
Fairfax Financial Dinner Notes
April 25, 2012

Before I begin, kudos to Sanjeev for organizing the dinner.  I find that such efforts are often 
not fully appreciated by the participants.  So, three cheers for Sanjeev and his team!  

These notes are largely based on my scribblings and recollections.  But I would also like to 
highlight the contributions of board member "Eddie Willers" and his notes.  I've incorporated 
them as separate paragraphs followed by an [EW].  Any other editorial notes or observations 
are enclosed in [ ].

Opening Remarks by Sanjeev, MPIC

Sanjeev kicked off the meeting.  He talked a bit about the history of the Fairfax Dinner 
and how it has grown substantially over the last few years.  The times of meeting 
around a table at Joe Badali's, a local Italian restaurant, are past.  [The Fairfax dinner 
now represents perhaps the preeminent annual meeting of value investors in Toronto.]

Dr. Kevin Glasgow, The Crohn's & Colitis Foundation of Canada

JoAnn Butler, Prem Watsa's assistant for many years, was instrumental in helping out the 
dinner in the early years.  Regrettably, she left us far too early and Sanjeev has been helping 
to raise money for the Crohn's & Colitis Foundation of Canada in her memory.

As part of this year's fund raising efforts, we were treated to a presentation by Dr. 
Kevin Glasgow.  He related a number of unfortunate aspects of the disease.  Including 
the tendency for it to attack the young and the fact that it is more prevalent in Canada 
for reasons that aren't really understood.  It also costs the Canadian economy about 
$1.8 billion per year.  Even worse,  researchers have yet to find a cure.  The good 
doctor then ran a movie that showed the human impact of the disease.

He concluded with a quote from Ben Franklin “Investment in knowledge pays off the 
best”[EW]

You can read more about the disease, and the foundation, at www.ccfc.ca where you might 
drop by to donate a bit more.

Dinner Break

I'll leave it to others to comment on the food as I was largely focused on talking rather than 
savouring.  Overall, it seemed like a nice spread and largely what I had expected.
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Dr. George Athanassakos, the Ben Graham Chair at Ivey, Invited Speaker

If you're a local then you probably already know Dr George.  You can read his columns in the 
Globe and Mail via www.theglobeandmail.com/globe-investor/investment-ideas/george-
athanassakos/     

You should also be sure to check out the Ben Graham Centre's website and its archive of 
talks by famous value investors.  You can find them at 
www.bengrahaminvesting.ca/Resources/videos.htm

Dr George talked about the value investing program at Ivey and his efforts to promote 
value investing in general.  He is a firm believer in the notion that you either get value 
investing or you don't.  As a result, he often steers students that “don't get it” away from 
his course.  

He said that the value conference he put on earlier in the day went well.  He expects 
that it will become an annual event.  See 
www.bengrahaminvesting.ca/Outreach/2012_conference.htm

He also provided several entertaining anecdotes about being interviewed by Prem for 
his job.  Evidently Ivey sent over a couple of efficient market academics who were 
soon ushered out of Prem's office.  [If you're looking to work at Fairfax, you'd do well 
not to lead off with a discussion of beta and CAPM.  Otherwise, it might be a very short 
interview.  Perhaps the article “CAPM is CRAP” by James Montier might provide better 
talking points.]

The Main Event

Prem once again ushered a bevy of CEO into the room after dinner for a little Q&A.  The 
attendees were: 

• Prem Watsa, Chairman & CEO of Fairfax Financial
• Francis Chou, Managing Partner at Chou Funds
• Sam Mitchell, Managing Director at Hamblin-Watsa
• Paul Rivett, VP of Fairfax and Managing Director at Hamblin-Watsa
• Peter Furlan, Analyst at Hamblin-Watsa
• Ramaswamy Athappan, CEO of First Capital
• Richie Boucher, CEO of the Bank of Ireland
• Bill McMorrow, CEO of Kennedy-Wilson
• Tom Ward, CEO of Sandridge Energy
• Bill Gregson, Chairman of The Brick
• Marc Bertrand, CEO of MEGABrands
• Moses Znaimer, Founder of Zoomermedia 

Prem held the floor for the first bit before retiring to prepare for the annual meeting the next 
morning. Francis then graciously moderated the panel.
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Prem Watsa, Chairman & CEO of Fairfax Financial

Prem first talked a bit about the Fibrek situation.  He pointed out that the choice faced 
by Fibrek shareholders was between two cash+share deals.  But, in his view, the cash 
plus Resolute deal represented the better one due to value of Resolute shares.

He also talked a bit about Frontier Communications which hasn't fared well.  But he 
likes current management and thinks that it's still early days.  He still likes the stock 
and may buy more.

RIM was the next topic.  Prem reviewed the firm calling it a great Canadian success, 
noting that it remains #1 in many markets, and observing that is has $2.1 billion in cash 
and no debt.  It has, however, fallen by about 90% which Prem correctly notes makes 
people think that it's doomed while its competitor Apple seems destined to shoot to the 
moon.  However, as value investors know, nothing grows to the sky [and even the 
meanest dog can have his day].

Prem is bullish on BB10, the firm has terrific technology, and he notes that Mike 
Lazaridis is a genius.  He also likes Thorsten Heins and remains happy to hold RIM's 
shares.

The cell phone market is 6 billion units so there is lots of room for competitors.  1.2 
billion units are sold each year.[EW]

A question about natural gas prompted Prem to turn things over to Tom Ward.

Tom Ward, CEO of Sandridge Energy

Tom is less than bullish about Natural Gas prices due to the current supply glut. 
Indeed, this impending situation was a big motivation for his move to oil.   

Natural gas is $2 in North America, $10 in the rest of the world so it’s a commodity 
locked in North America.  The move away from coal to gas in electrical generation will 
raise the price to $4-$5.[EW]

He was doubtful that it will get back to a 6-to-1 ratio to oil.  He expects that big players 
will move in over the longer term which will likely cap Natural Gas in the $4-$6 range.

Ramaswamy Athappan, CEO of First Capital

He didn't think market pricing would allow for lower combined ratios.  But insurance 
isn't as popular in much of Asia as it is in North America.  He pointed to a large pool of 
untapped customers and the expectation of exponential growth.  

China and India are the most promising.  Singapore and Hong Kong are saturated. [EW]
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Marc Bertrand, CEO of MEGABrands

Made a big point about rebuilding retail connections and he thought these efforts were 
well underway.  The firm is also moving into the girls toy business with new Barbie-
brand products on the way.  On the boys side, they have teamed up with some video 
game brands including Halo and World of Warcraft.

Prem prompted each of the CEOs talk a little bit about their businesses...

Bill McMorrow, CEO of Kennedy-Wilson

Partners include FFH, JPM, DB, and LeFrak.  They seek low leverage deals and have 
been scooping up assets from banks.  About half of their assets are in commercial debt 
and half in buildings.  They're getting more active in Europe and Ireland in particular.   

Moses Znaimer, Founder of Zoomermedia 

The firm is focused on the 45+ demographic and pursues it via multiple channels 
including Radio/TV/Magazines/Web.  It is also associated with the non-profit CARP 
which provides Zoomer with a good base.  He made the point that advertisers are 
overlooking this growing age group and he wants to lock up the space in Canada.

FFH and Moses own 94% of the company.  It is public, but there is no liquidity. [EW]

Richie Boucher, CEO of the Bank of Ireland

He observed that the Irish had, before the crash, suffered under the business model of 
“selling real estate to each other.”  Houses are now down 55% and commercial real 
estate has tumbled 65%.

'We are a 200 year old bank that almost went bust – I’m not an alcoholic yet!  I was 
talking to an investor who said I have 2 problems “Bank and Ireland”  I said let me tell 
you about the “of”.'  [He was very entertaining.]  Richie took over in March of 2009. [EW]

After focused capital raising efforts, the bank has 15% Tier 1 Capital, it has sold all of 
the assets it needs to sell, and cut costs by 22%.  It is still #1 or #2 in most of its 
product lines.  He highlights the Bank's good link to the British Postal system.  

He points out that Ireland is facing up to its economic challenges rather than putting 
them off for another day.  And that a strong export sector has helped the country a 
good deal. 

Ireland is the second freest country after Singapore.[EW]

Things look worrisome for the Toronto real estate market.  He hears that many of his 
kinfolk are moving over to help build new condos.  He recommends getting into the 
Irish pub business.
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Risk factors for the Bank include a double dip in the world economy.  The bank also 
needs the consumer to recover.

Marc Bertrand, CEO of MEGABrands

He is pleased with Mega's recent performance and they are moving to expand 
internationally with a particular interest in the BRIC regions.  They are also buying 
more capacity in Montreal and he expects 40% of production to come from Canada 
thanks to heavy automation.

Bill Gregson, Chairman of The Brick

2009 was a near death experience and the firm barely manged to scrape through 
thanks to debentures/warrants/line of credit.

The firm is now focused on operations and profitable sales.  They want high margins 
with low expenses and good inventory management.  Bill noted that the firm now has 
better gross margins than Leons (LNF).

The firm has also been busy closing corporate stores and opening franchise stores 
which are more profitable. 

He wants EBITDA growth and the firm has been buying back debt and shares.  He is 
working hard to improve the firm's capital structure.

Bill noted that the stock still trades at about 1/2 the value of LNF yet LNF has negative 
comps whereas the Brick as been growing and gaining market share.

The general Q&A session resumed ... 

Richie Boucher, CEO of the Bank of Ireland

He does not expect any more dilution barring a double dip / further real estate decline. 
The challenge for the bank is to restore earnings capacity which is hard given the 
current interest rate environment.

He wants to maintain the tradition of the institution and to save it.  It's a matter of pride. 
There is a moral responsibility to provide a return.

He thinks that Ireland is less risky than Greece due to Ireland's competitive economy 
and trade surplus.  Irish growth rates and earnings capacity can repay debts and its 
citizens are committed to do the work. The rest of Europe will have to follow Ireland 
which remains a potential risk factor but the Irish only export 20% to the rest of Europe. 
In the end, people in Europe will have to work harder for less.

Ireland still attracts big tech/pharma and remains business friendly. The consumer is 
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still terrified and there is a good deal of pent up demand.  But the country needs to see 
house prices stabilize.  

Bill McMorrow, CEO of Kennedy-Wilson

Banks can carry assets longer, borrowers are getting healthier, problems should get 
cured.  Ireland is good because they took realistic writedowns.  His current focus is in 
Ireland & the UK and notes that lots of European banks will have to sell assets sooner 
or later.

Richie Boucher, CEO of the Bank of Ireland

The bank sold assets fast to avoid a stampede.  The big problems that remain for 
European banks are in US assets.

The Bank of Ireland has seen deposit growth and currently lease terms are good in 
Ireland and the UK.

Capital investment remains good in Ireland and the country has done the required 
internal devaluation.  He thinks that the breakup of the Euro is a low probability but if it 
happens then Ireland will likely go with the hard currency block.

Sam Mitchell, Managing Director at Hamblin-Watsa

Sam said that FFH's sale of Kraft was motivated by their disappointment with its 
management.  In short, the Cadbury decision was a mistake and the jockey turned out 
to be poor.

He then talked about Overstock.  Sam said that the firm was wrong to switch to O.com 
and that the consumer didn't get it.  It also did not stick to its value proposition which is 
“great stuff  at low prices”.  On the upside, there is now a continuous auction by 
suppliers for prominent space on the website. The firm is also refocused on getting 
revenue growing and on its value proposition.  Overall, the screw ups from last year 
are getting fixed and better results are expected this year.  The business is back to 
where he wants it to be.  

Francis Chou, Chou Funds

Francis adds, OSTK has a market cap of ~$120-$130 million and $30-$40 million in 
excess cash.  The legal expenses will likely fall and the firm's results will be much 
better without them.  A good value.

He also points out that the Bank of Ireland trades at 0.11 Euro which is less than its 
0.24 Euro book value per share.  It is cheap. 

Thus ended the Q&A and the official part of the dinner.  But many guests stayed and 
answered more questions more informally.  
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EW notes the following post-Q&A discussion with Francis Chou 

Francis was heard saying that AIG is worth well over $30 dollars.  RIMM patents alone 
are worth over $13 dollars a share.  It takes 6-7 years for a company to get out of 
trouble.  If you see a lot of debt – buy that rather than the common stock – it’s often the 
better deal.  His favourite shareholder letter is from Howard Marks. It’s good to buy 
banks 5 years after a financial crisis – now is a good time to be a buyer.  Francis likes 
to buy a basket of stocks in an industry he likes.  If you can’t value a company, buy a 
basket.

 

 
 

    

Page 7 of 7 by Norm Rothery, StingyInvestor.com


