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Dear Investors, 
 

Is the party nearly over for commodities? We have no way of 
knowing, but we are just entering the silly time. In the silly time your 
friends and relatives will be telling you about the great gold or 
mining stock they own� Don�t bother asking them where the mine is 
located or its current level of production. They won�t know or care. 
The good times always go further and last longer than anyone 
predicts. And they always end ugly. 
 
 Norman Levine 
 Portfolio Manager 

 
 

 
We recently experienced this so called �silly time� when the proprietor of our  favourite local 
Indian restaurant waxed (unprovoked) about how he tripled  his money in a �hot� penny mining 
stock play. 
 
This also reminds us of January 2000 during the height of the tech & telecom boom. While 
dinning at a favourite fish restaurant, the single mother bartender approached your portfolio 
manager for advice about the possibilities of investing in the stock market. It appears that my 
reading a pink newspaper (Financial Times of London) in a public restaurant, somehow 
qualifies one as a �credible� source of financial and stock-tip information.  
 
My bartender�s timing was exquisite, as the speculative tech frenzy was over by April 2000. It 
will be interesting to observe the �predictive� reliability of this years crop of contrary indicators. 
Call us if your cleaning person is buying gold! 
 
What�s behind the recent surge in oil prices? It appears that oil supplies are not the problem. 
According to recent comments by BP�s Lord Brown, it�s basically a question of �political 
uncertainty�. (i.e: Iran, Nigeria, Venezuela)  
 
 
 



 
 
On the larger question of whether the world is starting to run short of oil, we would tend to 
agree with Kenneth Rogoff, former chief economist of the IMF, who argues that as oil 
production slows, prices will rise stimulating new technology and conservation. According to 
Rogoff, we might be running low on $20 oil, but at $60 we have adequate oil supplies for 
decades.  Perhaps, having the federal government nudge Canadians in the direction of energy 
conservation would be a good idea. 
 
Finally, the real news during the first quarter was the stealth rise in long-term interest rates. By 
April, the yield on 30 year Government of Canada bonds had advanced to 4.55% after finishing 
2005 at 4.0%. This has certainly taken the bloom off the �hot� income trust sector of last year.  
 
As a result, a limited number of opportunities are starting to present themselves, especially in 
the business trust sector. New trust issues (IPO�s) are now coming to market with more 
favorable terms to the buyer. Issues are being priced with higher yields and the payout ratio is 
often at 90% or better.   But higher interest rates, unresolved �tax leakage� issues and a 
business recession, will eventually instill further carnage in the business trust sector.  Today, 
the key is to pick through the ignored or misunderstood �ugly ducklings� to find the few white 
swans.  
 
 



 
 
First Quarter Performance 
 
Your fund ended the first quarter with a Net Asset value of $ 2,481.63 per unit, an increase of        
$ 117.20 from the December 31, 2005 asset value of $ 2,364.43 per unit. 
 
During the quarter many of the trends from 2005 continued in the financial markets. The TSX 
remains dominated by two hot sectors, energy and materials (gold & base metals). These two 
sectors now account for a whopping 45% of the index. Unfortunately, commodities and natural 
resources do not have a high degree of earnings predictability. When will it all end? One thing 
is certain, when it does it will not be a pretty sight.  
 
It has been almost four years since the bottom of the 2002 bear market, yet some of the 
cheapest stocks are the biggest blue chip Dow stocks. Blame it on P/E multiple contraction. In 
2002, Walmart was trading at 34X earnings. Despite the company increasing its profitability in 
every year since 2002, today the same stock trades for only 16X 2006 earnings. A similar 
situation also applies to such well known blue chip names as General Electric, Microsoft, 
Home Depot, Citigroup, etc. 
 
During the quarter we added to our existing portfolio holdings of Berkshire Hathway, White 
Mountains Insurance and Renaissance Re.  Simply stated, last year�s natural disasters have 
led to higher reinsurance rates. (reinsurance companies provide insurance not to individuals 
but to other insurance companies) 
 
Renaissance Re is a catastrophe and specialty insurance company operating out of Bermuda. 
Last year was obviously one of losses for the company as a result of the frequency and 
severity of the South Atlantic hurricane season. Nonetheless, this was its first annual loss 
since going public. 
 
Over the past decade Renaissance Re�s operating returns on common equity have averaged 
over 15%.  When an investor can purchase an insurance stock at under 1.5X book value, with 
a return on equity in excess of 15%, and with a price earnings ratio of 7X- 8X (2006) earnings, 
good things will eventually transpire for patient shareholders.  
 
Finally, we expect 2006 to be a break-out year for Buffet�s Berkshire Hathway. The stock has 
been dead money for the past two years and very much out of favour.  
 
Recently Berkshire reported stellar first quarter results. Trading at under 1.5X book value, the 
stock is reasonably priced. Moreover, the �Master� is steadily using up his $ 40 billion plus 
cash pile � having spent close to $10 billion in the past few months alone. 
 
We predict that just as Berkshire Hathway�s stock surged ahead as the tech bubble burst, so it 
will again, especially when the market takes a hit during the next downturn.  



 
 
Outlook 

 
The basic framework is simple � find pockets of undervaluation. You 
didn�t need a high IQ to buy junk bonds in 2002. It wasn�t that people 
don�t know what was cheap; its just that they became paralysed. 
Following logic, not emotion.  
 

Warren Buffett    
Berkshire Annual Meeting  
May 6, 2006    

 
Higher long-term interest rates and a Canadian dollar heading towards par will add to the 
economic headwinds in the second half of 2006. The question remains, at what level and when 
will the Canadian dollar peak? 
 
Common sense tells us that the dollar will head higher until the day the market believes the 
Governor of the Bank of Canada, David Dodge, is done with rate increases or when oil prices 
take a serious and sustainable tumble. Our guess is that the timeframe for either one of these 
scenarios would be sometime during the autumn of 2006. 
 
We expect much higher stock market volatility over the remainder of the year, as the effects of 
over-heated commodity stocks and higher interest rates start to kick in.  Moreover, the looming 
geo-political �wildcard� has not yet been fully played out: Iran vs The world. Stay tuned!  
 
Regardless of the increased volatility, we continue to find pockets of opportunity and have 
added two new significant  stock positions since the end of the quarter. (Hint: one has a 5% 
dividend yield) 

 
 
 

         Respectfully yours, 
 
 
 
 
         Benjamin D. Hoorwood 
         Portfolio Manager 
         May 17 2006 

 
 
 
 
 

P.S.  Do visit us at our web site: www.valuecontrarian.com  
 
** We�re often asked: � When is the best time to invest in the Value Contrarian?� Although there is no best time, since it is impossible to 
time the market, a preferable entry point is when the fund has produced a month of negative returns or a year of underperformance.  
Unfortunately, human nature prefers the exact opposite.  


