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VALUE / CONTRARIAN PERFORMANCE*
 

 
1990-2007 

Annual Rate of Return 
 

 Value / Contrarian Fund:   15.6% 
         

 TSX 300 Index:           10.6% 
 

Year-End:  
Dec.31 

Value/ Contrarian 
Net Asset Value 

(After Distributions) 

Annual 
Distributions 

Per Share 

Value/ Contrarian 
Total Return 

TSX 300 
Total Return 

1990 $1,103.16 - +0% -(14.8%) 
1991 $1,506.57 - +37% +12.2% 
1992 $1,904.72 - +26% -(1.4%) 
1993 $2,554.32 - +34.1% +32.5% 
1994 $2,650.58 - +3.8% -(0.2%) 
1995 $2,949.57 - +11.3% +14.5% 
1996 $3,878.45 - +31.5% +28.3% 
1997 $1,342.55      $  39.93 +38.3% +15.0% 
1998 $1,416.48      $  26.47 +7.5% -(1.6%) 
1999  $1,461.46      $  35.61 +5.7% +31.7% 
2000  $1,622.77      $104.64 +18.2% +7.4% 
2001 $1,740.30      $    0 +7.2% -(12.6)% 
2002 $1,641.24      $  32.81 -(3.8)% -(12.4)% 
2003 $1,930.99      $164.08 +27.7% +26.7% 
2004 $2,067.47      $  66.97 +10.5% +14.5% 
2005 $2,364.43      $    0           +14.4% +24.4% 
2006 $2,514.21 $   89.93 +10.1% +17.2% 
2007 $2,451.74 $ 100.27 +1.5% 9.8% 

 

                                                
* The Value/ Contrarian Fund commenced on April 1, 1988 at $1,000.00 per unit, as a private partnership.  On 
January 1, 1997 the Value/ Contrarian Fund became available for sale to the public through the filing of an 
offering memorandum.  The Net Asset Value (N.A.V.) per share on January 1, 1997 was reset at $1,000.00.  
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2007 Third Quarter 
Value Contrarian Equity 

 
Dear Investors, 
 

The present equity market is just a sideshow to the main event which 
is the bursting of the credit-market bubble.  
  
 James Melcher  
 Balestra Capital 
 
Instead of worrying how bad it�s going to get, I think people should 
be thinking about where the opportunities might be.  
 
 Bill Miller 
 Legg Mason Capital 
Management 
    
 

Enclosed you will find the Value Contrarian fund 2007 third quarter results. Your fund ended 

the quarter with a net asset value of $2,636.96 per unit, an increase of $122.75 from the 

December 31, 2006 value of $2,514.21 per unit. 

 

Normally twice yearly we provide market commentary with our results (June/December). 

However, due to the extraordinary credit events of the past six months, a few observations 

would be pertinent.  

 
Since early June what we have been seeing in the financial markets has been a massive 

�repricing of risk� in numerous asset classes from mortgages, junk bonds, corporate debt, 

derivatives and equities.  

 
Suddenly, investors woke up to the fact that they weren�t being sufficiently paid for the 

potential dangers of owning, for example, securities backed by sub-prime mortgages or low 
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rated bonds. Investors are now demanding transparency and higher interest payments on debt 

and increased returns on stocks. 

  

In order for investors to get better returns, asset prices have to drop. The question the market 

will be working out over the next few months is by how much?  

 
In the Canadian financial markets we have our own set of home-grown problems. Specifically, 

we are talking about the $40 billion of non-bank asset-backed commercial paper (ABCP�) 

which has been frozen since August 13, 2007. 

 
Read the press reports and you would believe the problem in the ABCP market is primarily one 

of �liquidity�. Demand for theses derivative backed ABCP investments had dried up (no 

buyers), hence a �liquidity� crisis.  

 
In reality, ABCP 30-60-90 day investors went on strike when they caught wind that the long 

term assets behind the ABCP paper had some exposure to U.S. sub-prime mortgages. The 

30-60-90 day investors wanted to get paid back immediately when their short term debt 

matured. Nor could new short-term investors be found to replace them. Presto � you have a 

liquidity crisis. 

 

But the assets behind the ABCP were invested in long-term investments maturing in 8-10-12 

years. The dilemma : how do you payback Mr &Mrs 30-60-90 day investor when their money 

had been re-invested in long term maturities. Borrowing money at low short-term rates and re-

lending that same money into longer term investments which pay a higher rate of interest can 

work as long as the �liquidity Ponzi wheel� suffers no disruptions in confidence. The U.S sub-

prime crisis was just such a (major) disruption.  

 
At the root of the Canadian ABCP crisis  is the following absurdity and financial alchemy. With 

the ingenuity of investment bankers and the supporting role of the bond rating agencies, sub-

prime mortgages were sliced and diced through financial engineering into derivatives and then 

re-packaged for sale to investors. At the end of this slicing and dicing there was created a 

tranche of sub-prime mortgages that magically re-emerged as Triple AAA rated fixed-income 

investments. WallStreet has always had its share of financial magicians! 

                                                
� ABCP � these should be conservative fixed-income investments which mature with 30-60-90 days. Primarily 
used as a conservative parking place for cash.   
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Totally shocking was the fact that retail ABCP investors had no idea that when they were 

buying a supposedly conservative Canadian dollar fixed income investment it instead came 

�chock-a-block� full of foreign assets and illiquid/hard to value derivatives. Because U.S. sub-

prime mortgages were bundled into securities and sold to investors worldwide, the fallout is 

also being felt globally.  

 

In the end, this Canadian ABCP �debacle� is going to make many lawyers rich. How would a 

hedge fund play this crisis? Going long on law firms, while shorting the financial institutions 

that peddled these toxic derivatives.   On the positive side, this crisis has and will create many 

investment opportunities. Prepare for more ugly headlines, but also we expect investment 

opportunities. 
 
(** Please don�t forget to read our below words of advice) 
 
          
 

 Respectfully yours,      

                  
 
          
 
         Benjamin D. Horwood 
         Portfolio Manager 
         November 6,2007 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

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.  


