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Disclaimer:
Don’t believe everything we say; we may be wrong.
Do your own work.

Tim sometimes rambles and is incoherent. This transcript
has been edited to make it easier to read. Some of the language has
been changed and, in some cases, clarified.
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Tim McElvaine:
Thanks for spending some of your Wednesday morning with us. We
started a little bit late, at 10:00 a.m. today instead of 9:00 which I know caused
some confusion, but I’m not so egotistical to think that you actually want to come
here at 9:00, so I thought 10:00 would be a little bit better for everyone.
Nevertheless, we have a neat collection of things today. I’ll give my usual State of
the Union, so to speak, and then, the only negative press I’ve ever got for the
conference was having Rainmaker present. So, being a contrarian, I immediately
invited them to present again this year. The difference is there’s a new gang in
town and Craig, who Jeff Stacey, Francis Chou and I encouraged to come on the
Board, has made a dramatic and significant difference to Rainmaker, so I wanted
him to give you guys a little bit of an idea of what’s going on there.
Our lunch speaker today, as you’ve seen is Michael Ross, a guy I met in Victoria
and slowly found out what he had done for a living. He is a former Mossad Officer
and author of the book: The Volunteer: The Incredible True Story of an Israeli Spy
on the Trail of International Terrorists. After that, I made sure I didn’t piss him off
in anything that I did. I’ll talk a little bit more about Michael as we get closer to his
speech.

So, welcome. Thanks very much for coming and if you have questions during the
presentation, you can feel free to throw them out, except you, Lyam, you’re not
allowed to ask any questions. That’s my six-year-old who comes and we put him to
work on - you can stand up, Lyam. He’s the youngest of a gang of six, so he’s our
retirement project, I guess.
Regardless, we start off with our short form disclaimer, which is “I might be
wrong, don’t rely on my statements, and do your own work.” Because we’ll try and
be a little bit open about the type of things we’re doing and as I said, do your own
work.
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This is what we’ll go through: Our results, what we own, this acronym I talked
about last year ICED Age, and them some wrap up and questions.
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So there’s our performance. As you know in the past, 2008 was not our friend and
2009 we didn’t bounce back like some of our peers. Since then, including the last
time since we met, we’re probably up about 30% or so from last summer. So, we’re
inching our way back up, but it’s been a challenging period and I appreciate your
patience as I worked through this.

That was against the TSX and as you know, we invest a lot of our assets outside of
Canada, so this is against the MSCI World, which shows us somewhat better ahead,
but still we had that rough period from 2007 to 2009.
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So what’s happened in the last calendar year?
This was the twelve months to December 31, 2012. Return from investments was
about 19.7%. By the way, these are my workings of an Excel spreadsheet, which
I’m no master at. So, you can take them with a grain of salt, but I think they’re
approximately right. They’re unaudited, as Nick is somewhere in the back, so these
do not have any endorsement from KPMG. But, returns from investment 19.7%,
operating expenses were about 0.3%, pre-management fee and pre-incentive fee,
19.4%, and you pay 1% management fee. There were no incentive fees, because
we’re still below our benchmark and those people who have Series A or Series F,
we’ve waived any incentive fee on those classes, because it didn’t seem right to pay
an incentive fee there and not on the B’s. And finally, taxes. So, net return to you
was 18.3%.
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Now, how did that 19.7% break out? Well, I’ll talk a little bit more about Japan in a
second.
If you were here two years ago, you heard Paul Summerville, a friend from Victoria
who was head of research at a number of firms, including, I think it was TD and
HSBC in Tokyo, or whatever, Paul’s prospects for Japan were less than flattering,
which made it kind of difficult as I stood up there and said we own a lot of Japan
and it’s cheap. He was probably right over the longer run, because his issues were
mostly demographic but, thankfully, it worked out okay from a stock price point of
view. Although I have to tell you, two years is not a long time in investing, but it’s a
long time when you’re invested in something like Japan and people remind you that
you’re invested in something like Japan.
Housing-related - a little bit quicker and we have one of our heroes here today, I’ll
talk a little bit more about that in a second. Europe-related and then everything else.
It came to 19.7%. That’s where all of our returns came from.
Hi Dominique, it’s good to see you again. A friend from the Cundill days.
By the way, Dominique, as she’s proudly wearing it, I know sometimes people
wore it as a badge of sympathy, but I’m glad to see people wearing it more as a
badge of pride today. Some of you have a frog and some of you have a tadpole.
Now, if you’ve studied elementary science, which I can only claim grade school, a
tadpole seems to turn into a frog over time. That’s my theory. If you have a tadpole,
you know where you’re going. If you have a frog, thank you.

8
Ideas from last year’s conference.
Monex, which was our big winner in Japan, was reduced. Interfor we sold. PRT got
taken over. Caldwell - John Wallace, if you recall, spoke last year, as did Rob
Miller from PRT. We reduced it somewhat. EGI Financial, which we talked about,
unchanged. Ten Peaks, reduced somewhat. And Howard Hughes Corp., unchanged.
And I’ll go through a little bit on each one of these.

Monex, Peter Cundill had this concept of benign neglect, which was basically if
you sit down at the beginning of the year and you’re trying to figure out where your
returns come from, you’re going to be wrong. It was a holding that you had pretty
much given up on, the one you had said, aha, it’ll never go up, but something in the
back of your mind said don’t sell it, that will work out. So that is kind of what
happened to Monex.
When we met last year, it was trading at about ¥10,000-11,000 per share. So, that
was May 2012 and in the fall of 2012, people obviously viewed Japan a little bit
differently and it rose from say, ¥12,000 or so to ¥45,000 where it is today. There
were people in the press uncomfortable with Japan and people in Japan who
perhaps were uncomfortable with Monex. So, it worked out. We still have a minor
position left, but we have sold some and a little bit too quickly, to be quite honest.
You can fault me for that. For the most part, it has worked out.
If you recall, we bought it in 2011, around the earthquake, at prices about ¥20,000.
First we had to go through a painful unrealized loss, which is kind of par for the
course on the value side. As I’ve said to you guys in the past, the only thing I’ve
learned is that when you establish a position, you have to be confident enough in
your numbers that you’re willing to average down, because they always go down,
after I buy them, at least. And Monex is certainly a case in point for that.
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Interestingly enough, last night they just completed re-purchasing another 4% of
their stock, which I was a little bit surprised at. But they have been aggressive repurchasers over time.

Interfor - we had Duncan Davies, if you recall, last year, talking about Interfor. We
purchased it in the fall of 2011 at around $4.00 and change. We got lucky on the
timing of this one. If you recall, last year we talked a little about housing. We talked
about PRT, Howard Hughes Corp. and Interfor, and it’s performed well.
We exited Interfor at about $9.00, so maybe we left a little bit on the table, but
that’s fine. I’m quite happy to buy it when it’s cheap and when it moves into that
area where people are thinking about what the future will be to justify the valuation.
That’s when traditionally, we’ve left the stocks behind and wished them farewell.
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PRT - do you want to stand up, Rob? Rob Withers, he was the chairman of PRT, a
guy I’ve grown to be much fonder of in the last six months than perhaps I was in
the previous six months. Sorry, Rob.
He managed to get a bidding war on the little seedling company that Rob Miller
talked to us about last year and it was a stock that we originally acquired at about
$1.50 in 2009. We sold some, sadly, around $3.00 and then we tendered a bid with
the remainder of the position. I think it was a bid of $4.44-4.45. So, thank you Rob
and thanks on behalf of everyone here. It worked out well and I wish, I don’t know
if you’re still involved, but I wish Rob Miller the best with his new team of owners.

EGI Financial - this is a company that does non-standard insurance primarily in
Ontario.
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Most of our acquisitions were in 2008, around $8.00 a share. So, for the most part
it’s done nothing. I talked about it a little bit last year, so I won’t belabour that,
except to the extent that the last year or so, their underwriting has improved
enormously.
They’ve set up a new venture in Europe which is getting a lot of traction. I like a
couple of members on the Board. There’s a couple of shareholders who are
continuing to keep a lot of pressure on the Board, so I feel quite good about that one
and it’s one of our larger positions.

Ten Peaks - this is the decaffeinated coffee company I spoke about last year. Our
cost is about $2.25, somewhere in there, in 2011. It pays a significant dividend, so
our return has actually been quite good, but we have reduced our position
somewhat.
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And Howard Hughes Corp. - one of the things we do, as I talked about last year, is
dislocations or spin offs, and this was a spin off. It was spun out of GGP and I’ll
talk more about it in a second. We missed that part, but then it came back down and
we acquired our stock about forty-odd dollars in 2011 and its’ $101.00 now. We
haven’t sold any, but the valuation’s getting much fuller than it was and I’ll go over
Howard Hughes Corp. in a second, so you can see the life cycle, so to speak.
Now, what did not work for us last year, because by the first couple of slides, we
should have done much better than we did.
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I was in London just a couple of days ago, so if I’m somewhat incomprehensible,
not that that’s unusual for me, but I may have a little bit of jet lag, I met with the
RHJ people and I’d like to talk about that in a second.
We acquired our position for the most part in 2008 and 2009, probably a little bit
closer to €5 per share. We’re sitting on a not insignificant unrealized loss. More
importantly, for the last year, it didn’t help us at all on the performance side.

Glacier Media has been the bane of my existence. We acquired most of our position
a long time ago. It hasn’t changed much from when we acquired our position. So,
it’s been a real drag on the performance.
Our position is somewhat less than it used to be. A great management team, a great
ownership group, challenging business dynamics, and I can talk a little bit more
about that in the Q & A area, if you’d like.

And then, finally, Rainmaker.
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We acquired a lot of our Rainmaker position originally in - look at it from the graph
point of view - in around 1999 or 2000. Our cost was something like $1.10.
Thanks to Jamie Bruce, the stock went from $1.05 to where we acquired our
position, to almost $4.00.
During that time, I think he paid 50 quarterly dividends of $0.04 a share and then a
special dividend of $0.20 a share - so our stock that we paid $1.10 or $1.15 for, we
got back let’s say, $2.30. By 2004 or so, we had a stock that was worth $3.00. We
had a couple of million shares, where our cost was negative. I have to say at that
point in time, it would have been a good time to leave the party. Sadly, that’s not
what happened, but I’ll talk about what happened there.
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In late 2006, you had a business that was really a post-production studio when we
invested in it. It was run by a guy I quite liked, Bob Scarabelli, who unfortunately
died quite young, and their business was really - how would you describe it processing film for movie directors. It was a service business and they had
something like 60 or 70% market share at their peak. It was a great little toll
business.
Of course, what happened was technology came in and therefore changed the
business and changed the cost of remaining in the business. Competitors also came
in and the founder passed away. The Board made a couple of acquisitions and then
they got involved with a gentleman who decided he wanted to make Rainmaker a
large animation studio. So, they went all in on animation.
I was asked to join the Board, not before the acquisition, but after it, and so we
formed a special committee and started underway with some asset sales, because
the company was leveraged. What I failed to realize, and Jamie knew, was sure
they were focused on selling stuff, but they wanted to take, to some extent, the
flowers, and water the weeds of the animation business.

The mistake I made, certainly as a board member, was not holding management
accountable when they failed to meet benchmarks. It was kind of saying, “all right,
you didn’t.” It’s kind of like with Lyam sometimes. I’ll say, “If you do that,
you’ve crossed this line, you know you’re in trouble.” And then, he crosses the line,
I don’t say, “All right, I didn’t actually mean that line; we’ll move the line over here
a little bit.” I don’t do that, sorry Lyam. But, that’s kind of what we did as a Board
at Rainmaker and it was a real disservice to shareholders. We were stuck with a
business that; no one wanted to buy, was consuming capital, didn’t have any real
strategic advantage and was someone’s dream.
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I’d much prefer to be invested in companies where someone’s dream is what
they’re going to do with how much they’re making, not what they’re going to do
with the business itself. But, that’s a long mea culpa on Rainmaker.
The key inflection points were, Craig joined the Board, what was it, 2010? And
Craig is not the retiring type, but nevertheless, he was relatively quiet. Craig and I
had a conversation in early 2011, where we had both realized that the only way we
were going to move forward was if we did a refit of the board. So that was
executed, so to speak, in May 2011.
We did some juggling around with CEOs, which Craig can talk about if he wishes,
or not. Being somewhat a burnt out group, we had hired some investment bankers,
looked at a number of alternatives, and finally settled on this transaction with Xing
Xing, which they were a no show at closing – actually, a no show, but they did
suggest they would show if we reduced the price further, at which time we said no
thanks. I’ll let Craig fill in the details a little bit.
The key turning point was we had a Board with no CEO, no CFO, no real business
prospects, other than one client, well two clients – one that was coming to an end
and another one who wasn’t sure we were going to be around – and a board which
was kind of scratching our heads on what next. We managed to hire Michael. Craig
graciously agreed to be CEO. We re-capitalized the company in March 2013 and
I’ll let him give you a bit of an idea of what it’s up to now. But, an amazing change
of events over the last nine months.
So, to summarize, Rainmaker was a wonderful investment until 2007, my mistake
and I apologize to you, was not exiting it at that time. The years between 2007 and
2012 were very bad and very difficult. We entered 2013 with much differentlooking business prospects. Still some risk, but much different-looking prospects.
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Let’s think about yesterday, the day before the BC election. If you had talked to
someone on CBC about who was going to win the provincial election, think about
them in context of this quote. “We have two classes of forecasters - those who don’t
know and those who don’t know they don’t know.”
I think the important thing, I’ve found, in investing is realize that you’re probably in
the first set of forecasters and don’t delude yourself into thinking you aren’t the
second class of forecasters.
The reason I bring this up is a lot of people approach investment from the point of
view of, let’s build a model of what the future looks like. Let’s build a model of the
things that are going to happen and then let’s find the companies that will float
gently through that model and make us a lot of money. That’s not what we do here.
Our approach is to assume the future is uncertain. And let’s just make sure we’ve
bought something very cheap.
For example, to use that story we were just talking about, Rainmaker. When we
paid $1.15, we weren’t thinking about the Fed and we weren’t thinking about the
next government. We weren’t thinking about anything other than what’s their
business like, are they thinking about us every day when they come into work, and
did we have a margin of safety in what we bought?
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So, I’ll whip through this quickly, because you guys have heard it before, but our
investment criteria are: accidents, bird in hand, brick house, and alignment of
interest.

John Templeton said, “If you are going to buy the best bargains, you have to buy
stuff people are selling.” I firmly believe this.
This means between our initial acquisition and when the stock starts to move,
there’s usually a little bit of a time lag, because for us to get a price that we’re
interested in, something negative has to be happening. So, it might be bad news, or
it might be a spin off, or a dislocation, or a rights issue, or something like that.
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The bird in the hand. The concept of protecting the downside. Worry about the
margin of safety. Make sure you’re paying less than it is worth. Then a little bit of
the idea of bird in the bush, that over time you’d like that value to grow.
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Criteria 3: The brick house. I think about the stories I read Lyam and his brother
and sisters about the three little pigs and the straw hut, the stick hut and the brick
house. One thing that always happens is the wolf comes to the door and you’re
better off in a brick house than in a straw hut. So, that’s what this concept is about.
To put it in financial terms, the question is: is there balance sheet strength, is there
cash flow generation, market share, competitive positioning, everything like that.

And the last criteria is this concept of alignment of interests, meaning, you don’t
have to deal with people who are shareholder wackos, but you want to understand
where they’re coming from, going in. And more importantly, when they’re making
key decisions, do they think about shareholders? Do they think about return on
capital?
So that’s what I’m getting at here. I use the story of the Kinks, but I’ve said this so
many times to you guys, that I won’t repeat it here again, although I do like that
story.
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This is the process we go through. Accident or dislocation, is there a bird in hand, is
there a brick house, what’s the alignment of interests, and then sizing the position.
And I have to say, through 2007 and 2010, by the time we’d cleaned up everything,
the biggest mistake I think I made as an investor wasn’t so much in the stocks that
we chose, because you’re always going to have some right and some wrong, but
more in the sizing of positions.
Since then, we’ve worked quite hard at being disciplined in how we size positions. I
think that’s helped in our performance since then.
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So as at the 30th of March, this is what we looked at. I purposely put cash in the
centre, because it’s the default. It’s the thing that you come back to and you only
move out of cash when you think that you’ve got a real bird in the hand, so to
speak.
Following the slide, at the top, Glacier, Monex, RHJ. We purchased some
Blackberry last fall, so our cost is good on it. H&R Block we actually just sold in
the last week or so.
We purchased H&R Block in the fall of 2011 at about $13.00 a share and we exited
at about $29.00. People were worried about changes in the Income Tax Act, but they
were also worried about H&R Block’s legacy liabilities as a mortgage origination
business. So, the stock price came down. It came down to such a level that we got
the H&R Block business that you see all around here, for very little money. They
brought in a new guy and now stock price has gone up, so we’ve exited.
Next on the slide: Howard Hughes Corp., EGI Financial and Rainmaker.
This is kind of like the larger sphere, there’s a whole group of companies outside of
that, that are somewhat smaller positions and I’ll talk about a couple of them in a
second.
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I guess I’m in my twenty-something year since I joined Pete. So, I thought I can
toss out a truism or two and you can judge whether or not they’re worth listening to.
My focus is price to mess, and having an ex-wife, a wonderful wife, and four
daughters, PMS is something that I’m not unfamiliar with. I need my own PMS
ratio, so I came up with one. But that’s not politically correct, so perhaps I
shouldn’t have said that.

Howard Hughes Corp., as I said in the beginning was a spin off from GGP, bird in
hand. We paid about forty-something. The book was about $57.00. The sum of the
parts was easily over $100.00. They didn’t have a lot of debt. The operating assets
were divisible, meaning if you have a business with many, many different pieces
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and you can exit one piece without impacting the other one. That’s interesting from
a value perspective, because it gives you an additional margin of safety.
Alignment of interest – Pershing Square Capital Management, which is Bill
Ackman, has 13%. Including derivatives, they have actually much more, and
management, as I talked about last year, bought some warrants.

So, they have a couple of different businesses. The planned community properties,
which really are Las Vegas and Texas, as you can see here, in the case of Houston,
goes out to 2036. So you have very, very, very long lives here.
Las Vegas real estate in 2011, sure it wasn’t very good at all, but they have real
estate that will last them until 2039. Well, 28 years or whatever that is, is an awfully
long time for something positive to happen. Their real estate isn’t one or two plots.
Their real estate is a significant planned community, as you’ll see in the next slide.
Their real estate portfolio is almost 6,000 acres of residential and almost 900 acres
of commercial.
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Kate and I went down there -- see the things I go through on your behalf. We went
down to Las Vegas and of course had to go down to Summerlin and visit it.
They have a huge area in the centre where they’re going to - I guess you can’t see it
there - where they’re in the process of developing a downtown mall with Macy’s
and a number of other things. An enormous project, very long life, and already has
an established presence.

Bridgeland is a similar set up they have in Texas, so that’s one set of their assets.
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The other set is Victoria Ward, which is 60 acres just outside of Honolulu, by
Waikiki, and you can see it outlined there and it’s right across the road from the
beach. I think there’s a better picture.

You can see the ocean and the set of 60 acres. They’re in the process of
redeveloping it, as well. The CEO tossed out some numbers, which I really take
with a grain of salt, unless you’re really a cheerleader, valued this property, at
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almost twice what we paid for the stock when we originally invested in the
company. And that was just one of their stools.

So that’s what they’re doing with Ward Centers, where they’re hoping to go.
There was a company many years ago that we invested in that was similar to this,
by the name of Concord Pacific and then Terry Hui ended up taking it private. But,
what is it they say, history rhymes a little bit. When you see situations again, you
think, is that the same or am I trying to pretend it’s the same. You have to be
careful, but there was some similarity between the two.
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South Street Seaport, which is on the East River in Manhattan, I think they have
300,000 square feet there that they’re redeveloping. I had never heard of it, but it’s
the eighteenth most visited tourist attraction in the world, or something bizarre like
that. They carried it on the books for $5m and it was easily worth $100m alone.
And that’s part of the redevelopment plan.

This was just to reinforce. I wouldn’t recommend Howard Hughes today, it’s
probably worth somewhere between $130.00 and $150.00, as I said we paid about
$40.00 something, and its $101.00 today.
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The important thing was our money was made on the purchase. We had enough of a
margin safety built in at the time that no matter what happened, I think we were
protected. And since we were buying on assets, as earnings come in.
If you take Interfor as an example, we paid half of book, very little on the basis of
replacement cost. Now, as earnings come in, people start to get into the projection
of earnings and multiples and stuff like that and that’s usually the time that we just
gently fade away.
What are we doing today? I’ve said this in the past, but before you were born,
Lyam, they used to have a penguin exhibit in Stanley Park and it was a neat thing.
You’d be walking up to the Aquarium and you see these penguins. And they look
beautiful. They’re playing and swimming and stuff like that. As you got closer and
closer, you began to say, well, what is that smell? Something really stinks around
here? And of course it was the same penguin exhibit that two seconds earlier you
thought looked beautiful from a distance.
A value portfolio is like that. When you get up close and you try and pick on each
idea, it’s going to stink. PRT, when we paid a buck-fifty, it stunk. Interfor, it stunk.
Rainmaker, when we paid $1.10, stunk. But, when you kind of pull yourself away
from it, it looks a lot more picturesque. So, I’m going to give you three names that
kind of stink, but remember the penguin exhibit as you go through that.

Dole Foods. So, what’s gone on here? Well, it was brought public about $12.00 by
David Murdock, he had basically done a leveraged buyout and he was trying to get
his money back off the table. It was very, very highly levered and it didn’t really go
anywhere.
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They announced the deal to sell their worldwide packaging and Asian fresh
business, which would basically clean up their balance sheet. They then announced
they were going to miss on their earnings, primarily due to banana pricing in North
America, so the stock came down.

That was what was interesting to us. On an earnings basis, people felt it wasn’t
particularly attractive. Its’ balance sheet had significantly improved with the
disposition of these non-North American businesses. Now we go to the bird in the
hand. The book value was $10.00 or so, but the sum of the parts: ships, Hawaiian
lands, plantations, and port facilities, easily exceeds the book value and I’d put
$16.00 plus there. The interesting thing about this is when earnings come back,
people put strange multiples on stuff, so the sum of the parts can always change.
The brick house was they had really reduced debt through the sale of packaging and
Asian fresh business.
They’ve also announced that they’re selling some 20,000 acres of Hawaiian land.
David Murdock for the most part put a lot of his stock into trust. They just
announced a large shareholder repurchase plan. If you figure their market cap is
about $900m or $950m and they’re repurchasing $200m shares, you can see that’s a
significant amount of the float. So, what do they do? Well, these days, fresh fruit
and fresh vegetables. So they developed packaged salads, strawberries, pineapples,
bananas, and blueberries. All that type of stuff you see. They’re no longer the Dole
canned fruit. That was the business they sold.
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This is the business they are today. What are the characteristics of it?
Well, for the most part, commodity-related. From that point-of-view, people say not
a great business. We’re saying, it’s a business that can be very, cash-generative and
they have a balance sheet with lots of hidden assets. Their financials, this is from a
2011 company website, they did about $4.2b in these businesses and in 2013,
they’ll probably do about $4.2b in these businesses. Their EBITDA in 2011 was
$246m, their EBITDA this year, well, if it’s $146m, people will be pleased.
That can show you the dramatic changes. Is there anything structural that will cause
them to not be able to have $246m again in EBITDA? No. Del Monte is another
big player in the packaged salad business. They’re aggressive. But, Dole will be,
too. They’re working through their cost structure, now that they’ve simplified their
business. They’re tightening up on everything.
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This is an example of all of the different assets they have.
They had said they have $500m in fair market value of non-core assets and I would
not believe that number, but that’s up to you. So, that’s the type of stuff they have.
That’s one idea of a penguin.

The second one we’ve talked about a little bit before and I talked about last year, so
I won’t spend a lot of time, is RHJ. It falls under this idea of benign neglect of
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Pete’s’. Basically the people I know who cover RHJ are tired of it, and the people
who know about it, but haven’t invested of it, are very easy to criticize how dumb
people are. The neat thing I found out is, people usually aren’t as dumb or as smart
as everyone thinks they are at any moment in time.

I met with the chairman of RHJ, Tim Collins, in the fall, and I met with
management of RHJ for the umpteenth time in London, just last week. What is
interesting to us is they’re really Kleinwort Benson Group. They had a whole
bunch of a legacy portfolio and they announced just last night that they had sold
Shaklee and people complained about the price. Shaklee was a very, very difficult
asset to sell and I was delighted to see they sold it.
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This is from their information, so I definitely take the numbers with a grain of salt.
Their book value, so to speak, is about, €7. The stock is about €3.80. Some of the
assets are for sale. Shaklee now moves, for the most part, into the cash area,
although their transaction was a little bit complicated. It’s a fairly basic outcome. I
don’t know what you call it, binary?
In the future, two things will happen. Kleinwort Benson, with a group of other
investors, has bid for a German private bank called BHF. It’s awaiting regulatory
approval. If they get it, a lot of the capital will be invested in that and you’ll have
scale in the private banking business. It’s a large transaction.
BlackRock and a number of private investors are coming in with Kleinwort Benson.
We’ll have a large business, with a huge opportunity, not only to cut costs, but also
to grow it from a seller who is just trying to exit it. If they are not successful in
getting German regulatory approval, and we should find out by the end of summer,
they’ll then distribute a couple of Euros a share in cash. You’ll end up with
Kleinwort Benson as a takeover target, trading, maybe forty cents on the dollar,
with two-thirds of your current market price coming back to you in cash.
That could be one outcome. BHF has some risk, although it has a lot of upside. The
other one is liquidation. I think both of these will happen, certainly by the late
summer or early fall. So, from my point of view, an interesting set up. People are
pretty burned out about it, though.
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The other idea is ING but this is ING’s US company. You can be pissed at the
Canadian one, but you can take some solace that you own a little bit of the US one.

ING Groep got into financial difficulty, received government help and was told to
trim down its balance sheet. So, part of this process was selling off some of its’
international divisions, including their US Insurance business.
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This is a company with about $5b market cap. So, what happened? Well,
dislocation. They basically had to sell part of this asset by the end of the year. The
easiest way to do it was sell a small portion in an IPO, which is usually an area we
avoid.

They came out with their pricing and it kept getting knocked down. They finally got
the transaction done at about $19.50 a share. Our cost is about $20.00. Book value,
which is hard, is about $40.00 and if you make some kind of accounting
adjustments, you get to some $55.00.
Majority of their profitability comes from planned administration and investment
management. They are one of the larger life insurance companies in the US, but
that’s not what’s really generating their profitability. So it trades at less than ten
times earnings.
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Of course, they cleaned up before going public. ING, as you can imagine, would be
very concerned over litigation, especially coming into the US. Alignment of
interests, ING still owns 75%, including share warrants that are exercisable at
$48.00-49.00, so as I said our cost is $20.00. And senior management, two guys
involved in the clean up of AIG, have come over to ING with a huge equity
incentive
Their business included a full service retirement plans which have an AUA of about
$80b and where they’re not full service, but they’re the record keeper, they have
about $220b. They have a huge, huge, customer base.
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They have the investment management business where they do about $180b, of
that, $80b of it is generated by their life insurance business, but another $100b is
external fund management. So, this isn’t really a life insurance company. This is
90% of its earnings coming from fund administration and investment management.
They have two other businesses, the life insurance business, depending on how you
measure it, in the top ten of US life insurers, but it’s not a big component of the
earnings. Then they have a run off business which leads to a lot of earnings
volatility. Once again, it’s completely hedged out by ING before they brought it
public. It’s a noise item, but it’s not a fundamental value, not negative or positive.
This is what I was talking about before. I said, we look for an accident, a
dislocation. Here you have the amended restructuring plan of ING Groep, the
parent company, to divest at least 25% of ING US, or Voya Financial, by December
2013, 50% by December 2014 and 100% by December 2016. It doesn’t say
anything there about making sure you get the best price you can, it says you have to
divest these assets by these dates. So you have a seller to some extent who isn’t
particularly concerned about getting the best price they can, but more important to
them is to get it done.
As I said, management got $4m divided by the average price of the IPO, which
gives him the amount of shares he’s going to get. You’re the CEO, you get $4m
divided by the price of the IPO. So, if you do a $40.00 IPO, you’re going to get
100,000 shares, if you do a $20.00 IPO, you’re going to get 200,000 shares. What’s
your motivation? It’s not to get the highest price you can. It’s to get the public, get
your incentive program going, and this shows a little bit of what the leverage I’m
talking about here. We don’t really factor it into the purchase decision, but it gives
you a little bit of idea of how things might unfold over time. They’re saying their
ROE on their business, which is basically somewhere in the region of 6% today,
they can get into the range, they think, ultimately of 12-13%.
This is effectively say $50.00 book. So, let’s take the most optimistic case, if you
take 12% of $50.00, that’s $7.00 a share of earnings and we paid $20.00. So we
have margin of safety in the price we paid. The bird in hand is over time these
former AIG guys, who led the restructuring of AIG, will be able to improve the
capital utilization of Voya. So, once again, it’s about a 3% position in the fund, but
Dole, RHJ, ING US, that’s the type of stuff that we’re up to.
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With everything we’re talking about, RHJ is perhaps the best example. With
valuations, the pendulum never starts in the centre, it usually gets worse after you
invest, and then things get better. They usually get better after you sell. I always
view everything in this pendulum concept and it makes me feel a little bit better. So,
I’ll quickly whip through this and then I’ll open up to questions.

Last year I talked about ICED Age, and it was just a little acronym I kind of liked
although I don’t know if anyone else had any fondness for it.
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The “I” was Iran, and Michael Ross will talk a little bit more about what’s going on
in the Middle East, so I’ll leave it. This ICED Age were things to worry about, so to
speak, if you wanted to worry.

The “C” was China. I think the views on China have become a little more
polarized since we last met. My view is I don’t know what’s going on there. When
you have opaque financial system, the endings aren’t usually that good. The
positive is, so much of its’ internally financed that they might be able to get away
with dragging things on longer than you think. Some of the stock price valuations
were getting a little bit more interesting, but we don’t own anything in China.
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Europe, we talked about it a little bit last year. I’m not going to add anything new,
other than, I’m not sure a good marriage is built on the desire to avoid the expensive
divorce. That’s probably the best thing you can say about why the E.U. would stick
together and it’s not a fond relationship in the making. The unemployment rates on
youth are very, very high. Greece, of course, got upgraded, so that might give you a
whole bunch of comfort. But, if you take your comfort from the rating agencies,
good luck to you.

And then the debt, I was referring a little bit to the US and it’s an interesting set up
there today.
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If you ask a couple of rhetorical questions. What’s the job of a central bank?
Obviously, Bernanke did. Paulson and Bernanke saved us from a huge disaster in
2009. It’s a fundamental question that I think all of the central bankers are
generating, or juggling with today. Certainly, they are falling one by one. Japan,
Dave Briggs can attest to, has gone from the most conservative to the wildest man
at the party. Europe is kind of like the kid who is trying to slowly step over the line
and hopes that their parent, Germany, doesn’t actually notice that they’re pushing
the envelope too much. While their cousins who are wild partiers down in Italy and
France, are saying, come on in, don’t worry about your Dad.
And then, the US, which is, well, interesting set up, as I say. This next quote is,
how does price-fixing distort what normally goes on in an economy?

And that’s an answer we don’t know. If you have the cost of capital being forced to
one number, how does that distort all the other decisions that are made? And I guess
we’ll find out.
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My last comment is, when you have ten and twenty year bonds and thirty year
bonds, funded with overnight deposits, basically excess reserves you’re basically
borrowing short and lending long, how do you exit that? And, I don’t know, you
know, I’m quite interested to see how he does all of this. Not saying it definitely
leads to a bad outcome, it’s just one of those things, I don’t know. And if you hear a
forecaster pound the table and say they know exactly what’s going to happen, think
about that John Kenneth Galbraith comment, which is, all right, is this a guy who
doesn’t know or is this a guy who doesn’t know he doesn’t know. And make your
decision based on that.

So, as Mark Twain wrote, and this kind of leads back into that, “it’s ain’t what you
don’t know that gets you into trouble, it’s what you know for sure that just ain’t so”.
And I think probably for an investor, that’s something you should pin up on your
wall.
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Last year we touched on a couple of concepts and I’ll really work quickly through
this. We talked a little bit about 3D printing. And if you recall, I was saying, all
right, what type of things are going out there on the Internet that you may of heard
of or you may not of heard of, that are really disruptive technologies. Now, of
course, you can point to the online retailing, etc., etc.

3D printing was one that we touched on last year and for example, the day before
yesterday, there was an article out saying, life-saving heart surgery explores a new
dimension. Doctors experimenting with 3D printers to solve complex cardio
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problems. Basically, what they were doing was taking a MRI and reconstructing a
synthetic heart so that the surgeon could then effectively take the person’s heart and
hold it in his hand and try and figure out how to do it.
At the same time, for example, they have an ear now that’s made from cow DNA
that seems to work, but it’s in testing stages and we talked about all of the medical
stuff that might come out of 3D printing. An enormous exciting area on the
medical side, as well as everywhere else. That’s the positive.

The negative you might have seen in the National Post two days ago. On one side
we have 3D printing which will bring us huge advances in medical technology. On
the other side a guy sold something like 100,000 plans to making a gun out of
plastic that you can just download and make on your 3D printer.
Of course, he got the interest of the FBI and the CIA pretty quickly and it costs
about $7,000 to take his plan and actually make a gun. It’s not something that you
might be particularly keen to do at the moment, but we’re in early stages. The idea
of a plastic gun with a metal trigger and maybe a metal projectile of some kind,
that’s a huge game changer and think of that the next time you go to board a flight.
That is the yin and the yang.
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The thing I wanted to talk about quickly today, which is similar to the 3D printing.
Something that can take something in the world and look at changing how things
are being done. Massive Open Online Lectures. We have a YouTube thing, which
I’ll show you in a second, but basically, you have two main players in this.
Coursera and EdX. EdX is MIT and Harvard and Coursera is Stanford.

As I show you here, their mandate is connecting people and a great education, so
anyone in the world can learn without limits. Maybe about two weeks ago, you may
have seen a picture in the Globe and Mail of a group of kids learning school on a
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blackboard underneath a bridge. They were in India and that’s all they had. Imagine
this, imagine if the US foreign aid policy is to rent a classroom and provide some
satellite Internet connection, so some kids sitting in the middle of Uganda can now
look at the same courses that someone sitting here in Vancouver can.

Suddenly, education, not only the cost of education, is debundled, It suddenly
becomes extremely accessible. People say, “people aren’t going to learn online
completely”. Yeah sure, because there’s a social aspect to learning. The idea of
going to university so you don’t sit at home in your parents’ house. I have two
daughters in University sitting at home with no social interaction. That takes away a
whole bunch of the reasons I’m pretty sure my daughters go to University. I don’t
think it’s for the education, I think they go there for the other stuff and you’re not
going to get that with Coursera.
If you flip it around and say, all right, for that calculus course you’re taking, when
you’re doing an aspect of calculus, rather than having one professor teach you the
whole course, how about if you had access to the best professor on that one element
of calculus and you could, for that course, watch a video, have that portion of the
course taught by someone at Harvard or MIT. And it doesn’t matter where you are.
There was a speaker, he’s one of these philosophers, I forget his name, and it will
come to me in a little bit. But, he was going through a test module of a lecture
where he had students from Buenos Aires, Tokyo, Shanghai, London, New York,
and who knows where else, all listening to his lecture and also all interacting. So,
complete game changers as far as what education means and it’s driven completely
by technology. Is their idea that it’s going to be free? I don’t know, we’re still
early stages. It’s like 3D printing, the model is still being figured out.
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Today you can follow Coursera’s model and go on the internet, enroll in 300
courses from twenty categories, 62 universities from sixteen countries. For
example, if you want to take one of the UBC courses, and I forget which one’s
offered, I think it’s an environmental one, you can go on Coursera’s site and find
out about a meet up. I saw a Vancouver listing for one, which is basically a number
of students who are taking the same course, get together and discuss some of the
concepts.
They also say, “There’s no way you can grade three million students”. Well, instead
of having the teacher grade, you had all the other students’ grade. So, if you have
50,000 students taking a course and all of them grade each other’s papers, just
thinking about game theory, so to speak, you’ll end up coming out with a median
mark that might be better than in fact, if the professor graded.

It’s just taking the whole model and flipping it upside down. Now the thing that
they’re working on is accreditation. So, if you take a course through Coursera, is it
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the same as getting a BSc? Well no of course not. This is not an alternative today.
I’m just saying it’s a game changer. It will take education and not only debundle it,
but also equalize it to some extent for people in other areas.
For example, Sanjeev, Francis Chou, and I are part of Mohnish’s Dakshana. Do you
want to talk really briefly about what that is? Go ahead, Sanjeev.
Sanjeev Parsad: Hi there. Some of you might be familiar with Mohnish Pabrai of the Pabrai
Funds. Mohnish started a foundation called Dakshana about five years ago. He
funded it solely with his own capital. The idea was to equalize the playing field in
India for underprivileged, but gifted, students and one of the biggest problems for -in India their equivalent of their Harvard or MIT are the IITs, any of the institute of
technology. There’s about 500,000 applications that are sent to the IITs, but only
about 5,000 students get in every year. So, a lot of underprivileged, lower caste,
handicapped, children from low income families, even the slums of India, who are
gifted weren’t able to do the preparatory courses to get into the IITs. And so,
Mohnish started a foundation called Dakshana in the US, seeded it with his own
money and he’s got one of the highest penetration rates and graduation rates, or
entry rates now, into the IITs of any preparatory course in India. Last year, Prem
Watsa, from Fairfax Financial donated a million dollars for the next five years and
there’s been numerous corporate donations and stuff coming in, now. Dakshana
Canada was set up recently and Tim, Francis, and I are on the board of directors.
But, I think that’s what Tim’s alluding to is that the equalization of the playing
field. There’s another fellow in the US, I forgot his first name, but it’s called Khan
Academy and—
Tim McElvaine: Yeah, Khan Academy is a good example for those of you with kids. Keep going.
Sanjeev Parsad: Right, so I think, I forgot his first name. Do you remember his first name, Tim?
Tim McElvaine:

Sal.

Sanjeev Parsad:

Saul?

Tim McElvaine:

Salman.

Sanjeev Parsad: Salman Khan. Anyway, he was helping his teenaged son or daughter with some
homework and he felt that there was a better way to teach them math, I think it’s
mathematics that he was teaching them at the time. So he set up a little -- a module
on that subject and he decided to put it on YouTube. And he did a few more on
different subjects and they became a huge hit and now he’s done some several
hundreds of modules now for students that are online and I think recently he was
funded by the Gates Foundation to expand that. So as Tim’s saying, you’re getting
this sort of, through technology and I think, different access to capital as well,
you’re getting a more balanced playing field in education, amongst other areas, but
education we’re really starting to see that. But anyway, that’s briefly what the story
is.
Tim McElvaine: Yeah, thanks there. We’ll quickly run a DVD and then I’ll end up with some
concluding comments and then we can go to Q&A. So, if you’re okay, Colin. And
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this is -- I talked about Coursera, this is the other -- - this is the MIT/Harvard
funded.
[Coursera video plays]
Tim McElvaine: Well, that’s good enough. It goes on from there, but that’s all right, Colin, we can
leave the rest. The key thing is, as I said, it doesn’t have to be an either/or, it can be
a blended model and it’s just starting. So, I think it’s phenomenal as far as
spreading education throughout the world. I think it can be a big part of any kind of
foreign aid policy. It’s just one of those things that I thought I’d put in the same
vein as 3D printing.
So, where are we?

Concluding comments: As you’ve seen, I don’t come in here and say we have
something like an index and our goal is to do index plus 1%, or index plus 50 basis
points. The thing that we offer you is a built from the ground up portfolio that’s
probably completely different to anything else that you have. Traditionally, that’s
meant that we’ve zigged when others have zagged.
That was not true in 2007, 2008, and I think I’ve learned a lot from that period,
both from a net worth point of view and also from a humility point of view. Our
cash is building up today. And the final thing is, position-sizing, which as I said, it
wasn’t the number of right or wrong investment choices, you’re always going to
have your bad Rainmaker, so to speak, or your Glacier Media, it’s more around the
position-sizing and that’s where I think we’ve been much more disciplined and I
think it’s shown up in our results, as well.
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This kind of says what I just did, which is we eat all of our own cooking, you know,
every night when I go to bed, if I’m not in trouble and I’m in the same bed with
Kate, she can look at me - she’s giving me a glare - and that of course never
happens. She can give me a look and I know I’m looking at a shareholder. Every
morning, I shave and I know I’m looking at a shareholder.
Our process is basically buying cheap dollar bills. We’re not concerned if the
portfolio makeup differs, in fact, it never has been like an index.
And finally, our incentive fee structure, of which we’re still underwater, makes sure
that not only will I make money as a unit-holder, but I also have the incentive to
focus first on returns.
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So, it leads to the question, which is, have you kissed a frog today? And, as we go
out of here, if anyone would like some information, give us a shout. But, most
importantly, I’m glad that everyone came together today and I’ll throw it open for
some quick questions before we have Craig and Ron,

Audience:

What’s your brick house on Blackberry?

Tim McElvaine: Well, first thing, don’t forget our cost is about seven bucks and at that time, cash
was six. You had patent and to some lesser extent real estate value. You could get
somewhere closer to $12.00 a share, so that was a brick house. For sure, it’s in a
difficult industry in a difficult position. And I didn’t get into a value of the
enterprise business versus the handset business. The stock’s $16.00, you know, it’s
a different situation than when we invested. Ours was very specific. The price, the
stuff that we knew about and would put a zero value on the install base. We put a
zero value on this billion-dollar enterprise systems business. So, that where we
came up. And that differs a little bit from a company like Nokia, which you might
try doing the same math, but has huge off balance sheet, particularly severance
liability, so it’s not a cookie cutter that you can apply, but it was very specific to the
Blackberry case.
Audience:

Can you expand on how you sell, like, do you normally set a target?

Tim McElvaine: Yeah, that’s a good question, Brian. You know there are usually three reasons.
One is things have gone differently than you expect, so you should exit, and that’s
what we should have done, frankly, in Rainmaker, because you’re never going to
get the top. The second thing is; you basically made a mistake in your analytics.
And the third thing is that it reaches the price that you thought about originally
when you’re investing. So, in the case of Howard Hughes Corp., we said $130.00-
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150.00, we’re $101.00 now. H&R Block, we said $28.00 and we sold at $28.50 or
something like that. Obviously, you can reappraise it as you go along, but the thing
I’ve probably made the most mistakes in is when it gets to your price and you go,
oh yeah, it’s got that price and then you read a research report and you say, oh that
guy, that guy actually has a good reason I should hang on to further – longer. I try
to be a little bit disciplined around that side. But, usually the prices that we’re
thinking about are so much different than the stock market prices at the time of exit,
that there’s a lot of room. So, like a double in three years is wonderful.
Audience:

What’s your price then on Blackberry?

Tim McElvaine: Ah, $20.00. Would we sell at $16.00 or $15.00, where it is today? Yeah, maybe
if something better came along. I think the positive and negatives, you saw the
article today where BMM is being basically expanded to let iPhones and Android
use them. I don’t know, I’ve heard Thorsten Heins and I’m not going to get into
quarterbacking whether that’s a good idea or not. Frankly, I don’t know. I bought a
Q10, I had an iPhone before. I miss the iPhone. I’m still trying to figure out how to
turn the damn Q10 on. But I like the keyboard. So, I don’t know about that stuff.
We just had a margin of safety when we purchased and it’s kind of over by the exit
now. We’re keeping an eye on it.
Audience:

Can you give any description on Glacier Media and the upside versus the
downside?

Tim McElvaine: Yeah, I had the upside downside upside down, obviously. We first invested in
Glacier when it was like $0.70 and a collection of tax losses. The people there are
good. They grew the business aggressively, making, I think good acquisitions, but
they were faced with an industry where the multiple went from 7 ½ to 3. So, over
the last ten years, their business has grown from really no cash flow to cash flow of
some $50m. But, as I’ve said, the multiple you put on that is three. They got
reassessed for tax, for their use of some tax losses, so that was a negative, as well.
When we first started investing, I thought it was worth north of $5.00. What do I
think it’s worth today? Well, if you split the business up, you would do better than
keeping them together, but let’s say, $3.00. If we got good ideas that were, you
know, as cheap valuations, would I sell Glacier? Sadly, that’s kind of what you
have to do, right? But, I like the people. $1.60 seems particularly oversold, but it’s
not what it was. That was an example of poor position and sizing on my point of
view. Glacier wasn’t necessarily a bad idea. It was just too large a position. So,
that’s what I got into that opaque comment on position-sizing.
Tim McElvaine: Ian.
Ian:

How can you apply the future trends we’ve seen in education and how do you
reflect that in your portfolio. What are your ideas when looking at it now?

Tim McElvaine: Well, yeah, to be frank, not at all, because we don’t – like a forecasting model, I
don’t start with a forecast and go backwards. I’ve been cautious about things like
some of the online education companies, like Apollo and stuff like that, because I’m
not sure about their business model, It’s more out of interest. You just watch these
things going on and you go, you know, that’s kind of interesting. Kind of like when
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you’re -- which you’re not at yet, Ian, but I have a couple of twenty-year-old
daughters. When they bring home a boyfriend, you go, well that’s interesting,
there’s not a hell of a lot you’re going to do about it, but that’s interesting. Same
thing with online education, I go, that’s interesting, but there’s not a lot I’m going
to do about it. Maybe take a course myself, but beyond that.
As we leave here, our cash is building, we’re cautious in what I think is a
particularly delicate time. The long bond seems a crazy price in this environment. If
you’re over in Victoria or if you have any questions, just send me an email or give
me a call. I’m happy to deal with them.

End of Tim’s Presentation

