MALACHITE AGGRESSIVE PREFERRED FUND
Monthly Report, May 2004
May was a good month for the fund, which returned +1.23% while the index was
essentially flat, returning –0.02%. Trading returned to more normal levels from the highs
experienced in April, while the yield curve and its related spreads (with the exception of
the split-share premium) barely moved as the market in general consolidated its April
losses in a cautious environment.
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+0.81%
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Last 12 Months
Last 2 Years
(annualized)
Last 3 Years
+14.58%
+4.60%
(annualized)
Total Since
+51.78%
+13.32%
Inception
(March, 2001)
*MAPF total returns include reinvestment of dividends and are after fund
expenses but prior to management fees. They are shown for illustrative
purposes only and future returns are not assured.

Given that so little of interest occurred in the marketplace in May, this report will focus
on an aspect of the Hymas Investment Management analytical system that has heretofore
not been explicitly presented: the underlying philosophy behind the choice of quantitative
methods for preferred share analysis.
Virtually any disciplined investment approach may be referred to as quantitative, since
the term merely implies that a number has been assigned to some measure which
determines at least in part the attractiveness of a potential investment. Any retail

customer, for instance, who has compared interest rates available from various issuers of
GIC’s has applied a quantitative model. However, the term “quantitative” as generally
used in the investment industry implies a very thorough reliance on reproducible
calculation in an attempt to take an objective view on the desirability of a particular
investment, as opposed to a more classic “qualitative” approach in which common stock,
for example, will be analyzed on the basis of interviews with management, customers and
competitors with the analyst explicitly taking a subjective approach to the
recommendation on the basis that he can perform such an analysis better than his
competitors.
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exploiting the fact that, over time, while some genuine paradigm shifts will be missed,
there will be no false positive signals.
The effect of exceptional circumstances for individual securities is also a point of
difference between the two investment philosophies – to a great extent, qualitative
analysis is derived from a desire to find such exceptional circumstances while such can
rarely, if ever, be modeled in a quantitative system due to lack of data. A new product,
for instance, may correctly be determined by a qualitative analyst to improve the
prospects of a company far beyond what could be expected from examination of its
balance sheet and income statement; conversely the effect of such a product on the
company’s competitors might reduce their prospects.
Hymas Investment Management Inc. has chosen quantitative analysis as its investment
style for preferred shares: fixed-income investing is a natural field for a quantitative
approach because returns are a fixed commitment of the issuer – whether a company does
well or poorly is almost immaterial to the analysis (as long as the company does not do so
poorly as to render its ability to meet its commitments doubtful!). In order to minimize
the effect of changes in the fortunes of individual companies, we seek to hold high
quality issues – the greater the certainty that the company will be successful in meeting
the terms of its prospectus, the greater faith we may have that prospective cash-flows of
different issues may be compared.
This month’s graph shows the value of the yield premium on shares issued by split-share
corporations – it is clear that this value is extremely volatile. This may be due to
perceptions by investors that the risk inherent in split-share corporations is greater and
more unpredictable than the risk inherent in operating companies – a reasonable belief
given a perception that the share value of an operating company will vary more than its
intrinsic value. Claims on actual assets are also one step removed for a split-share
corporation relative to direct obligations of the operating company. This premium
rebounded in May from its extreme low reached at the end of April.
TSE Ticker
Total Return,
Symbol
May 2004
BBD.PR.D
-9.51%
BBD.PR.C
-8.10%
BBD.PR.B
-4.21%
AR.PR.B*
-3.35%
HPF.PR.B
-3.29%
…
…
ENB.PR.A
+3.17%
BNN.PR.J*
+4.34%
BPP.PR.M
+7.14%
BPP.PR.G
+7.82%
BNN.PR.A
+13.64%
James Hymas
Portfolio Manager

Remarks (Valuation commentary based on Ontario’s highest
marginal tax rate)
DBRS downgraded Bombardier in May …
… to P3L after a downgrade to P3 in March …
… and the preferred shares reacted violently.
Will Argus redeem its shares or not? Speculation abounds!
Split-share, Credit Class 2, fixed dividends, good value at $15.00-10
…
Credit Class 2, fixed dividends, reasonably priced at $25.55-59
Credit Class 2, fixed dividends, perpetual, expensive at $25.95-35
Credit Class 3, floating rate, low volume, expensive at $22.50-00…
… and the same goes for this issue at $22.75-80
Very low volume, issue shows extreme volatility.

