
 

 

 

 

 

 

  

 

           2018 Year End 

             Value Contrarian Equity Fund 

 

Dear Partners, 
 

 

 

 

The enthusiastic reaction of US stocks to the Federal Reserves 

policy U-turn (in 2019) was an important reminder of the 

continued codependence between the world’s most powerful 

central bank and the biggest stock market. 

 

           

                                                                                           Mohamed El-Erian 

Chief Economic Advisor 

Allianz  

  

 

The myth of market timing persists because there’s always 

someone who has called the latest zig or zag. But if you flip a 

coin, you’ll also be right 50 percent of the time. 

 
Tom Bradley 

                       President 

                                  Steadyhand 

 

 

If history has taught us anything, it is that cycles, up or down, 

do not last indefinitely – they all die at the hands of the Fed... 

 

David Rosenberg 

Chief Economist 

Gluskin Sheff & Assoc 
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CWe are all familiar with Coor’s Lite, all the taste, without the unwanted calories. This 

past December brought investors another “Lite” experience, the notion of a “Bear Market 

Lite”. The S&P 500 very briefly dipped into bear market territory during December. 

 

The good news for investors was the downturn in equities (peak to trough), lasted for a 

brief ninety days, from the end of September to December 26th. 

 

It was the first US bear market of the 2009 business cycle, and it came absent of any 

business recession. This punctures a common myth that bear markets are almost always 

accompanied with a business recession. 

 

The TSX index avoided a bear decline (-16.9% peak to trough) along with the DOW 

 (-19.4%). However, the S&P 500 endured a negative 20.2% bear decline (but for a mere 

two days). Hence the term “Bear Market Lite” – Round #1. 

 

The change in the Federal Reserve’s policy narrative was the main reason why stocks came 

out of their kamikaze dive in late December. The perception that the Fed might be 

abandoning its policy of regular interest rate hikes since late 2015, was what the Doctor 

ordered for higher stock prices. 

 

In a nutshell, with no recession, continued, but slowing earnings growth, more reasonable 

stock valuations, and the Federal Reserve’s policy U-turn (a key element), all combined, 

has contributed to the powerful 2019 rally in the equity markets.  

 

Simply stated, once again the lesson learned, “Don’t fight the Fed!”. In other words … 

positive Fed interest rate news is often positive news for equity markets (but not good 

news for short sellers). 

 

t story of 2016 was the resurrection of commodity prices from the living dead. Coal, oil, 

copper, gold and iron-ore all benefited from significant rallies. With commodity prices  
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2018 Performance: - (2.51%) 

 

 
As the famous late economist Hebert Stein said, “If something cannot 

go on forever, it will stop”.  

 

 

 
December 31, 2017 – $ 3,471 (NAVPS after distributions) 

December 31, 2018 – $ 3,384 (NAVPS before distributions) 

December 31, 2018 – $    173 (Distribution per unit) 

December 31, 2018 – $ 3,210 (NAVPS after distributions)  

 

Your Fund ended the year with a net asset value of $ 3,210 per unit.  

 

For calendar year 2018, the TSX Composite Total Return Index fell 8.9%, the S&P 500 

declined 4.3%, and the Dow ended negative 3.4%.  

 

Rising global stock markets certainly came to a full stop by early autumn 2018. 

 

Obviously, we were disappointed with our returns in 2018. Since 1990, the TSX Composite 

Index has been in the red 10/29 calendar years. The Value Contrarian Fund has produced 

4 calendar years of negative returns since 1990 (see attached performance history).  

 

2018 was a year whereby your fund manager was focused on capital preservation. The 

effect of a few years of grinding upward interest rate hikes was seriously spooking the 

markets. Higher rates normally mean future earnings and cash flows are valued at lower 

levels today. 

 

2018 provided a good example of what happens when your manager holds onto 

commodity (oil) stocks for too long. Specifically, we gave back almost all of our oil equity 

profits. Our biggest dud was YPF, the Petro Canada of Argentina. The rising American 

dollar torpedoed both the Argentine peso and its stock market. Falling oil prices in late 

autumn were the final blow to our YPF adventure. 

 

Sometimes one needs a bit of luck in life and investing. We received a bit of this luck with 

our GE position. 
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After purchasing 25,000 shares in June, we promptly sold the bulk of our GE holdings in 

July and August, at a slight profit. We felt there was no immediate good news specific to 

GE. Meanwhile, the equity markets were exhibiting increased weakness. Sometimes it’s 

better to sell first and ask questions later.  

 

One thing we have learned over the years is that during weak markets, supposed 

“bargains” just become bigger bargains. We will revisit GE during the next recession (Bear 

Market – Round #2). 

 

By mid-November, Western Canada Select (WCS – Canada’s heavy-oil benchmark) fell to 

US $13.46 a barrel. At the same time, West Texas Intermediate (WTI) was selling for over 

US $50.00 a barrel.  

 

This huge price differential could not and would not last. In essence for a few weeks, 

Canada was literally giving away its oil, besides losing huge tax revenues. We were of the 

belief that this was not the time to be a seller of Canadian energy companies. 

 

More specifically, the huge price drop in WCS came as a result of major American refining 

customers temporarily shutting down for regular maintenance, while increasing 

production in Alberta outpaced the capacity to move it out of the province by pipeline and 

rail. 

 

It was during this period that we decided to sell our number one energy play – the iShares 

Capped energy Index ETF (yield 2%) and swap the proceeds into a more conservative, 

higher potential energy play – PrairieSky Royalty (PSK) (yield 4.2%). 

 

The iShares ETF is basically a diversified portfolio of all the top Canadian energy names 

(Suncor, CNR, Imperial, Encana, Husky, Cenovus, etc…). Significant operating costs, 

capital costs, environmental liabilities and exploration risks are normally associated with 

these traditional oil and gas producers. 

 

On the other hand, PrairieSky Royalty (PSK) is a royalty business. They control millions of 

acres of royalty properties – “FeeLands” which contain mineral rights. A key advantage of 

the PrairieSky properties is that they have a long history of generating stable free cash 

flow, and in the case of mineral rights associated with the “FeeLands”, are held in 

perpetuity.  
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Rather than engage in the costly/capital intensive and risky activity of energy exploration 

and drilling, the company seeks third parties to actively develop their royalty properties. 

This third party development of their royalty properties, provides PSK with sustainable 

royalty revenues as petroleum and natural gas are produced from such properties. 

 

Thus, PrairieSky has minimal or no operating costs, capital costs, environmental liabilities 

or reclamation obligations associated with petroleum and natural gas development on 

royalty properties. 

 

In essence, a royalty business turns a risky, capital intensive operation into a cleaner 

business model. The company’s objective is to “generate significant free cash flow and 

growth for its shareholders through indirect oil and gas investment at a relatively low cost 

to the company”. We recently added to our PSK position, and it now represents a top 10 

holding. 

 

On a final positive note, because the December TSX selloff erased most of the gains from 

2018 and 2017, we would not be surprised to see double digit TSX returns in 2019.  

This is the “snapback” year for the TSX. 
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OUTLOOK 2019 
 

…Mark Twain, who is reputed to have said that history doesn’t repeat 

itself, but that it does rhyme… 

…When you look at market cycles,…what rhymes are the root causes 

– too much optimism, not enough risk aversion, and too much money.  

 
Howard Marks 

Oaktree Capital Management 
 

 

I don’t know anybody who invests today who has really lived through 

a period of rising interest rates… 

Higher rates could occur for reasons you don’t necessarily anticipate, 

including a buyer’s strike on sovereigns (government debt). With 

yields as low as they are, people don’t recognize the (potential) risk. 

 
Steve Romick 

Fund Manager 
FPA Crescent 

 

History certainly does not exactly repeat itself, but we do believe, as Mark Twain is reputed 

to have said, it does rhyme. It takes time for a healthy, growing economy to simply, “fall off 

the rails” and into an economic crisis.  
 

The good news is that equity markets (based on bear market history) will likely rise 

significantly over the next twelve to twenty-four months (especially following a negative 

stock return year). The previous “non-recession” bear markets of October 1966, December 

1987, and August 1998 (a near bear market), were followed by 18 – 24 months of significant 

gains to record new stock index highs.  
 

With the US Federal Reserve on hold – a positive equity scenario looks increasingly 

plausible in 2019. Don’t be surprised to see record highs on the blue-chip indexes over the 

next 18 – 24 months.  
 

Dow 27,000 – 30,000 is what rhymes for us. And it is also a year for the TSX Index to 

outperform.  

 

Respectfully yours, **   

 

Benjamin D. Horwood 

Portfolio Manager 
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February 22nd , 2019 

Year - End Management Note 

 

It takes 20 years to build a reputation and five minutes to ruin it. If you think 

about that, you’ll do things differently. 

 
           Warren Buffett 

Berkshire Hathaway 
 

As we have always stated, we cannot promise any particular results, only that investments for 

your Fund will be selected based on value not popularity. We view our Fund shareholders as our 

partners, and we assure you that the protection and growth of your capital will continue to be 

paramount in our thinking. 

 

We aim not to be the biggest but to ensure consistent performance, even if that means limiting the 

Fund’s size or closing it to new investors in the future. We want to enjoy coming to work every 

day and view the Value Contrarian Fund more as a private partnership, where “membership has 

its privileges”. 

 

Secular or disruptive technological changes to an industry or company is what truly destroys 

shareholder wealth and keeps us up at night (think Nortel, Blackberry, Kodak or Blockbuster). 

Conversely, stock-market volatility or the fear and panic of a bear market are merely temporary 

but opportunistic events for the rational buyer. At the end of the day, “price paid” is what matters 

most when investing for the long-term. 

 

Being the second largest shareholder and the Manager of your Fund is certainly no guarantee of 

superior long-term results. But I do think your comfort level is enhanced by having my financial 

interests aligned with yours. Simply stated, your returns are my returns. 

 

We would like to thank our shareholders for the trust you have placed in us during the past year. 

And again, thanks for your referrals – much appreciated. 

 

Finally, an appreciative thanks to all the Value Contrarian staff in 2018 – the year of 

“Auditors Gone Wild”. Special thanks to Chiraz who skillfully guided the firm through 

not 1, not 2, but 3 audits! (VC Fund audit, VCAM audit, AMF companywide audit). Chiraz 

deserves a “medal of honour”. She will be on a well-deserved maternity leave in 2019 with 

her new baby boy. Mazel tov! 
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P.S. Do visit us at our NEW web site: www.valuecontrarian.com 

We’re often asked: “When is the best time to invest in the Value Contrarian Fund?” 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. 

 

Overall, long-term shareholders in the V/C Fund benefit from a sinking stock market, the same as a regular grocery shopper 

benefits from declining food prices. So when stock markets plummet – as they will from time to time – “neither panic nor 

mourn”. It’s good buying news for your Fund. 

 

 

This letter is not to be construed as an offer, solicitation or recommendation to buy or sell any of the securities herein named. 

At the time of reading the investments mentioned may no longer be held by the V/C Fund. This information is intended only 

for existing investors in the Fund, as of the date indicated, is not complete and is subject to change. Performance information 

is net of applicable fees unless otherwise specifically noted. Past performance is no guarantee of future results. The 

information contained herein is unaudited. It has been supplied by Value Contrarian Asset Management (VCAM), the Fund's 

Investment Manager and not the Fund's Administrator who is responsible for the final calculation for the actual performance 

and final month-end Net Asset Values. Every effort has been made to ensure that the material contained herein is accurate 

as of publication. VCAM makes no representations or warranties as to the accuracy or completeness of such information and 

accepts no responsibility for any loss arising from any use of or reliance on the information contained herein. VCAM has no 

obligation to update the information at any point in the future. 

 

 

http://www.valuecontrarian.com/

