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The Canadian and U.S. equity markets posted solid results during
the third quarter, in the process shrugging off what seemed to be
a number of negative events. In spite of the London bombings,
rising interest rates, stratospheric fuel prices and hurricane
devastation, the S&P/TSX Composite index provided a total return
of 1.6%, while the S&P 500 trailed at 3.6% (in Canadian and U.S.
dollar terms, respectively).

The out-performance of Canadian stocks was largely attributable
to the continued rally in energy shares. With the price of a barrel
of oil reaching $70 and natural gas prices rising even more sharply,
some concern over the future direction of consumer spending is
inevitable. In fact, as you might expect, the share prices of
companies tied to consumer discretionary spending had a very
tough time during the quarter.

Surprisingly, the hurricanes and their impacts on oil prices haven't
scared Federal Reserve Chairman Alan Greenspan off his course
of higher interest rates. Typically, periods of negative consumer
sentiment combined with rising energy prices have not been ideal
times to continue a campaign of raising interest rates. During the
quarter, Greenspan used every opportunity to make it abundantly
clear that he would continue hiking interest rates because the Fed
continues to view current interest rate levels as inflationary.
Furthermore, Greenspan was forthright about his intention of
quelling the housing bubble. There are some anecdotal signs that
he may be succeeding. The backlog of unsold new homes in the
U.S. surged to the highest inventory ratio since January 2000
and, before that, January 1996.

Canada's Minister of Finance, Ralph Goodale, ended a strong
quarter in the Canadian equity market by putting a damper on
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TETREM'S CANADIAN EQUITY MANDATES

Last Year 5 year
Quarter to Date (annualized)

Tetrem CDN Equity Value 13.82% 28.30% 21.12%
Tetrem CDN Equity Value Plus 13.76% 28.42%  20.69%
S&P / TSX 1.63% 20.67% 2.96%

income trusts. He announced that the government would no
longer provide advance tax rulings for companies seeking to
restructure as income trusts. As aresult, new issues of income
trusts, which pay out most of their cash flow to avoid taxes, have
lost some favor with investors, who are remaining on the sidelines
and demanding greater yields as an incentive to invest. Additionally,
many companies that were bid up in the market in the anticipation
of income trust conversions have recently seen their share prices
hit hard. Markets abhor uncertainty, and that is exactly what the
Minister has introduced.

Against this backdrop the Tetrem investment mandates performed
well during the quarter. The mandates benefited from ample
exposure to energy companies while there was very limited
exposure to companies in the consumer discretionary sector.
During the quarter, merger and acquisition activity helped lift
performance as Petrokazakhstan, Deer Creek Energy and Leitch
Technology received takeover offers at premium prices.

While Canadian opportunities are relatively limited, we are finding
reasonable investment opportunities in the U.S. market. The S&P
500 has remained flat while earnings projections continue to rise,
indicating that the market is offering greater value. Given the
uncertainties of the current economic condition (i.e. how much
more can consumers spend?), a pullback in the market would
afford us the opportunity to purchase some high-quality companies
at good valuations. Within the Canadian market, our contrarian
inclinations are directing us to take a hard look at some of the
high-quality income trusts that have fallen in price.

Contrary to conventional wisdom, as investors we look forward
to stock market volatility because it creates excellent buying
opportunities.

TETREM'S U.S. EQUITY MANDATES

Last Year 5 year
Quarter to Date (annualized)

Tetrem US Equity Value 5.10% 10.55% 13.79%
Tetrem US Equity Value Plus 8.65% 16.15% 15.11%
S&P 500 3.60% 2.77% -1.49%
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TETREM PERSPECTIVES - “Too Much Gas in Our Tank"”

As | sit down to write this issue of Tetrem Perspectives, energy
stocks are being dragged out behind the barn and shot. It appears
that a fickle stock market has decided that energy stocks, which
have led all year, have gone up too far, too fast and a little
retribution is in order. In the last issue of Perspectives, | mentioned
that | was going to write a series of essays on our investment
philosophy and that this particular letter would be focused on the
idea of mean reversion. | will come back to this but, given the
latest market action, | can't resist the opportunity to review our
stance on energy stocks.

face of tight supply and continuing strong demand, oil futures
have begun to reflect a market belief in the persistence of high
oil prices for a longer time. This has triggered a rally in the share
prices of oil companies as they represent oil in the ground, the
ultimate play on future oil prices. The value of their future
production has effectively been revalued upward by the market.

As investors in the shares of energy companies, we love it, as the
upward revaluation fits right into our investment strategy. We
believe that energy prices are in a period of secular strength - a
long-term trend that, while there may be some cyclical variation,
will continue to be positive. However, as the price of oil moved
through $60 earlier this summer, signs of demand destruction —
a cyclical phenomenon — began to appear.

First, a bit of context on the energy markets.

Back in the late 1990s, investors generally saw energy companies
as "bad investments”. Share prices were suffering from the
perception that the world was awash in oil; investors, infatuated
as they were with technology, media and telecom (TMT) companies,
saw the energy companies as dinosaurs. Energy stocks did not
get a bad rap overnight though; it took nearly 20 years for the
perception to develop.

Demand for oil has increased in 2005, but at a much slower rate
than in previous years. There is evidence of gasoline demand
destruction in the U.S. and in China, the two most important
energy-consuming nations. The U.S. is the biggest user of oil,
while China has had the fastest growth in consumption. Higher
prices are starting to affect behavior. People are starting to opt
for Smart cars over SUVs and to believe that maybe six-litre Hemi
engines aren't a life necessity. We are likely to have very high
natural gas prices this winter, especially if it's a cold one. When
those heating bills hit the consumer, lots of discretionary spending
is going to suffer. People have to heat their homes, but they will
conserve wherever possible, including driving less. These are just
some of the ways that higher prices will stymie demand. Prices
are set at the margin, and a small decline in demand may cause
the price of oil to rapidly drop.

Beginning in the 1970s, investors became overly exuberant about
the prospects for oil and too much capital was put into the industry.
This had the unintended consequence of gradually creating a
situation of excess supply of oil, and an oil bubble. As the bubble
formed, oil shares did well in the market, peaking in 1981, when
energy's weight within the S&P 500 hit a high of more than 30%.

That situation gradually corrected itself over the next 20 years.
No more oil refineries were built in North America during this
period and many old ones were closed. Gas stations were torn
down and replaced by strip malls with a Starbucks. Old oil wells
went into decline and new ones were becoming increasingly rare.
Possibly of greatest importance, OPEC countries reduced
investment in their own energy infrastructures. Oil shares finally
bottomed as a percentage of the S&P 500 at 5% in 1999 (very
near to the top of the technology bubble).

So how does this work in the context of our investment mandates?

Our Canadian Equity Value Plus mandate has the longest statistical
history of all of the mandates that we manage and is, therefore,
a good proxy by which to illustrate our history with energy stocks.
We had been underweight in energy stocks relative to the S&P/TSX
Composite throughout the history of this mandate, up until the
first quarter of 1998. Since then, however, we have had substantial
exposure to energy companies in all of the portfolios we manage,
as we consider them very cheap on normalized asset values.

Nonetheless, despite the disdain for energy stocks, demand for
energy kept growing. And what has really surprised the market
since 2000 is both the persistence and the duration of demand
growth.
(As is often the case, we were a bit early. The S&P/TSX Energy

index hit bottom about one year later, in February of 1999. This

didn't make us all that popular with our clients at the time. But

we felt that investing in out-of-favor energy companies at trough

valuations just made more sense than buying tech darlings at

As many of us learned in Economics 101, as demand increases, so
do prices. But, as prices rise, the higher prices dampen demand,
so that supply and demand move into equilibrium. Unusually,
until mid-2005, demand did not weaken in response to higher
prices - a phenomenon known as inelastic demand. In fact, in the
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TETREM PERSPECTIVES ...continued

previously unheard-of multiples. True, we felt some doubt as the
Nortel party got going - but we felt vindicated once the lights
went out.)

We liked the energy companies for many reasons. First off, it
didn't seem that oil was going to become obsolete as a source of
energy any time soon. In hindsight, we now know that the price
of a barrel of oil (West Texas Intermediate) bottomed at $10.65
in December of 1998 - a price level that made oil a very inexpensive
source of energy.

We knew at the time that the forces of mean reversion were set
to make our energy investment pay off - we just didn't know how
long it would take. Market perceptions of commodity businesses
often swing between exuberance and desperation. During times
of desperation, assets can be purchased cheaply and one only
needs to wait for valuations to mean revert in order to make a
profit. While simple in theory, it is difficult to pull off in practice.
There is always the risk of getting stuck in a value trap, when
cheap stocks just keep getting cheaper. But because we believed
that the secular, or long-term, outlook for the energy industry is
positive, we were confident that the forces of mean reversion
would eventually lift our investments in the energy sector to at
least average valuation levels.

As the illustration below shows, energy stocks have led the market
thus far in the twenty-first century. Thanks to our careful investing,
we have been well positioned to benefit from this move. However,
while the stocks still offer decent value, they are susceptible to
serious declines if the price of oil drops. Further,
because of the great performance of energy stocks,
they have become a much larger part of the port-
folios that we manage. We have, therefore, been
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reducing exposure. Just like it seemed to make $60
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were cheap and out of favor, today it makes sense $50
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in place. A correction that is created by shortfalls in demand
would be relatively short lived. The demand destruction would
cause the price of oil to drop, thereby setting into motion the
process by which previously lost demand would gradually return.
However, the supply constraints will still be there and, until they
are seriously addressed, the opportunity for oil investing will
remain in place. This will require investment in new projects such
as we saw in the 1970s and through the 1980s (instead of energy
companies hoarding their cash as they are now) or the discovery
of an economically viable alternative energy source. Most likely,
it will be a combination of the two but, in either case, we are years
away from a real solution to the constraints on oil supply. (The
Tetrem market commentary from October 2004 discusses the
secular thesis of high oil prices in greater detail and is available
at www.tetrem.com.)

Some market pundits have referred to the current rally in the
price of oil and oil stocks as a “bubble"”. It's not a bubble. So far,
the upward move in the price of oil and the out-performance of
oil stocks have been rational responses to rising demand in the
face of tight supply. There is a reasonably good chance that the
cycle will end in a bubble as it did in the early 1980s. If so, we
only hope that we capture some of the further upside that remains
in energy stocks.

Daniel Bubis, CFA
President & Chief Investment Officer

ENERGY HAS LED THE MARKET
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ABOUT TETREM

Tetrem Capital Partners is an employee-owned investment
management firm, headquartered in Winnipeg, Manitoba, Canada.
Launched by Daniel Bubis, formerly the Chief Investment Officer
of Assante Asset Management, Tetrem manages portfolios for
institutional and private clients, with the investment management
philosophy, discipline and expertise that have gained the confidence
of thousands of clients throughout Canada for more than 10 years.

We have assembled a team of investment talent, including Sam
Pellettieri, formerly the Director of Quantitative Research at
Assante and currently Principal and Portfolio Manager with Tetrem.
This team ensures the continuity of the investment philosophy
and disciplined process, which has resulted in impressive track
records both in Canadian and U.S. equities.

With more than Cdn $1.9 billion of assets under management,
Tetrem manages Canadian and U.S. equity mandates in Canada
and abroad. Most notably, Tetrem manages, as sub-advisor, the
Assante/United Canadian Equity Value Pool, for which Daniel
Bubis has been the portfolio manager since its inception in 1993.

TETREM'S CANADIAN EQUITY MANDATES

_ Annualized Returns to Sept. 30, 2005 Calendar Year Returns

OUR PRODUCTS AND SERVICES

Our investment mandates are primarily focused on Canadian and
U.S. equities, rooted in our long-standing contrarian value style,
and tailored to the specific and unique needs of institutional and
high-net-worth clients. For our private clients, we provide a fixed
income strategy as part of their overall asset allocation. We offer
both separately managed accounts and pooled funds.

We are contrarian value investors. Our primary focus is seeking
out and investing in undervalued companies. For each of our
investment mandates, we utilize quantitative and fundamental
analysis in our rigorous stock-selection process.

For more information about Tetrem Capital Partners please visit
our website, www.tetrem.com, or call and ask to speak with us
about our investment services.

204.975.2865 or toll free 1.866.975.2865

1year 3year | 5year | 10 year 2004 | 2003 2002 2001 2000
Tetrem CDN Equity Value 34.42% 24.83% 2112% N/A 15.05% 25.48% 12.07% 18.02% 32.83%
Tetrem CDN Equity Value Plus  37.16% 2517% 20.69% 18.10% 14.88% 25.00% 8.15%  14.77% 31.20%
S&P / TSX 29.34%  23.47% 2.96% M17% 14.48% 26.72% -12.44% -12.57% 7.41%

TETREM'S U.S. EQUITY MANDATES

_ Annualized Returns to Sept. 30, 2005 Calendar Year Returns

1 year 3 year | 5 year 7 year 2004 2003 2002 2001 2000
Tetrem US Equity Value 22.08% 19.82% 13.79% 17.32% 15.92% 2317% -1.94% 0.99% 38.53%
Tetrem US Equity Value Plus 27.25%  22.72% 15.11% 15.75% 14.76% 30.51% -241% 3.97% 29.74%
S&P 500 12.25% @ 16.72% @ -1.49% 431% | 10.88% 28.68% -22.10% -11.89%  -9.10%
Canadian Equity Value figures as of Sept. 30, 2005. Performance based on an audited equity only (excluding cash) composite of all segregated accounts until December 31, 2003. From January 1, 2004 to Sept. 30, 2005 performance is based on the unaudited Tetrem

Canadian Equity Value composite. The calculation of performance returns excludes expenses and is based on a monthly valuation using the modified-dietz methodology.

Canadian Equity Value Plus figures as of Sept. 30, 2005. Return calculated from audited NAV. Performance returns calculated include the operating expenses, but exclude management fees.U.S. Equity Value figures as of Sept. 30, 2005. Performance based on an audited
equity only (excluding cash) composite of all segregated accounts until December 31, 2003. From January 1, 2004 to Sept. 30, 2005 performance is based on the unaudited Tetrem U.S. Equity Value composite. The calculation of performance returns excludes expenses

and is based on a monthly valuation using the modified-dietz methodology.

U.S. Equity Value Plus figures as of Sept. 30, 2005. Return calculated from audited weekly NAV. Performance returns calculated include the operating expenses, but exclude management fees.
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