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Q: What is your investment philoso-
phy?  
A: The main thing that we are trying to pro-

vide for investors is a gold-related asset 

portfolio by predominately looking for un-

hedged gold producers that are success-

ful in growing and replacing reserves. We 

are also managing political country risk 

because gold operations are not always in 

the most hospitable places in the world, 

so we are trying to provide maximum gold 

exposure with balanced political risk. We 

want to give investors exposure to rising 

gold prices in a rising gold price environ-

ment while managing the risks that are as-

sociated with gold and gold mining.  

Q: Do you go beyond gold?  
A: There are a number of precious met-

als funds that invest broadly in diversi-

fied miners or maintain high exposure to 

platinum group metals, whereas we think 

of ourselves as a gold fund. We are going 

to have more correlation as to how gold 

is performing and what the sentiment is 

towards gold than we are if there is a big 

move in other metal stocks.   

Gold is our main focus and we come at it 

from the monetary perspective. Our belief 

is that gold is money and it has a 5,000-

year history of being the ultimate form of 

money, whereas, the history of all paper 

currencies is that they have ultimately be-

Through its 5,000-year history of being money gold hasn’t lost its purchasing power. That is 
why the OCM Gold Fund is predominately looking for un-hedged gold producers in order to give 
its investors exposure to rising gold prices in a rising gold price environment. Using an active 
tiered approach, the fund manager Gregory M. Orrell is looking for companies that are growing 
production and making discoveries in order to be able to replace reserves.  
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come worthless, so that’s the hedge as-

pect that we are trying to provide. Right 

now we are about 90% invested in gold 

and about 6% – 7% in silver. When com-

panies change focus away from gold, typi-

cally junior exploration and development 

companies, we tend to sell the holding and 

reposition in a gold/silver related asset. 

Q: How do you translate your philoso-
phy into an investment strategy?  
A: The reason that you have gold in a port-

folio is that it is going to counteract finan-

cial assets depreciating or going down so 

when you have periods of economic eupho-

ria, the value of financial assets balloons 

up and the gold price tends to decline.  You 

could say gold is the reciprocal of financial 

assets.

For example, the Dow Jones - gold ratio is 

the Dow Jones divided by the gold price. 

This is one of the main tools we employ to 

determine where valuations are in terms of 

gold versus financial assets. At the top of 

the financial asset cycle between the years 

2000 and 2001 it took over 40 ounces to 

buy one unit of the Dow Jones. Following 

previous peaks in ‘66 and ‘29, the ratio ul-

timately bottomed at one ounce to buy one 

unit of the Dow Jones. The last time was 

in 1980 when gold and the Dow crossed 

at 800.  The average over the last 100 

years is about 10 ounces to buy one unit 

“We believe that money 
moves through the 
various sectors of the gold 
industry at different times. 
While going through a 
bull market cycle in gold 
we are looking to capture 
participation in all the 
sectors.”



of the Dow Jones but it’s spent about half 

the time around 5. Currently the ratio sits 

at 18.75. So, today financial assets are 

still overvalued versus gold in our opinion 

which means gold will continue to outper-

form financial assets as it has for the past 

five years until this ratio has reverted back 

toward the mean and below. 

Q: How would you describe your ap-
proach to money management?  
A: We are buying companies and adjust-

ing the portfolio depending on where we 

believe we are in the cycle. We have an 

active tiered approach to the gold industry 

with the bulk of the portfolio invested in 

major producers which are the larger-cap 

companies in the industry that produce 

over one million ounces annually. These 

companies currently comprise about 35% 

of the portfolio.

We believe that money moves through the 

sectors at different times. While going 

through a bull market cycle in gold we are 

looking to capture participation in all the 

sectors. We have a progressively smaller 

position and percentage of the intermedi-

ate producers which are companies that 

are producing less than a million ounces. 

Then we have positions in junior producers 

which are producing a couple of hundreds 

thousand ounces or less a year and then, 

finally, we are into the exploration and de-

velopment companies, where there is tre-

mendous risk and reward. 

Q: What kind of companies are you 
looking for?  
A: We are looking for companies that are 

growing production and we are also looking 

for companies that are making discoveries 

because the gold industry is having a diffi-

cult time replacing reserves. Whereas they 

do mining and it is a depleting business by 

nature, gold miners are chewing up a lot 

of their reserves and in some cases might 

not necessarily be replacing or growing 

their reserve base but we can go out and 

find companies in our portfolio that are. 

For example, whereas Newmont Mining 

will have leverage on an earnings basis 

to higher gold prices, the companies that 

are making discoveries are creating share-

holder value. So there is a big lift in a com-

pany’s share price when they make that 

discovery or develop a deposit further.  

We are trying to capture for the individual 

investor something they can’t do by just 

buying one or two stocks and wanting to 

have exposure into the gold sector. For 

example, Newmont Mining was down 15% 

last year and our fund was up 36%. So if 

you owned just one stock and you found 

that gold is up and Newmont is down, you 

would ask yourself how come you are not 

participating. But companies will have indi-

vidual issues, such as rising costs or other 

issues such as not replacing reserves. 

There is a lot that goes into this mining 

industry that takes time and experience to 

understand. And management plays a key 

part of any company in any industry and 

this is especially true in the mining busi-

ness.  

At this stage of the cycle in gold, the 

market is looking for companies that are 

growing reserves, growing production or 

making discoveries consequently those 

sectors are the ones that are performing, 

so we are seeing rotation out of the larger-

cap names and into the smaller names 

and our fund is designed to participate in 

that rotation. We are trying to provide our 

shareholders wider participation in the in-

dustry, rather than just all-large cap major 

producer names.  

Q: How is your research process orga-
nized? 

A: When we see an idea, we first go out 

and talk to our contacts within the indus-

try. Then we’ll talk with the management of 

every company. If necessary, we’ll go and 

see the property and we’ll make a value 

decision on what we believe the assets 

are worth. At that point we’ll make a de-

cision to buy the security. The process is 

very similar for both producing companies 

and exploration companies.  

Q: What screening methods do you 
use?  
A: We have a database of most compa-

nies that are in the industry and we have 

a value screen of where their ounces of re-

serves are trading and what their produc-

tion ounces are trading at on a per market 

cap basis. From a producing standpoint, 

we’ll look at the life and the quality of 

the reserves and we match those up with 

where they are trading at on a per market 

cap ounce of reserves.  

If it’s not in production, then we look at 

what they are trading at on a per market 

cap of reserves for resources and what 

the expansion potential is. We try to esti-

mate if the cost needed to put that mine 

into production meets our value screen 

and then we’ll make a decision to pursue 

from there.  

Q: Do you invest in global companies?
A: Yes, we do. The Canadians have a long 

history in the resource business along with 

the Australians so you’ll see predominate-

ly more Canadian companies in our portfo-

lio. Those are the most active companies 

as one of the biggest resource markets is 

up out of Canada, especially in terms of 

financing companies. 

For example, MAG Silver was a company 

that was exploring a property down in 

Mexico. We spoke with the management 

and we saw the property. They have a joint 

venture with a Mexican company called 

Peñoles in Mexico which is a big silver pro-

ducer. We liked the geology and believed 

this could be a significant discovery that 

looked right. It’s turned out that way and 
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over the last year the stock has been a 

700% mover for us but we only put 30 ba-

sis points into the position because of the 

risk profile. If it were to go down and go in 

half, it’s really not going to show up on the 

radar screen. But if it worked, you’d have 

a little percentage bump in performance. 

And we are trying to find those assets that 

have the added performance of creating 

shareholder value and turn these compa-

nies into a real asset.  

Q: How many stocks do you have in the 
portfolio? 
A: The construction of the portfolio is 

based on our tiered approach of not trying 

to be overweighted in any one sector of 

the industry but from time to time, depend-

ing on where we think the values are we 

will underweight or overweight a particular 

segment. 

Currently we have about 80 positions in 

the portfolio and this is standard for us. 

We’ll typically go between 25% and 40% in 

the large-cap names. 

Then we go down to the intermediates 

and we are always battling mergers too. 

We still have significant concentration in 

one company, our largest holding, which 

is Goldcorp (GG), and that has to do with 

the merger of Glamis Gold (GLG) and Gold-

corp. last year. We typically like to be in the 

35% range for the majors and then work 

our way down to intermediates as a pro-

gressively smaller position in each group. 

Intermediates right now are about 25% 

whereas junior producers are about 11% 

or 12% and it is the same with exploration 

development companies. 

We also have a little bit in the bullion ETFs. 

Sometimes the bullion can outperform the 

stocks so we have a little holding there of 

a little under 5%. 

Q: Do you measure against any par-
ticular benchmark?
A: We have historically measured our-

selves against the Philadelphia Gold & Sil-

ver Index (XAU) which is more of a large-cap 

weighted index. Some of the companies 

that are in that index are hedged produc-

ers and we tend to have predominately un-

hedged producers in our portfolio because 

we’re still looking to get as much upside 

exposure to gold prices as possible. We 

shy away from having the large hedged 

producers in the portfolio so they tend to 

be a very small percentage.  

Q: What kinds of risks do you monitor 
and how do you control them?
A: We deal with the risks that are inher-

ent of the sector and we are trying to limit 

the downside as much as possible while 

participating on the upside. For example, 

if we are in an overvalued stage where we 

believe gold shares are overvalued versus 

bullion, we can take a more conservative 

approach by either being more active and 

having a larger cash position or having 

more exposure in terms of bullion versus 

the stocks which tend to go down faster 

than the bullion does.  

We also have to constantly be aware of 

whether or not the individual companies 

in our portfolio are continuing to replace 

the reserves they are mining and if not, 

we are going to re-rate that security. Ad-

ditionally, there are environmental risks 

that need to be monitored for each com-

pany along with the geologic risk ore bod-

ies fail to contain the level or quality of 

reserves outlined by drilling.

In the mining industry there is a high level 

of political risk that must be taken into 

consideration with operations located in 

every corner of the world. A number of 

countries with resources tend to have 

changing political regimes that make it 

difficult to gauge if a country is in a state 

of wanting mining for the economic ben-

efits and foreign exchange or despising 

mining depleting the country’s national 

asset with not enough social benefit.  So 

the kinds of risks that we have to manage 

are basically reserve replacement, coun-

try risk, company specific issues and the 

sector risk.  
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