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1. General Market Results

In 2017, the S&P 500 generated a return of 21.83% in USD (including dividends and before taxes). The
index generated a return of 13.66% in CAD (including dividends and before taxes). Following Trump’s
victory, the gains continued in 2017 because of a more accommodative regulatory environment, low
interest rates, and better earnings overall as markets extended their gains late in the year because of
favorable tax reform legislation. All else equal, tax reform enables shareholders to keep 79% of profits
rather than 65%, which is a 21.5% increase in the share of profits. It also motivates companies to invest
more in capital expenditures (the new tax bill allows businesses to deduct the cost of new equipment
immediately for a five-year period). The S&P/TSX Composite index generated a return of 9.02% in CAD
(including dividends and before taxes) against the backdrop of a rebound in oil/commodity prices, a
buoyant real estate market, strong employment picture and economic growth. However, tremendous
uncertainty remains because of ongoing NAFTA negotiations, and record household debt levels.

The first few weeks of February 2018 have seen a tremendous increase in volatility. The media reported
the event eagerly and focused on the absolute drop in the Dow rather than the percentage. This correction
occurred after 14 straight months of market increases and a 9-year bull market. However, even after the
current correction, the market remains at an elevated level (slightly overvalued when long term rates are
considered). With approximately 70% of S&P 500 companies having reported Q4 2017 earnings, the
index trades at roughly 24X earnings. Net income has increased 16% year over year thus far for 2017 vs.
2016. Consensus earnings are forecast to be over 30% higher this year (including the 20%+ benefit from
tax reform). At this point, the underlying economy has improved as evidenced by wage & GDP growth.
Earnings growth will allow for the indices to march higher. Nevertheless, we will not count on it and
position the portfolio accordingly. Interesting to note that the S&P/TSX Composite index is now flat over
the last 3 years.

My general view of the future is always the same. As a long-term net buyer of stocks, I welcome massive
short-term dislocations/corrections that enable me to buy companies that have been on my watch list for a
long while. Richard Branson spoke to the McGill alumni at the height of the great recession (in 2009) and
opened his speech by saying that: “Fortunes are made in good times, but these are times when empires are
built.” A favorite question is: Can you sell stocks before the market decreases and buy them right before
they increase? If anyone knows exactly when the market will decrease or increase, please let me know in
advance! Substantial market decreases offer the highest potential future returns. The only events that
would change the calculus would be chemical, nuclear, biological, or cyber attacks. Our lives would be at
risk as well. If you drive down the 15 and see no cars on the road (barring a Montreal-style snow storm or



the advent of flying cars) then that would give cause to reassess. That is a risk we share with all global
businesses.

2. Results of Portfolio Performance

Portfolio performance between accounts varied widely this past year, as contributions, new account
openings, and other factors contributed to the discrepancies in results. If s’he has not already, each
individual investor will receive a detailed performance report. The results were quite favorable overall
(higher than mid to upper teen returns in USD). However, as a value investor, it generally is much more
difficult to match market returns when the market generates 20%+ in a year. Outperformance typically is
expected when markets are flat or negative. Up markets give tremendous trouble to classic value
investors. This was also displayed by the performance of other notable value investors, including
Greenlight Capital (2017 Return: 1.6%), Pershing Square (2017 Return: -4.0%), and closures of other
notable hedge funds.

3. Our Philosophy, Objectives and Ground Rules
This section may be familiar to some, but I am repeating it here for new investors.

The firm’s philosophy is rooted deeply in value investing. I continue to believe that in the long run—at
least 3 years and more appropriately 5 years—the S&P 500 is the appropriate yardstick to measure
relative performance. That said, the portfolio in which we have invested differs substantially from the
index. The key differences are: we purchase companies that trade at a discount compared to the average,
overweight certain sectors and do not invest in others, and invest in companies regardless of market cap
or geography. As mentioned, | believe that a value portfolio should perform better than the indices in flat
and negative years. In large positive years, it may be difficult to match or equal the index because
euphoria tends to bid up speculative investments. In the long run, the market should generate
approximately 7% per year compounded (better than any other non-leveraged asset class). There will be
times when it is favorable to be a buyer and others when markets are overheated drastically. The key to
investing in stocks is to have a long runway while focusing on compounders and businesses undervalued
highly compared to others.

Our Owners Manual/Ground Rules—Most investors understand and concur, so this material will
seem unduly repetitious, but I would rather have nine out of ten partners mildly bored than have
one out of ten with any basic misconceptions.

1. Ido not discuss portfolio companies with anyone outside the Partnership. I believe that these
stock picks represent intellectual property, and in addition, with respect to special situations
and small caps, I do not want others to bid up the price of the asset.

2. Ispend the vast majority of my time performing research on the portfolio companies and
potential investments; this is simplistic and not completely exhaustive. I attempt to limit all
interruptions to my daily activities as they resemble a student at a library—a good student!—
and someone who likes to watch paint dry, i.e., reflect. I advise strongly against monitoring
the markets and investments on a daily basis; even monthly statements are overkill. It
shortens the perceived time span for our investment framework and allows corrosion of
principles, emotional investing, and short-term thinking. Ask yourself this question: do you



call your real estate broker on a daily or weekly basis to assess the value of your house?
Auction-driven markets like stocks offer wider variations in price for businesses, but the
underlying values of these businesses resemble home prices or private business prices more
closely. If you cannot stomach intermittent 50% decreases in market values (paper losses),
then investing in stocks may not be for you.

3. Ido not discuss current investments with clients. I try to limit this activity for several reasons:
my opinion may change from one day to the next. Typically, I want to hold a great company
for many years (5 plus). However, I also invest in different types of situations, and with new
information, the reasons for holding a position or not may change from one day to the next.
There also is a psychological element in defending positions, whether consciously or
subconsciously. When a person defends a position, s/he may be prone to cognitive biases
referred to as belief perseverance and confirmation bias. If anyone has more interest in this,
please email me, and I will send you information on this fascinating topic found in level 3 of
the CFA curriculum! I do not mind discussing past investments once they are closed and
analyzing the philosophy behind them. However, this information is still confidential for
investors only because we may re-enter a position held formerly. So how do I assess the
sanity of some of my investments? I try to have discussions with non-biased, non-
judgemental professional investors who may view things differently.

4. As apartner in this endeavor, the vast majority (at least 75% at all times) of my household
liquid net worth always is invested with the same strategy as that of the partners. This is my
promise and commitment to you.

5. 1vow that any new partner who becomes a client will agree to the same set of ground rules. I
will not add even a substantial client who does not understand our philosophy and agree to
these rules, as a disruptive client may be detrimental to the collective performance.

4. Types of Investments

Private Owner Basis:

These are investments in industries or companies that are broken temporarily and undervalued severely.
There may be highly valuable assets on the balance and the company trades at a level inferior to tangible
book or liquidation value. Typically, our investments in this category overlap with companies in the
relatively undervalued class. Currently, the portfolio has a total allocation of approximately 18.8% in
these types of investments.

Relatively Undervalued.

These are companies that are less expensive than their peers or historical valuations. Valuations in this
class have increased remarkedly over the past year but nevertheless still see opportunities within select
sectors. Currently, the portfolio has a total allocation of roughly 59.2% in these types of investments.

Special Situations:



As the general market increases, this class becomes more important. We completed 3 transactions in this
class over the last calendar year that yielded returns in the 3-15% range on an absolute basis. These are
transactions that have a specific timeline to completion and may have to achieve shareholder and
regulatory approval, as well as financing. Currently, the portfolio allocates a total of approximately 13.1%
to these types of investments.

5. Fund

As mentioned several times over the last few years, Rosen Partnership finally is launching the Rosen
Value Fund (scheduled before the end of March). All segregated accounts will be rolled into the fund, so
that we all have the same holdings at all times. All holdings of the fund will be kept strictly confidential,
except in semi-annual financial statements, as mandated by law. Before launch, I will meet and speak
with all of you to discuss the terms, complete required paperwork, and respond to any questions you may
have.

6. New Office

We are moving into a new office. This will give us more space and allow me to add the right personnel.
You can visit at any time, but just try to give me advance notice, as I may be in the middle of a daily
meditation, watching paint dry exercise!

4060 Ste Catherine,
Westmount, QC
Suite 325

I am next door neighbors with Marc Garneau, the former astronaut, Minister of Transportation, and MP
for Westmount/NDG. When you visit, we can go complain and file grievances about the new corporate
tax laws and/or picket outside his door!

“Most people get interested in stocks when everyone else is. The time to get interested is when no one
else is. You can’t buy what is popular and do well.”

“Only for short term investors and market timers is a correction not an opportunity.”

—Warren Buffett—

Sincerely,

ERL

Brian L. Rosen, MBA, CFA



