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Dear Investors, 

"In the summer of 1979 when equities looked cheap to me, I wrote a Forbes article entitled "You pay a very high 

price in the stock market for a cheery consensus." At that time scepticism and disappointment prevailed, and my 

point was that investors should be glad of the fact, since pessimism drives down prices to truly attractive levels. 

Now, however, we have a very cheery consensus. That does not necessarily mean this is the wrong time to buy 

stocks ... But today's [stock] price levels, though, have materially eroded the "margins of safety" that Ben Graham 

identified as the cornerstone of intelligent investing." 

Warren Buffett 

1997 Chairman's Letter 

Berkshire Hathaway 

If only we had a crystal ball that could accurately predict the market's future direction, 
then perhaps our lives would be much less stressful. Clients seem a bit disappointed 
when we can't give them a neat and simple answer to the age old question of "where are 
the markets headed?" 

One thing is clear; the markets are in uncharted territory with respect to valuation levels. 
As one savvy U.S. money manager put it: "American business is priced at a level now 
that would argue that everything is perfect. Generally, when everything is perfect, 

something goes wrong. And if something goes wrong, the price will change. That doesn't 
mean that Coke will sell any less Coca-Cola next year ... It just means the perception of 
the value of those things will change - and that will be reflected in a [lower stock] price." 

The key fuel for this decade's stock market party continues to be the basic elements of: 
1) low interest rates, and, 2) rising corporate earnings. This year the icing on the cake 
has been falling commodity prices - most importantly slumping oil prices. 

So far Alan Greenspan & Co. are on interest-rate hold because their job is fighting 
inflation, not squeezing an otherwise healthy economy. 
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Only time will tell if Greenspan continues to permit the American market to "bubble up" 
towards valuation levels not seen since late 1972 or the Japanese market peak in late 
1989. A rate increase with the objective of dampening "stock price inflation" could catch 
many investors by surprise. Likewise, the International Monetary Fund has recently 
warned that growing current account deficits in the U.S. and Britain could force disruptive 
increases in interest rates. 

History shows that momentum can carry shares higher for many months after important 
warning signs start flashing. In a bull market, investors conveniently ignore bad news. In 
1987, the bad news ignored was the significant rise in interest rates throughout the year. 

What bad news are investors ignoring in 1998? Profit growth has slowed significantly, yet 
stock prices and stock multiples continue to grow. Even Buffett discreetly acknowledges 
the dangers of slowing profit growth in 1998 by stating, "... there is no reason to think of 
stocks as generally overvalued ... if American business continues to earn remarkable 
returns on equity that it has recently recorded." Take note of the key word Buffett 
emphasizes - "if". 

As for the magical effect of expanding stock multiples, one need look no further than our 
Canadian Bank stocks. As recently as last year, T.D. Bank shares were trading at 11X 
earnings. Today, the same shares are trading at 18X earnings ($18.00 of stock price for 
every $1.00 of earnings). Perhaps that's why the definition of "Genius" is sometimes 
called "Bull Market." 

First Quarter Performance: 

Your fund ended the first quarter of 1998 with a net asset value of $1,468.26 per unit, an 
increase of $125.71 from the December 31, 1997 asset value of $1,342.55. 

During the quarter we took advantage of weakness in the forest products sector to add to 
our existing positions at attractive (below book-value) price levels. 

We also (belatedly) doubled our position in Westburne, a $2.3 billion sales company 
engaged in the distribution of industrial and construction supplies. Trading at under 15X 
earnings, Westburne generates significant amounts of free cash flow. With no controlling 
shareholder, an industry undergoing consolidation, and a President whose focus is on 
creating shareholders' wealth, the long-term prospects for Westburne appear very 
positive. 

Going forward we would expect the new issues market to pick-up significantly during the 
second quarter. Quality initial public offerings (IPO's) are always of interest to us. We 
also anxiously await the soon to be demutualized Canadian life insurance industry. "Blue 
Chip" life insurance companies will likely be the "hot" Canadian IPO's of 1999. 

Finally, your fund's cash levels remain extraordinarily high (31%) as a result of our 
"margin of safety" requirements. Most importantly, we operate with the objective that 
whatever happens to the stock markets during the next 12 to 18 months, securities 
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purchased today won't be looked upon with major regrets. As always, the criteria of price 
and value remain uppermost in our minds. 

Respectfully yours, 

Benjamin D. Horwood April 17, 1998 
(514) 398-0808 

 


