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Dear Codar Fand Pariner:

The Cedar Fund increased 9.2% in 1986, substantiafly behind the 23% for the
S&P 500 index. The net assef valoe of a Cedar Fund unii rose to 506,704 from
588,658 al the beginning of the year. The Cedar Fund has grown 20.4% a year in
the last five years and 19.4% a year since It staned cight years ago.

Berkshire Takes a Breather

The Cedar Fund | the market last year becanse Berkshire Hathaway's stock
price increased only 6.2%. Indicating Investors may belleve the stock s fully and
falrly valued. Berkshire's price rose 380% (n the five years ending 1995 as the
general invesiing public discovered Warren Buflett and propelled Berkshire [rom
behng an undervalued stock toa fully-valued one. This drove Berkshire from 30%
of Cedar Fund's total assets to G0%. We expect the stock to take a breather
while the veal of the Cedar Fund assets, cspecially Harfam Partners, caleh up.
Buffett warned lnsl year that Berkshire's stock price of 2.2 thmes book value 1s
"ot undervalued.” Bullett seemed to confirm this recently when he purchased
Flhight Safety International, at least partially, with Berkshire stock. Stock swaps
oflen Indlcate buyers belleve they are uslng overvalued stock o purchase olher
compantes, Some even suggest that Berkshire deserves being overvalued as
recogrition of a Bufictt "preminm.” Even if fatrly or moderately overpriced, the
stock remains a solid investmenl. We have a company growing. at 26% a year {in
book value) and run by the world's hest investment manager.

Unrealistic Market Expectations?

The mankel's sparking ﬁ.ﬂ h.st year I3 a bt deceptive.  Most of the gain was
arhitved by a small, seiect group of large capitalization bine chip stocks. "Birinyi
Associales calculates that without Its 50 largest stocks, the S&F 500 would have
been up an ordinary 9.4% inslead of s extmordinary 20.3% {(withoul dividends),”
according to the Wall Street Journal. Also, without s 100 largest stocks, the
NASDAQR would have been up only 14% instead of 22.7%. The large cap bluc
chips have become the now "momenium” stochks. Managers buy (he stocks when
earmings start to accelerate and dump them when the earnings platean or doop,
This s there may be greater risk in the more liquid large cap stocks than in
the and mid cap atocks. ¥ a fow atocks can drive the indices higher, they
caf also drive them lower,

Vangnard, the mubal and index fund company, alsa points onl that the
combined refurn of 37.5% in 1985 and 23.0% In 19986 return is nearly three
times the 10.7% average annual retum for large cap stocks between 1926 and
1996, I addiion, e poarly 7T0% cumalative rebamn of the S&P 500 index for
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1995 and 1996 is the fifth best two-year period (oul of 70} from 1026 to 1806.
Vanguard says these dazzling returns may blind some inveslors to the “risk” half
of the rowand [ risk equation of investing. We beliewe the Cedar Fund, with is

cmphasis on managers averse io risk, 1a well positioned o withstand and profil
from any market corrections.

Mutual Series Funds Sold

Michael Price sold his Mutual Series Funds (Shares, Beacon, Discovery, Qualified
and Europsan) late last year to Franklin Advisors, who also own the Templeton
group of funds. This sale lllustrales the difficnlly investors have in keeplng up
with the hectic pace of consclidation among money managers and mutoal funds
We do not have an prmnediave concern sinece the five anabsts Price legves in
charge are quite capable money managers. We will continue to monitor them.

Harfam Partners

Harfam Partniers helped boost the Cedar Fund's metorm last year by posting a
18.2% gain. The total is slightly higher than most of the individual managers
becanse of an upward revaluation of the private stock (Comammnily Bankahares)
held by Harfam., We arc making adjustnents in managers whicli should enhance
thie parlnersidp's oiwe poroomanece, Hagfau's managers and their results Iast

year are:

19596 Harfam Perfofmance
200.1% Ruane Ciinndfl
18 0% Tom Rilssn
15.0% Emerakl Partiters
12.3% Stecl Partners 1l
18.2% Harfam - Total Retiurn

Cedor Fund To Open

Om Aprdl 1 the Cedar Fund will aceept new money from existing partners and
from new investors. Thereafter, the fund will open each quarter for new
eontributiona. You soon will recelve Information on the opening.  One reason we
are able to respond 1o requésts to open the fund is because of the accounting
approach known as “lavering.” This allows new investors and new deposita to
enter without buying into the existing unrealized captisl gain of the parmership.

If you have any questions about the opening, please give us a call.

The Cedar Fund financisl report for 1996, prepared by the CPA firm of Goeo. 5.
Olive & Co., Is enclosed. We will continue to work hard to eamn your confidence
in our stewardship of vour asscts.

HARFIS HARPER COUNSEL. INC., Generul Pariner
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