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Dear Investors, 

"The current perform-or-die mania has turned portfolio managers into gamblers... They know that this is a (tech) 

bubble but they must perform or perish." 

Robert Parks 

Finance Professor 

Pace University 

Once upon a time the main props for stock prices used to be falling interest rates and 
such investment fundamentals as dividend yields, earnings per share, and 
management's track record. Then along came the late nineties when these basic 
fundamentals were sidelined. 

There are not a lot of investors (including many professionals) looking to apply true 
measures of valuation in this market place because it has proven to only detract from 
performance. Simply stated, 1999 has been a year that created fools of the prudent and 
cautious. Greed is back.....big time. 

Even billionaire investor Warren Buffett was said to have lost his "magic touch" in 1999. 

Shares in Buffett's Berkshire Hathaway suffered their first annual decline since 1990 (off 
approximately 22%). To add insult to injury, Berkshire's market value (83 billion) is less 
than Yahoo's (120 billion). Has Buffett become "yesterday's man" because he has a 
history of steering clear of the market's highfliers? We think not, but only time will tell if 
losses and red ink prevail over companies with real earnings, cash flow and dividends. 

What was also at work in 1999? The dynamics of market psychology. The numerous 
stories of vast riches being made in technology and Internet stocks fueled the greed 
factor. Once a bull market has ten years under its belt, invariably you reach a stage 
where a crowd is attracted into the game. The crowd is responding not to interest rates 
and profits, but simply to the idea that one cannot afford to be out of stocks. According to 
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Buffett, these people superimpose an "I-can't-miss-the-party" on top of the fundamental 
factors (profits, interest rates) that normally drive the market. 

Meanwhile, to curb speculation as well as to preempt the danger of inflation, Alan 
Greenspan started to tighten credit and raise interest rates. Long bond yields in the 
States climbed from 4.9% at the end of 1998 to a recent 6.7%. This action has in many 
instances killed the share price of income investments and depressed the price earnings 
ratios of non-cyclical stocks. While investors in quality and income securities suffered 
losses, the gamblers and speculators made out like bandits. 

"I won't dwell on other glamorous businesses that dramatically changed our lives but concurrently failed to deliver 

rewards to U.S. investors: the manufacture of radios and televisions for example. But I will draw a lesson from 

these businesses: The key to investing is not assessing how much an industry is going to affect society, or how 

much it will grow, but rather determining the competitive advantage of any given company and, above all, the 

durability of that advantage. The products or services that have wide, sustainable moats around them are the ones 

that deliver rewards to investors." 

Warren Buffet 

November 1999 

The Internet is in the process of profoundly altering the business and economic 
landscape. Yet as investors, we must realistically ask ourselves: "Who in the end will 
reap the huge profits from this development?" 

In the above article, Buffett does not directly discuss the Internet revolution. But he does 
talk about two other transforming industries that, despite huge growth over time failed to 
reward investors - autos and aviation. 

One must remember that most dot.com companies are clawing for patches of real estate 
on the Internet but are in businesses where few barriers to entry exist. On the Internet 
everyone will face the constant threat of new competition. However, the key to long-term 
profitability is building a business with a sustainable moat surrounding it. 

The few long-term winners in this Internet "goldrush" will likely be the companies who are 
not mining the gold, but who instead are providing the tools, shovels, plumbing, and 
entertainment to this wild west extravaganza. 

More specifically, the companies that are making money today from this gold rush are 
the ones providing the plumbing and road building networks: JDS Uniphase, Nortel, 
Cisco, and Lucents of this world. These are great companies trading at nosebleed 
valuation levels. Of course, high valuations never stopped a stock from skyrocketing 
further. Nonetheless, Lucent Technologies recent 30% plunge clearly illustrates the 
volatility of these stock market darlings should growth expectations not be met. 

But all is not lost for the patient value investor, as greed will eventually give way to fear. 
And despite rumors to the contrary, economic recessions and bear markets can neither 
be wished nor legislated out of existence. During such periods of uncertainty your Fund 
will have ample opportunity to invest in quality tech businesses at more reasonable 
valuation levels. But once again patience is the key. 
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In the interim, companies we own such as TD Bank (through its ownership of Internet 
broker TD Waterhouse), and the Royal Bank, (through its ownership of 20% of AOL 
Canada and ownership of Security First Bank, the #1 rated Internet bank in the U.S.), 
provide us with exposure to this exciting area of growth - albeit in a prudent and more 
profitable fashion. 

1999 Performance: + 5.7% 

January 1, 1997 $ 1,000.00 

December 31, 1999 $ 1,497.08 

December 31, 1999 ($35.61) distribution 

December 31, 1999 $ 1,461.46 NAVPS* after distribution 

Your fund ended the year with a net asset value of $1,461.46 per unit, after having 
declared a distribution on December 31, 1999 of $35.61 per unit. 

Your distribution was reinvested in additional units. These new units will appear on your 
December 1999 statements. 

In both Canada and the U.S., the equity markets have has been narrowly driven over the 
past 18 months by the high tech sector. More specifically, the TSE 300's stellar 
performance is due essentially to two stocks, Nortel and BCE. The leadership of the TSE 
300 narrowed to an unprecedented degree and these two stocks accounted for the bulk 
of the Index's return. The bottom line is that it was very difficult to make money in the 
Canadian stock market as a value player last year. 

It is also interesting to note that last year, while stock indexes soared to new heights in 
the U.S., 52% of stocks in the S&P 500 Index and 63% of the stocks traded on the New 
York stock exchange actually declined in price. The other indexes showed similar 
disparities between big total returns and a majority of declining stocks. 

The continuing weakness among many stocks can be attributed to the negative effects of 
rising interest rates. When rates are falling investors are willing to pay more for each 
dollar of corporate earnings - hence price-earnings ratios rise. But when interest rates 
are rising the reverse holds true and P/E ratios fall. 

We saw this phenomenon with respect to companies in our portfolio when they ended 
the year down in price despite achieving higher profitability (ie: Saputo, Westburne, 
Scotia Bank). For companies that did not meet earnings expectations the market was 
brutal, pushing the stocks of Fairfax Financial and Laurentian Bank to below their book 
values. 

Our Japanese investments faired well last year producing gains in excess of 100%. The 
investments were made in late 1998 and early 1999 when the economic and banking 
crisis in Japan came to a head and ushered in the beginning of a new economic cycle. 
Japan continues to be a story of economic and social restructuring that will be slowly 
unfolding over the next five to ten years. As our investments in Japan have increased 
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dramatically as a percentage of the funds assets, we feel it would be prudent to take 
some profits in the New Year. 

During the first quarter of 2000 takeover offers for our holdings in Cadillac Fairview, 
Imasco, and CT Financial will be completed, thus raising our cash levels. Rest assured 
that we will not be piling into certain stocks or hot sectors mainly because they have 
been working out, meaning going up. Maximum performance without concern for risk is a 
game we will not play. 

We continue to have a bias against deeply cyclical resource stocks because they have 
generally been poor long-term investments. Rather, we continue to be long-term 
investors in companies with sustainable earnings growth that are selling at attractive 
prices. 

The Year Ahead - 2000 

The Positives: 

 The Canadian economy is in a full-blown expansion mode with record low 
unemployment rates (even in Quebec). 

 Commodity prices such as oils, forest products, and metals continue to rise in price, 
thus boosting the outlook for corporate earnings in Canada. 

 Stripping out oil and food prices, the inflation rate remains at 1.6%. 
 The synchronized recovery in the global economies bodes well for Canadian commodity 

prices. 
 On the political front, no referendum is looming as the separatist's "winning conditions" 

appear nowhere in sight. 
 The moderate economic expansion in Canada during the 1990's (as compared to the 

1980's) may be the key to its longevity. 

Countering the above, is a rising interest rate environment which is generally hostile to 
stocks. Long-bond yields have been creeping up steadily over the last 12 months. 
Further interest rate tightening is likely, at least into the first half of 2000. The bond 
market wants to see a correction in the stock market and a slowdown in the economy. 

The difficult job for the Fed will be to slow growth to a more sustainable pace without 
derailing the stock market. Nonetheless, we view any market correction as merely 
mopping up the speculative excesses. This would ease interest rates and pave the way 

for a broader market advance into the new millenium. 

By year-end, Canadian stocks should be higher, thanks to commodities and resources, 
but the road ahead will likely be a volatile one. 

In conclusion, it is always tempting to invest by looking in the rear view mirror. In 2000, 
temptation and greed will draw many investors towards the outlandish valuations in 
technology and Internet issues. But as contrarians, we believe the real opportunities lie in 
other areas of the market where investor expectations are low and valuations much more 
reasonable. 
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Management Note 

As we have always stated in the past, we cannot promise any particular results, only that 
investment for your fund will be selected based on value, not popularity. Our goal is to 
keep permanent loss of capital to a minimum, the upside will take care of itself. 

Being the largest shareholder and manager of your fund is certainly no guarantee of 
superior long-term results, but it may raise your comfort level having my financial interest 
aligned with yours. We would like to thank our shareholders for their support during 1999. 

Respectfully yours, 

Benjamin D. Horwood 
January 25, 1999 

Call today to find out more about the Value Contrarian story. 
Ms. Susan Mak: (514) 398-0808 

 


