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Dear Investors, 
 
 

Stocks are the only things that people prefer to buy when they are more 
expensive, not less. 
      
        Warren Buffett 

 
 
 Whatever is popular is inevitably wrong by definition.  That’s because 

something popular means that everyone likes it, which means it’s at a 
high (price).  It’s as simple as that.  You must be contrarian because the 
previous view is always wrong…..Income trusts are another fad and an 
example of financial engineering without true wealth creation. 

     
         Hal Jackson 
         EL Financial 
         April 2003 
 
 
The stock markets are headed higher!  How, you ask, can we be so certain?  Truthfully, we 
have no scientific evidence or empirical data to back up this prediction.  However, we do have 
one very positive contrary indicator (along with a “gut” feel). 
 
Simply stated, according to IFIC (the Investment Funds Institute of Canada) for the past 18 
consecutive months (ending November 2003), Canadian investor’s have been net sellers of 
domestic Canadian equity funds.  This suggests that investors are not yet convinced that the 
eight month rally on the TSX has staying power. 
 
It will be interesting to see when domestic Canadian equity funds turn the corner and finally 
start to gain assets rather than lose assets – a key indicator in our books that the retail investor 
is finally back in the Canadian equity markets.  And when the retail investor does throw in the 
towel, one has to ask how far off will an interest rate hike be, and in turn weaker stock prices! 
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With interest rates at rock bottom levels, investors have been searching for yield and supposed 
safety.  Thus, much of investor’s monies of late have been flooding into bond and income 
trusts.  But what’s the smart money doing? 
 
In the October issue of Barron’s, Warren Buffett revealed that by the end of June 2003, 
Berkshire Hathaway had sold approximately $9 billion of long-term Treasury bonds.  The 
bonds were sold as long-term rates fell to their lowest levels in 40 years, resulting in record 
high bond prices.  That’s right, Buffett was selling, not buying long-term fixed income 
investments.   Food for thought, even if interest rate hikes may only occur in 2005. 
 
Addressing Important Issues 
 
The 1990s “go-go” attitude of business excess and questionable ethics seems to have also 
spread to the mutual fund industry.  Since September, hardly a day passes in the U.S. without 
the emergence of new allegations of funds cheating their clients.  Sunlife, one of our holdings, 
has also recently been hit with allegations of wrong doing at its large American fund unit, MFS 
Financial Services. 
 
Mutual funds are designed as long-term investments.  Nonetheless, U.S. fund executives have 
been caught allowing a few privileged investors to engage in certain illegal practices.  
Specifically, allowing favoured investors to trade (i.e., buy) after the 4pm cutoff, but at the 4pm 
price.  This is called “late trading”, and it is illegal.  Allowing investors to buy and sell funds 
rapidly, to take advantage of short-term fluctuations in the funds underlying portfolio (market 
timing), is not illegal, unless a fund says it prohibits it.  Most of them do. 
 
At Value Contrarian Asset Management, the Investment Advisor to the Value Contrarian Fund, 
we have always placed the interests of our shareholders first.  Our fiduciary duty is to act in the 
best interest of our Fund’s investors.  We don’t receive free rent, bloomberg terminals, or 
office/computer supplies in return for inflated brokerage commissions.   However, I have had 
my share of “rubber chicken/salmon lunches”, gratis the brokerage industry (perils of the 
trade). 
 
We have sought to build a stable, long-term shareholder base for your fund.  We actively 
discourage both market timers and disguised GIC/Canada Savings Bond investors from 
entering into the Fund.  We have done this by maintaining redemption fees on Fund purchases 
held for less than 18 months.  Also, we personally interview each prospective investor to 
ensure the “right” fit. 
 
Finally, we aim not to be the biggest, but one of the better performing funds, even if that means 
limiting the Funds size or closing it in the future.  We want to enjoy coming to work everyday.  
We view the Value Contrarian Fund more as a private club, where “membership has its 
privileges”.  Our size is our great advantage. 
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Third Quarter Performance (July 1 – August 31) 
 
Your fund ended the third quarter with a net asset value of $1,831.65 per unit, an increase of 
$190.41 from the December 31, 2002 asset value of $1,641.24 per unit. 
 
During the third quarter we made a very large opportunistic purchase of shares (36,000) in the 
Yellow Pages Income Fund.  Yellow Pages is an ideal income fund because of the following 
attributes: 
 

1) It is a stable non-cyclical business with some growth prospects; 
 

2) The business throws off lots of free cash flow; 
 

3) There is minimal capital expenditure needed to keep the operations running; and  
 

4) Sales are not overly dependent on a few key clients. 
 
Bell Yellow Pages was sold to KKR and the Ontario Teachers Pension in a leveraged buyout.  
In order to start the process of cashing out of their investment, the owners turned their 
investment into an income fund and took it public.  Of course at a much higher price than when 
initially purchased (i.e., buy at “X”, sell to the public at “XXX”).  It’s sometimes called “financial 
engineering”. 
 
Our investment was “opportunistic” in the sense that while the IPO issue was not inexpensive, 
there would be enough room left on the table for investors to make a short-term trading profit.  
We view these short-term investments as a type of arbitrage.  Within 4 to 12 weeks of going 
public, we had realized returns of 15%-20%.  We will continue to make a small number of 
these “opportunistic” investments if they meet our return requirements and business profiles.  
But if history is any guide, eventually this game of musical chairs will abruptly end, and 
investors will be left with a bad case of income fund “hangoveritis”. 
 
We intend to remain long-term shareholders of the PBB Global Logistics Income Fund.  They 
have honest and conservative management, while possessing all of the four above mentioned 
attributes that make up a superior income fund business model.  (PBB is in the custom 
brokerage and freight forwarding business). 
 
The key to long-term income trust success is that one must be very picky, picky, picky, while 
realizing that these are high yielding equities in disguise.  And since most trusts have gone 
public with a 100-per-cent payout ratio, it means there is not a large margin of safety if 
problems occur.  Investors simply must realize that distributions on many income trusts will, 
putting it diplomatically, fluctuate.   
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Outlook 

 
In some ways, stocks are still the only game in town.  We are in a sweet 
spot.  We have a good nine-to-12 months before the global central bank 
interest-rate cycle begins. 
 
        Arnie Schneider 
        Schneider Capital Management 
 
 

Underlying inflation in the United States fell last month to its lowest level in 40 years, even as 
industrial production and home construction surged.  Moreover, significant unused business 
capacity and continuing high unemployment (two key indicators) means the Federal Reserve is 
under no pressure to raise interest rates.  Of course the stock markets have already 
discounted a lot of the good news. 
 
While the risks of terrorism and a rising loonie remain (it wouldn’t be fair if we didn’t have 
something to worry about), we assure you that the protection and growth of your assets will 
continue to be paramount in our thinking. 
 
Our fourth quarter performance looks very promising, and we hope to deliver the Fund’s full 
year results by the end of January 2004. 
 
All the best for a safe and happy holiday season. 
 
         Respectively Yours,** 
 
 
 
         Benjamin D. Horwood 
         Portfolio Manager 
         December 22, 2003 
 
 
 
 
 
 
 
 
** Next entry-date into the Value Contrarian Fund:  December 31, 2003. Call today  
  (514) 398-0808 
 
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.  Pity. 

http://www.valuecontrarian.com/

