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Client Letter for Month Ending 31 October  2009 
 
It was the first less-than-stellar month in the (short) history of Bronte.  Our performance numbers 
look only modestly bad (just over 4 percent loss1 for both the US and Australian denominated 
accounts).  These were better than our benchmark (MSCI) for the Australian accounts and worse for 
the USD accounts.   
 
We are more unhappy with these results than would be typical for a fund manager who just showed 
a -4 percent month after a 30-40 percent positive quarter. 
 
In particular the relatively modest declines disguise more intra-month volatility than we would have 
anticipated on what were relatively modest market movements.  We were up and then down.   This 
was a particular problem for a client who expanded their account mid-month and hence enjoyed the 
up on a small amount of funds and the down on a large amount.  
 
Also we also got our currency hedging positions modestly wrong (explaining why the AUD accounts 
were worse than benchmark and the USD accounts were better than benchmark).   
 
Moreover we had two positions go sharply wrong. 
 
The first was a short position on an oil-and-gas company whose claims we are highly skeptical of.  
We were forced to cover most of our short as the stock went against us.  We have said before that 
we are not wedded to any short position.  Moreover as short positions get bigger (and hence more 
dangerous) as they go against you we simply must react to protect the funds.   We did so – but – 
unfortunately it appears we covered pretty near the top, essentially maximizing our loss.   
 
That said – we have done considerable research on the said company and remain convinced as to 
our thesis.  We retain a small position which we will be willing to expand at some stage in the future. 
 
The second position that went against us is our well-publicized long position in the preference shares 
of Fannie Mae and Freddie Mac.  Their price has crashed for a few reasons and we have given back 
most of the gains.  We are comfortable with this position – it is now small and we think that 
ultimately these shares will have an enormous return.   If our short positions deliver the cash we 
hope we may increase our weighting in these preferred securities. 
 
There are two reasons that we think the preferred stock has traded weakly:  
 

1. lobbying in Washington is (mostly) directed at a fast wind down of Fannie and Freddie.  If 
there is a fast wind down our position is probably worthless.  We require a slow wind down 
– but we think we will get that because any other policy risks derailing the housing recovery.   

 
2. several banks have been confiscated by the FDIC including one which failed because of a 

large exposure to Fannie and Freddie preferred shares.  When a bank is confiscated the first 
thing that happens is that its investment securities are sold.  One bank in particular carried 

                                                             
1 After reducing the accrual for performance fees. 
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half a billion dollars face value in preferred stock – an amount far more than the limited 
number of buyers in the market can reasonably absorb. 
 

Also, whilst Bank of America has not moved very sharply against us, talk in Washington about 
breaking up big banks has not helped the portfolio.   Also Oil Search – a company in which we hold a 
large position – announced an unexpected equity offering diluting the value of your holding. 
 
We had a few wins – including one big win (now being trimmed) in the subordinated debt of 
Maguire Property Group.  We had lots of small wins on shorts which also offset our losses.  Still we 
are disappointed as to the performance of some of our shorts. 
 
We have consistently generally sold higher volatility positions and purchased lower volatility 
positions as the market appreciated.  That served us well – but – it seems this month we had not 
done enough of it. 
 

Idea generation 
 
For the past two months we have complained about a lack of new money-making ideas.   This idea-
drought appears to be breaking – and we have introduced a few new positions to the portfolio.  
Some are small-cap fraud stocks (which we will not name) but which have thus far being quite 
profitable (as shorts).  We have one new long in a near-bankrupt company which we think will 
survive.  If we expand that we will almost certainly have to reduce some other higher-risk long 
positions. 
 
We wish to keep our new ideas private. 
 

Returns 
The US reference account returned -4.1 percent and the Australian account -4.75 percent over the 
past month.  However, when currency is considered, the Australian account significantly 
outperformed the USA account in a relative sense as, despite an end of month fall, the Australian 
dollar appreciated by 4.1% across October. 
 
In all cases these returns are after base and performance fees2.   

Portfolio Management 
During the month we were able to significantly reduce our net long position when the merger 
between Pfizer and Wyeth was successfully completed.  We also undertook some trimming of 
successful positions but, as the market has shown, did not do as much as we should have.  At the 
end of the month our positioning is: 
 

 Long Short Net Long 

USA Reference 
Account 

106.1% 26.3% 79.8% 

Australian Reference 
Account 

100.1% 26.1% 74.0% 

                                                             
2
 As returns were negative for the month the overall accrual for performance fees was reduced.  This acted to 

offset, to a limited extent, the negative performance. 
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Performance data3 
 

Monthly return 
 

 

                                                             
3 All performance data is adjusted to allow for an accrual of the annual performance fee  
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Since inception 
 

 
 

 


