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Who would have Who would have Who would have Who would have 
ever ever ever ever thought?thought?thought?thought? 

  
 

Michael R. Graham Ph.D. 

 
Spring 2015 and still more bombshells for incredibly resilient 
stock markets to take in their stride, as well as for investors to 
become inured to. 
 
Who would have ever thought Tory Alberta would switch 
overwhelmingly to the NDP whose 70 out of 87 seat victory in 
the election of May 5th reduced the soon-to-depart Jim Prentice 
and his dynastic government to third party status? 
 
Or, that David Cameron and his Tories would defy the pollsters, 
bookies and countless experts, and their near unanimous calls 
for another coalition government (the only question being 
whether to the left or the right of centre), by winning an outright 
majority in the critical British elections of May 7th. 
 
What reminders that in the final instance electorates also beat to 
their own drummer – just like the stock markets! 
 
Another firsthand surprise for me was of the doors to an annual 
meeting – in this case of Berkshire Hathaway - having to be 
closed, not because of shareholder rage or dissatisfaction, but 
in an unprecedented crush of over 40,000 admirers converging 
on the Century Link Center in Omaha, Nebraska (of all places) 
at the crack of dawn on the first Saturday morning in May, our 
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group having to scramble for nosebleed seats before the doors 
were closed at about 7:00 a.m. – for a 9:30 a.m. start! 
 
By definition, successful investing is always full of surprises.  As 
Charlie Munger, the Berkshire vice-chairman was to aptly put it, 
if the investing public wasn’t so often wrong he and Warren 
Buffett wouldn’t have grown nearly so rich!   Reflecting on these 
latest out-of-the-blue surprises forms the largest part of an 
update as to why 2015 keeps adding to the need for investors – 
Canadian investors in particular – to remain reassured and 
committed! 
 
 
 
 
An old political chestnut holds that voters don’t vote new 
governments in; rather that when sufficiently turned off they 
throw old governments out. 
 
British voters no doubt had their issues, but in the end they 
judged their lot to be sufficiently okay to leave the risks of the 
break-up of the U.K. (those restless Scots and their Scottish 
National Party flag carrier) and the contentious “Brexit” 
referendum on Europe for another day as they enjoy record-low 
interest and mortgage rates, “bonus” petrol and fuel prices, 
signs of austerity paying off and surging stock markets boosting 
future confidence.  And more than returning David Cameron and 
his conservative government for a second term, they did so with 
a totally unexpected outright majority.  No wonder the post-
election U.K. stock markets have surged higher and the pound 

POLITICS – AND ITS DRUMMERS 
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grown even stronger – for now anyway, but possibly also for a 
whole lot longer.  
 
How different in Alberta where Premier Prentice didn’t have to 
call an election, but insisted he needed a mandate for the 
stringent measures he felt necessary following the collapse of 
world and WTI oil prices.  However, a pro-oil industry budget 
with personal tax and healthcare increases and the cutting back 
of benefits raised voter hackles even further when the oil prices 
on which it was predicated began rebounding. Danielle Smith 
and her Wild Rose defectors must be wringing their hands on 
the missed opportunity as an appealing new NDP leader came 
on strongly to take power in a massive upset. 
 
To her credit, Premier-elect Rachel Notley has quickly reminded 
that Alberta is an energy-driven province first and foremost, 
even if major changes – political and economics – are called for.  
In her victory speech she mentioned how she looked forward to 
working with Prime Minister Stephen Harper, a sentiment he 
promptly reciprocated.  Later, she mentioned her intent to build 
on the ideas of the iconic Peter Lougheed.  If there is comfort in 
what has happened it is the recognition that energy (and 
pipelines and related) is the lifeblood of both the Albertan and 
Canadian economies – and that it must remain this way over the 
foreseeable future. 
 
As the post-election dust settles, market-driven democracy 
might just have served both British and Albertan voters well.  
But what now for Prime Minister Stephen Harper and his 
majority conservative government in the Canadian federal 
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election that must be held no later than Monday October 19th? 
 
The first salvo in an election the Harper government will clearly 
want fought on economics was kicked off in late-April with 
Finance Minister Joe Oliver’s long-promised balanced budget.  
The annual contribution to a contingency fund dating back to 
Paul Martin was slashed by two-thirds and Employment 
Insurance premiums were left high.  Over and above the hugely 
positive virtual doubling of annual Tax Free Savings Account 
(TFSA) contributions (refer later), there were also other deck-
shuffling proposals not above criticism.  In the final instance, 
however, the fiscal plan presented by the budget was 
indisputably a black-ink affair −  after all those years in the red. 
 
In terms of election-winning seats, “Ukrainian” Edmonton may 
have swung totally NDP at the provincial level, but federally 
there will surely be some appreciation of Prime Minister 
Harper’s support of Ukraine and his acclaimed rebuke of Mr. 
Put.  And elsewhere will the NDP maintain its strong (official 
opposition) presence in Quebec given how it swept Alberta?  
And what of metropolitan Toronto and Vancouver where I’ve 
long believed the election is going to be won and lost? 
 
Notwithstanding swing factors like these, will it be the 
continuance of balanced budgets that the Tories are promising 
along with features like the expanded TFSA and Canada’s 
mended and enviably-sound fiscal position (including federal 
debt down to the low 30% level among the lowest in the G-7 
and G-20) that the Canadian electorate settles for?   In other 
words, will day-to-day economics carry the day, as was certainly 
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the case in the U.K. and likely also in Alberta?  To say an 
interesting political summer and fall lie ahead, would most 
definitely be an understatement. 
 
 
 
 
The price of oil could also be another critical swing factor in 
Canada’s political and economic future just as it is in Alberta’s.  
As mentioned, the price of oil has recovered appreciably since 
the luckless Prentice budget.  Furthermore, it could rise that 
much higher after the next OPEC meeting set for early-June at 
which all-powerful Saudi Arabia might be more favourably 
disposed to higher oil prices now that is financing a nasty and 
unexpected war in Yemen.  While any higher Saudi and OPEC-
engineered price recovery will be to nowhere near last year’s 
record $100/bbl – plus levels, it’s going to be hard to shed too 
many tears for Canadian oil companies facing an extra percent 
or two in corporate and/or royalty taxes, all the more given the 
protective cushion provided by a steeply-discounted Canadian 
dollar.  Interestingly, Hunter Harrison has stepped forward to 
say Canadian Pacific is prepared to help by paying more in 
taxes in Alberta’s interests. 
 
Doug Suttles, EnCana’s chief executive, warns of the risks of 
“big energy” voting with its feet at this fragile stage.  But surely 
not that readily if Alberta (and Canada’s) oil and gas industry 
remains in a favourably strong position, Calgary lives on as 
North America’s co-energy capital along with Houston,  and 
prices translated into Canadian dollars keep coming in above 

O M N I P R E S E N T   O I L  
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cost breakeven levels.  
 
As world oil prices march to their own market drummer (despite 
Saudi gerrymandering), the key through a period of major 
transition must lie in controlling the controllable – that is most of 
all costs.  I think again of Steve Laut, the well-respected chief 
executive of Canadian Natural Resources, pointing out that 
Canadian industry operating profit was three times higher at $40 
per barrel than it was when oil prices hit $100 – a measure of 
the scope that exists for operating cost improvement.    And of 
Warren Buffett reasoning at the Berkshire Hathaway meeting 
(next section) that one of the best defences for an economy is to 
have a low cost of energy. 
 
Against a background like this there should be continuing 
confidence in leaders like Suncor EnergySuncor EnergySuncor EnergySuncor Energy (TSX/SUF - $36.58) 
and Canadian Natural ResourcesCanadian Natural ResourcesCanadian Natural ResourcesCanadian Natural Resources (TSX/CNQ - $37.98), rising to 
this challenge, supported by their strong financial positions and 
balance sheets, as well as the cost control systems they are 
putting in place.   The same with Enbridge Inc.Enbridge Inc.Enbridge Inc.Enbridge Inc. (TSX/ENB - 
$61.84) and TransCanada CorpTransCanada CorpTransCanada CorpTransCanada Corp (TSXTRP - $54.59,) great 
companies irrespective of their  controversial Northern Gateway 
and Keystone projects.    After the Alberta election I’m even 
more attracted to TransAlta TransAlta TransAlta TransAlta Corp. Corp. Corp. Corp. (TSX/TA - $11.10) and its 
spun-off TransAlta RenewablesTransAlta RenewablesTransAlta RenewablesTransAlta Renewables (TSXRNW - $12.36) which I’ve 
been recommending as a pair (half in each) for the growing 
significance of alternative energies like wind and solar, not only 
in Canada and North America, but worldwide.  Suncor Energy 
also has its ever-rising dividend (currently at an indicated annual 
$1.12) and yield (3.06%) for while-you-wait protection, as does 
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the TransAlta duo where the combined yield is in the order of 
6% - with more on these companies and their Berkshire 
Hathaway connections in the section to follow. 
 
 
 
The Golden Anniversary Berkshire Hathaway annual meeting 
(of Messrs. Buffett and Munger gaining management control in 
1965 of a failing New England  textile manufacture they’d 
originally bought into for a last few “cigar puffs” was always 
going to be special.  But not to the tune of a stampede of over 
forty thousand; and an unforgettable experience full of renewed 
investment inspiration. 
 
As the always-entertaining pre-meeting movie (this time 
highlighted by Warren Buffett challenging Floyd Mayweather), 
ended just before 9:30 a.m., the spotlight switched to the stage 
and there they were – Warren rising 85, Charlie soon to be 92.  
Not many chief executives get standing ovations these days, 
theirs being prolonged and deserved.  Fuelled by their 
customary peanut brittle and cherry cokes, and except for a 
short lunch break during which vendors ran out of food, they 
then proceeded to answer questions and impart of their 
investment and worldly wisdom for the next six spellbinding 
hours.  What a masterclass in investing we were treated to; for 
even a veteran like me. 
 
The Berkshire Hathaway annual report is known for its plain 
vanilla covers and no-picture format.  Except for this year when 
the cover was in gold, embossed with a crest “Berkshire 

EXTRAORDINARY BERKSHIRE 
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Hathaway Inc., Profitable Partners, 2015, and a very readable 
146 pages were on high-quality glossy paper.  There was even 
a picture of Buffett and the head office staff at their Christmas 
party – all 25 of them with responsibilities for a $300 billion 
sprawling conglomerate (of 340,000) which the Oracle of 
Omaha hopes will keep on sprawling. 
 
This year’s annual report also contained independently-written 
pieces by Buffett and Munger on its 50-year stewardship, each 
thought-provoking reading in their own right. I always look hard 
for a left-over annual report or two afterwards, but this year 
there were absolutely none to be found – a collectors’ item just 
too valuable!  
 
I’ll have more to add in the separate article on an exceptional 
meeting – and accompanying investment experience - that I’m 
currently preparing.  However, front and centre was their abiding 
faith in the U.S. economy and the U.S. dollar which they are 
confident will still be the world’s reserve currency 50 years from 
now.  And also how impressed they are at the current regime in 
China taking a leaf out of the book of the late Lee Kwan Yew 
and his spectacular business model and stamping out of 
corruption that transformed Singapore into the world’s leading 
city state. 
 
Also emphasized repeatedly was how the Berkshire Group is 
now of a size to be able to bring benefits of economies of scale 
like few others, particularly given the insatiable capital needs of 
its Burlington Northern Santa Fe (BNSF) Railroad (acquired in 
2010), and the similar thirst for capital of its renamed Berkshire 
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Energy utility subsidiary (formerly Mid-American Corporation) 
headed by an Edmontonian and University of Alberta graduate 
Greg Abel. 
 
In the final instance, an unforgettable landmark anniversary 
came down to that most important investment ingredient of all – 
trust.  How else could the mid-week meeting of several hundred 
that I first attended in the downtown Orpheum Theater in 1994 
have grown to over 40,000 now needing to be held in the city’s 
convention center and sports arena with its overflow rooms and 
a basement large enough to display what BRK is all about - and 
have on sale just about everything its group provides and 
produces. 
 
Each year the introductory movie includes the same clip of 
Buffett telling the employees of the discredited Salomon Inc. 
that if they lost money for the firm in the course of their work he 
would be understanding, but if they lost the firm a shred of 
reputation he would be ruthless.  And every year this grainy 
black-and-white clip brings prolonged applause. 
 
The wit, wisdom and perspicacity of Warren Buffett and Charlie 
Munger are why I always return from Omaha the better and the 
wiser.  I’m not alone.  The record of the prices of the Berkshire 
Hathaway Class “A” and “B” shares vividly tells what Messrs. 
Buffett and Munger have achieved for investors everywhere.  
Significantly, I would estimate close to half the audience 
questions came from Asians.   On returning from Omaha, I’ve 
long made a point each year of adding to my Berkshire Class 
“B” holding which I’m pleased to report has nicely doubled on 
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my accumulated cost (NYSE/BRK.B - $145.26).    I intend doing 
the same again. TRUST – that’s what investment is all about, 
and is something an iconic Buffett and Munger exude and 
deliver in spades. 
 
 
 
 
This resolve by Don Lindsay, CEO, at the Teck Resources 
annual meeting in Vancouver, which I was pleased to attend, 
really brought today’s challenge in Canada’s resources sector 
home to me. 
 
Teck has highly enviable long-life resources – metallurgical coal, 
copper, zinc, oilsands and other – that make it a diversified 
treasure chest like few other world mining groups.  However, 
because it’s the market, not Teck, that controls the prices for its 
products, this leaves Teck with the inescapable challenge of 
keeping its balance sheet and overall finances in order as it 
waits out today’s sustained weakness in commodity prices, and 
controlling what it can control; namely, its costs of production 
which by all accounts it is doing increasingly well.  Hence my 
continuing recommendation of Teck ResourcesTeck ResourcesTeck ResourcesTeck Resources (TSX/TCK - 
$16.61) for the combined leverage that improving product prices 
and the disciplined control of production costs will ultimately 
bring. 
 
There’s the same imperative in the oil and gas industry where 
Suncor stands out for the cost reduction progress it is making, 
to the point where its breakeven is already probably well less 

“CONTROLLING THE CONTROLLABLE” 
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than today’s world and WTI prices.   Interestingly too, Berkshire 
Hathaway is reported to have increased its 10% stake in 
Suncor.    The same with Canadian Natural Resources and 
Encana CorpEncana CorpEncana CorpEncana Corp. and Cenovus EnergyCenovus EnergyCenovus EnergyCenovus Energy (TSX/CVE - $20.79), each 
of which also has the benefit of large-scale financial strength on 
their side. 
 
The same in the railroads where according to Mr. Buffett 
employment in the U.S. industry is down to 200,000 from a 
postwar high of 1,600,000; yet ever more efficient and capital-
intensive railroads are doing better than ever.  At the Berkshire 
meeting, BSF was not only described as doing extraordinarily 
better, but also as having the best safety record of the big rail 
companies.   Canada’s two world-class railroads are both faring 
extraordinarily well too, with Canadian National’s operating ratio 
at latest count down to 65.7% and Canadian Pacific’s by a 
whopping 8.8% to 63.2%.  Hunter Harrison says CP is well-
positioned for the rest of the year, Warren Buffett that the North 
American railroad industry has a great long-term future: I 
believe them both, hence Canadian Pacific RailwayCanadian Pacific RailwayCanadian Pacific RailwayCanadian Pacific Railway (TSX/CP - 
$215.75) remaining a stalwart in my Canadian Equity 6-Pak. 
 
Efficiencies and improved cost control can also be facilitated by 
the benefits and  rising scale of capital invested, another fact 
brought home to me at the Brookfield Asset Management 
annual general meeting. Brookfield now with $200 billion of 
assets has a size comparable to Berkshire Hathaway (over 
$300 billion) as both seek to make ever-larger acquisitions and 
investments.  At the Brookfield meeting chief executive Bruce 
Flatt pointed out how they and their partner the Qatar 
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Investment Authority could not have succeeded in gaining 100% 
ownership of the Canary Wharf Group without the scale and 
staying power of which they are now capable.  Brookfield with 
its vast portfolio of real estate, energy and infrastructure assets 
is in the process of raising US $1.1 billion through a new equity 
issue to help in deals it is eyeing.  It has also split its stock 3-for-
2 and raised its annual dividend to the 48 cent (U.S.) level.  
Brookfield Asset ManagementBrookfield Asset ManagementBrookfield Asset ManagementBrookfield Asset Management (TSX/BAM - $43.92) is another 
longstanding recommendation and Canadian Equity 6-Pak 
member of which I remain strongly supportive.               
 
 
 
After the Brookfield meeting it was a thrill to be introduced to 
Jimmy Pattison who doesn’t feel quite as confident as ten years 
ago when I remembered him having never known business 
conditions in British Columbia to be better.  His worry is the time 
it is taking to resolve mineral and forestry rights following the 
favourable Supreme Court of Canada ruling for the First Nations 
in these respects.  He agreed British Columbia has a terrific 
long-term future, but in the shorter to intermediate term sees 
patience as going to be needed. 
 
A follow-up thought on the expanded and in-force TFSA: To me, 
whether it favours the wealthier over the poor is secondary to 
the opportunity to add up to $10,000 annually a current 
accumulated entitlement of $41,000 (or whatever portion hasn’t 
yet been invested) and to be able to invest funds within a shelter 
like this for lifetime tax-free reward.   Add compounding and the 
reinvestment of dividends, and just watch how your investments 
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grow.  I think every eligible Canadian should have a Tax-Free 
Savings Account, no matter how small to begin with. 
 
“Why Canada trumps the U.S.” was a headline to a persuasive 
article that caught my eye for the added reason I respect (and 
have presented with) the fund manager in question (Financial 
Post, May 5th).  It was nice as well to read of views that 
supported the fire-sale cheapness that was the theme of my last 
report (Canadian ”Fire Sale”, April 1st), and that I recommend be 
re-emphasized and built on over the challenging but potentially 
very rewarding spring and summer to come! 
 
Michael Graham 

M a y  2 1 ,  2 0 1 5  
 

 
 
 

The information contained in this report is obtained from sources believed to 
be reliable but we cannot represent that it is accurate or complete. This 
report is a general discussion of the merits and risks of the securities of 
certain issuers, and is not in any way designed to be tailored to the needs 
and circumstances of any recipient. This material is not a recommendation 
for any recipient of this report to purchase a specific security, service or 
product and should not be construed as such. Michael Graham has a 
beneficial ownership interest in securities of certain issuers discussed in this 
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 MGIS

 
141 Adelaide St. West 

Suite 1001 
Toronto, 

ON M5H 3L5 
 
                  
                    E:Michael@grahamis.ca            W : michaelgrahamis.com    

 
W:michaelgrahamis.com 

 


