as of 06/30/05

Top Ten Holdings as of 06/30/05

Source Datastream

Source GPMS Annualized.  Inception date: October 1, 2002. Source GPMS
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Sector Breakdown as of 06/30/05

Source GPMS

Philippe 

Return 

(Gross) 

S&P Citigroup 

Europe EMI 

(Net)

DJ Stoxx 

Small 200 

(Net)

MSCI 

Europe 

(Net)

Quarter (2.43) (0.95) (0.44) (0.84)

YTD 1.37 2.31 1.47 (0.38)

1 year 22.96 21.82 21.43 16.87 

Since Inception 32.52 33.00 35.69 25.06 

CAPMAN OYJ 2.07%

MCINERNEY HLDGS 1.99%

BULL 1.98%

ACTELION 1.93%

LAING(JOHN) 1.84%

AALBERTS INDUSTRIE 1.84%

CRC GROUP 1.71%

HOMESERVE 1.71%

XP POWER 1.68%

VT GROUP 1.67%

Second Quarter 2005
Economic growth worldwide, although showing some early signs of slowing, 
remained strong overall, largely due to low interest rates and abundant 
liquidity.  The European Central Bank still is unwilling to cut rates despite the 
developing sluggishness in the major Eurozone economies and fiscal policy 
continues to be constrained by excessive deficits.  However, there are 
significant divergences among countries and sectors, even within the 
Eurozone.  The consumer, almost universally, is more indebted, but also 
more discriminating.  

Contributors
Jurys,  the Irish hotel group, was the subject of bid speculation.  We took 
some profit on our position, but continue to hold the shares.  We believe any 
bidder will have to pay a further premium to acquire the company from the 
board members who are the largest shareholders.
Hexagon is a Swedish conglomerate being transformed by new 
management into a focused, engineering business.  Over the period, it 
disposed of a non-core business and launched a takeover bid for Leica
Geosystems.  The proposed takeover will augment Hexagon's metrology 
business.  We took some profit on our position, but continue to hold the 
shares as the transformation of Hexagon is not yet complete.

Detractors
Local Radio, a UK company, saw its share price fall 20% as a hedge fund, 
facing redemptions, liquidated its position.  We used the weakness in the 
stock  to add to our position, an example of how a diversified approach to 
portfolio construction provides the ability to take advantage of special 
situations.
Augean, a British landfill operator, suffered from changes in legislation.  The 
company expected a significant increase in the demand for waste disposal.  
However, this increase has been slower than expected.  We expect
increased redevelopment next year in preparation for the Olympics.

Outlook
• With an emphasis on visibility and consistency of revenue and earnings, 
we continue to be highly selective and are fine-tuning positions in our 
portfolios, amid a sluggish economic backdrop. 
• We have been intrigued by, but also wary of, the large number of small, 
speculative IPOs being launched, apparently successfully, in Europe.  
• The risk profile of the large institutional investor, impacted by the 
“momentum” investors, is seemingly at variance with that of the general 
market, causing unusual volatility.     

Philippe S&P Citigroup 

Europe EMI

Weighted Avg Market Cap $ 1,371 MM $ 3,758 MM

Median Market Cap $ 715 MM $ 731 MM

Dividend Yield 1.7 2.3

Est EPS Grow th 17.1 10.1

Price/Book 4.4 3.3

Holdings 86 1,594

Product Assets $ 460 MM
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Europe Equity Management Team
Years Experience

Philippe Lesueur, Lead Portfolio Manager 18
Michel Raud, Co-CIO, Portfolio Manager 32
Béatrice Philippe, Co-CIO, Portfolio Manager 35

* Please see Performance Disclosure.

Philippe

Source GPMS

Source GPMS

Characteristics as of 06/30/05

Geographical Breakdown as of 06/30/05

Sector Breakdown as of 06/30/05

Composite Performance* as of 06/30/05

Top Ten Holdings as of 06/30/05

Source Datastream

Source GPMS

Annualized.  Inception date: January 1, 1991. Source GPMS

Philippe

MSCI Europe 

(Net)

Weighted Avg Market Cap $ 57,423 MM $ 58,505 MM

Median Market Cap $ 14,154 MM $ 4,708 MM

Dividend Yield 2.3 2.9

Est EPS Grow th 14.1

Price/Book 3.7 3.5

Holdings 58 597

Product Assets $ 179 MM

Spain

5.0%

Germany

9.9%

Switzerland

16.3%

France

23.2%

United 

Kingdom

23.4%

Italy

3.6%

Other

3.0%
Belgium

2.1%

Sweden

2.6%Finland

3.0%

Netherlands

5.9%

Cash

2.1%

Philippe Return 

(Gross)

MSCI Europe 

Net

MSCI Europe 

Growth

Quarter (0.69) (0.84) (0.55)

YTD (1.45) (0.38) (0.69)

1 year 11.84 16.87 14.00 

3 years 9.98 12.60 9.51 

5 years (5.17) 0.61 (3.93)

10 years 7.65 9.17 6.60 

Since Inception 8.20 9.78 7.86 

ROCHE HLDGS AG 4.26%

SHELL TRNSPT&TRDG 3.84%

TOTAL 3.67%

BP 3.57%

SANOFI-AVENTIS 3.56%

FRANCE TELECOM 3.31%

VODAFONE GROUP 2.81%

NESTLE SA 2.52%

AUTOROUTES SUD FRA 2.35%

RECKITT BENCKISER 2.19%

Second Quarter 2005
European markets continued to rebound during the second quarter, rising 
6.6% in euro terms, but the strength of the dollar more than wiped out this 
gain.  The dollar rose 7.4% vs. the euro, 7.5% vs. the Swiss franc and 
5.4% vs. the British pound.  The best performing sectors were: energy, 
supported by oil prices; real estate and utilities, aided by low interest rates 
and technology and IT services, due to modestly improving prospects and 
valuations.  The worst performing sectors were consumer staples, telecom 
services and media,  all affected by weak economic growth.

Contributors
Roche Holdings: This Swiss pharmaceuticals company has started to 
reap the benefits of a strong strategy that combines innovative products 
with a progressive capacity to personalize treatment and a global presence, 
particularly in treating cancer patients.
ASF and Abertis: These two motorway toll companies (French and 
Spanish) are quite predictable and benefit from low, long-term interest 
rates.
Coloplast: A Danish company specializing in medical consumables for 
chronic-care dependent patients, confirmed a long-term, positive track 
record.

Detractors
Groupe Danone:  After a strong performance in the first quarter, investors 
took profits as consumer stocks fell out of favor.
Telecom Italia:  Although reporting good operational results, the stock 
suffered from poor, Italian economic news and technical uncertainties 
related to the merger with its cellular subsidiary, TM.

Outlook
• Economic indicators have confirmed a slowdown in growth, halting the 
rebound in cyclical stocks.  
• With inflation still subdued, long-term interest rates still benefit from 
accommodating monetary policies.  Economic growth worldwide, although 
showing some early signs of slowing, is still strong overall, largely due to 
low interest rates and abundant liquidity.
• We retain a strong focus on quality growth companies and maintain a 
portfolio with a medium to long-term view, emphasizing companies with 
strong competitive positions in their respective markets.
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* Please see Performance Disclosure.

Philippe

Source GPMS

Characteristics as of 06/30/05

Sector Breakdown as of 06/30/05

Composite Performance* as of 06/30/05

Top Ten Holdings as of 06/30/05

Source Datastream

Source GPMS

Annualized.  Inception date: February 1, 1999. Source GPMS

Philippe

S&P 500 

(Gross)

Weighted Avg Market Cap $ 87,567 MM $ 89,940 MM

Median Market Cap $ 24,986 MM $ 11,227 MM

Dividend Yield 1.4 1.9

Est EPS Grow th 10.8 12.2

Price/Book 3.7 3.7

Holdings 48 500

Product Assets $ 187 MM

BLOCK H & R INC 3.94%

LIBERTY MEDIA CORP 3.83%

BERKSHIRE HATHAWAY 3.66%

GENERAL ELECTRIC CO 3.48%

CITIGROUP INC 3.22%

EXXON MOBIL CORP 3.20%

PFIZER INC 3.12%

PROCTER & GAMBLE CO 2.94%

CENDANT CORP 2.66%

CONOCOPHILLIPS 2.63%

TOTAL 32.69%

Second Quarter 2005
The broad market rallied during the second quarter after a modest sell-off 
in the first quarter.  Continuing low interest rates, in conjunction with price 
momentum, led to strength in real estate and utilities, both sectors in which 
we are not invested.  Other leading sectors were energy, in which we 
outperformed, and healthcare, in which our underweighted position 
negatively impacted performance.  The weakest sectors were materials, 
which had a positive contribution to performance as a result of our 
underweighted position, and media where good stock selection helped 
performance.

Contributors
HR Block is the leader in tax return preparation, is a significant participant 
in mortgage markets and has a growing business services group.  This firm 
has long generated strong and reliable cash flows and a high return on 
equity.  The stock had been soft in 2004 as a result of fears that the very 
important tax business was losing market share.  However, results for 
2005 were better than the market’s conservative expectations and other 
business segments also performed well.
Aflac is the world’s largest underwriter of supplemental insurance for life, 
Medicare, accident, long-term care and cancer insurance, among other 
areas.  The stock rose as a result of better-than-expected growth in its two 
major markets - Japan and the United States.  The firm is well managed, 
and has had strong growth and a return on equity of about 15% for several 
years.  

Detractors 
Harley Davidson is the leading brand in the manufacture of heavyweight 
custom and touring motorcycles and related products.  The firm was a top 
performer in 2004, but management disappointed investors by lowering 
earnings guidance to a 5-8% growth rate for 2005.  High gas prices, 
demographics and economic growth can affect earnings, but we expect 
this impact to be short-term.  In addition, the company has strong cash 
flow and return on equity and has increased its share buyback program.
Comcast, the leading cable TV operator in the US, saw its stock peak 
toward the end of the first quarter and decline about 11% in the second 
quarter.  Fears of Comcast doing a large deal have been cited as a reason 
for the fall in the share price, along with significant convergence and 
increased competition in pay television.

Outlook
� Low long-term interest rates and continuing wage and job growth are 
likely to be factors to keep the economy on track toward continued solid 
growth in 2005.  
� High energy prices, the trade and budget imbalances, and unexpected 
economic or political shocks continue to be risks to the market.
� In the context of very low rates, multiples are close to the long-term 
average and are dramatically lower today as compared to 2000.

Philippe Return S&P 500

(Gross) (Gross) Russell 1000

Quarter 0.74 1.37 2.05

YTD (1.00) (0.81) 0.11

1 year 4.41 6.32 7.93

3 years 6.79 8.28 9.19

5 years 0.96 (2.37) (1.89)

Since Inception 2.12 0.40 1.06
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Philippe

BUSINESS  BUSINESS  

� Assets Under Management reached $941 million at June 30, 2005.

� New business gained YTD, 2005:    $106 million

CURRENT PUBLICATIONSCURRENT PUBLICATIONS

� Economic Grids June 30, 2005

� Analyst Spotlights:

The move towards patient safety
by Goldie Brandl April 2005

European Railway Infrastructures: a High-Potential Market
by Johann Ropers May 2005

Stricter Emission Standards: An opportunity for Ibiden and NGK 

Insulators
by Sébastien Corbic June 2005

Please visit our website at www.Philippe-Group.com for complete listings or please contact us.
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PERFORMANCE DISCLOSUREPERFORMANCE DISCLOSURE
AIMR Compliance
We are in compliance with the composite construction requirements of the Performance Presentation Standards of the Association for 
Investment Management and Research (AIMR-PPS®) and the U.S. and Canadian version of the Global Investment Performance Standards 
(GIPS®). Our policies and procedures are designed to calculate and present performance results in compliance with AIMR-PPS® and the 
U.S. and Canadian version of GIPS®.  Our compliance was audited on a firmwide basis from January 1, 1989 through December 31, 2001.

Our International Equity composite return calculations are in compliance with AIMR-PPS® and the U.S. and Canadian version of the Global 
investment Performance Standards (GIPS®).  Ashland Accounting performed an independent, third party, verification and a performance 
examination (Level II) as set forth by the AIMR-PPS® and the U.S. and Canadian version of the Global Investment Performance Standard 
(GIPS®) on our International Equity composite from January 1, 1989 through December 31, 2001. 

Our European Equity composite return calculations are in compliance with AIMR-PPS® and the U.S. and Canadian versions of the Global 
Investment Performance Standards (GIPS® ). Ashland Accounting performed an independent, third party, verification and a performance 
examination (Level II) as set forth by the AIMR-PPS® and the U.S. and Canadian versions of the Global Investment Performance Standards 
(GIPS®) on our European Equity composite from January 1, 1991 through December 31, 2001.

Composite Descriptions
The Philippe International Equity composite includes all fully discretionary institutional international equity accounts with minimum assets 
of $10 million. The benchmark is the MSCI EAFE (net).   Returns include the effect of foreign currency exchange rates. The exchange rate 
source of the benchmark and composite is Reuters. All returns are translated into US dollars. The composite is asset weighted, computed 
monthly, based on time-weighted returns, gross of fees, including income and cash equivalents. Actual returns will be reduced by investment 
advisory fees and other expenses that may be incurred in the management of the account.  A fee schedule is available upon request and is 
described in Part II of the firm’s ADV. Accounts are included from the first full month under management. Leverage is not used in this 
composite.  Non-fee-paying accounts are not included in the composite.  Composite performance is presented net of foreign withholding 
taxes.  Past performance is not indicative of future results. There is one portfolio in the composite. Composite assets at year-end 2004 were 
$91.2 million. 

The Philippe European Small and Mid Cap Equity composite includes all fully discretionary institutional European small & Mid Cap equity 
accounts with minimum assets of $2 million. The benchmark is the DJ STOXX Small 200.  Returns include the effect of foreign currency 
exchange rates. The exchange rate source of the benchmark and composite is Reuters.  All returns are translated into US dollars. The 
composite is asset weighted, computed monthly, based on time-weighted returns, gross of fees, including income and cash equivalents.  
Actual returns will be reduced by investment advisory fees and other expenses that may be incurred in the management of the account.  A 
fee schedule is available upon request and is described in Part II of the firm’s ADV.  Accounts are included from the first full month under 
management. Leverage is not used in this composite.  Non-fee-paying accounts are not included in the composite.  Composite performance 
is presented net of foreign withholding taxes.  Past performance is not indicative of future results. There are five portfolios in the composite. 
Composite assets at year-end 2004 were $316 million. 

The Philippe European Equity composite includes all fully discretionary institutional European equity accounts with minimum assets of $5 
million. This composite includes a euro-denominated European FCP (mutual fund primarily for institutions), a European equity account with 
assets over $5 million. (Although that product is not available to US investors, the track record, translated into USD, is representative of our 
results for an institutional investor.) The benchmark is the MSCI Europe (net).  Returns include the effect of foreign currency exchange rates.   
The exchange rate source of the benchmark and composite is Reuters.  The composite is asset weighted, computed monthly, based on
time-weighted returns gross of fees, including income and cash equivalents.   Actual returns will be reduced by investment advisory fees and 
other expenses that may be incurred in the management of the account.  A fee schedule is available upon request and is described in Part II 
of the firm’s ADV.   Leverage is not used in the composite. Accounts are included from the first full month under management.  Non-fee-
paying accounts are not included in the composite.  Composite performance is presented net of foreign withholding taxes.  Past performance 
is not indicative of future results. There is one portfolio in the composite.  Composite assets at year-end 2004 were $11.2 million.  

The Philippe US Equity composite includes three fully discretionary US equity accounts with assets over $100 million.  This includes a US 
tax-exempt public pension fund with assets over $75 million, a euro-denominated European FCP (mutual fund primarily for institutions) with 
assets over $30 million and a euro-denominated European institutional account with assets over $10 million.  The benchmark is the 
Standard & Poor’s 500 Index. All returns are translated into US dollars. The composite is asset-weighted,  computed monthly, based on 
time-weighted returns, gross of fees, including income and all cash equivalents.   (Although the FCP product is not available to US investors, 
the track record, translated into USD, is representative of our results for an institutional investor.)  Actual returns will be reduced by 
investment advisory fees and other expenses that may be incurred in the management of the account. A fee schedule is available upon 
request and is described in Part II of the firm’s ADV.   Accounts are included from the first full month under management. Leverage is not 
used in this composite.  Non-fee-paying accounts are not included in the composite. Past performance is not indicative of future results. 
There are three portfolios in the composite. Composite assets at year-end 2004 were $120.6 million.  

A complete list and description of Philippe Investment Mangement, Inc.’s composites are available on our web site:

www.Philippe-Group.com


