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Client Letter for Month Ending 30 September 2010 
Until now we have explicitly stated our goal is to more or less keep up with rising markets and not to 
lose money in falling markets - and hence - over time - outperform global equities markets.  We met 
that goal this month producing 7.9% in the US dollar account.  This was about a percent behind the 
global market but, given that we are nowhere near 100 percent long, more-or-less keeping up with a 
sharply rising equity market was an adequate result.  Indeed we are quite happy with it even though 
our trading execution was poor and our currency choices abysmal.  
 
There were several sources of performance - but most notably multiple Chinese stocks which we 
think have suspect business models or accounts, and a long position in Alinta Energy - a failed 
Babcock and Brown infrastructure company (it was formerly known as Babcock and Brown Power).  
Alinta did a restructuring deal in the month adding about a percentage point to our performance.  
 
We did not make any money measured in Australian dollars (yet again) because the Australian dollar 
has been inordinately strong - more than offsetting quite strong global equity markets.  We are 
skeptical of the China/metals/Australian dollar driver of global markets (and skeptical about 
Australia and the local bubble generally) and so - personally - we have had most of our own wealth 
offshore.  To wit - we have managed to work very hard (performing fairly well I might add) to 
essentially run sideways measured in the local currency.  The right trade for the past year has been 
Australian high-beta - the trade everyone in our town is on - and frankly - we don't believe it.  
(Fortunately we have not been short it even though we think it will end in floods of tears.)   
 
Lots of big-name fund managers are bemoaning how difficult this market is - correlation being 
inordinately high and hence offering little return for stock picking.  We have noticed the same thing - 
our perpetual Spanish bank short, in particular, is highly market correlated and in extreme up (or 
down days) most other things are correlated as well.   We have made some adjustments in response. 
 
Our origin is as a long equity fund that shorts on the side (as per Platinum Asset Management where 
John used to work).  A fair bit of the portfolio still looks like that and the way to assess that would be 
against global equity markets.  However over the past six months our portfolio has moved 
substantially from that stance.  About 30 percent of the portfolio is devoted to shorting a diverse 
range of fads, frauds and failures taking a peculiar interest in the low-life that inhabit the world of 
well-promoted small caps.  This will perform spectacularly well in a down market - but seems to 
make small amounts of cash most of the time.  We think done on a small scale it is a reasonable way 
to add what most hedge-fund managers call alpha and we call profit.  It is so poorly correlated to the 
market that alpha (a term of art in portfolio theory) seems inappropriate - however it is volatile and 
we must limit the size of the portfolio.  The size of this portfolio is limited by the amount of 
diversification we can achieve.  If we diversify by jurisdiction and stock so that all positions are very 
small the aggregate position can be larger.  We short for small but regular profit and not as a hedge 
of our long position.  Hopefully our shorts will deliver considerable cash in a down market. But 
meanwhile they are continuing to generate some cash which we are putting to work in big-cap longs 
and in arbitrages. 
 
We are also diverting considerable attention to risk-arbitrages within our circle of competence (and 
they have rapidly become a mid-teens percentage of the portfolio having been at zero for most of 
the last six months).  For instance the Alinta deal above promises a 10c payout to current Alinta 
shareholders with some residual value after that dividend.  The residual value is small - but we think 
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it is larger than the company is suggesting.  We can buy this package at 8.7c - and we are very 
familiar with the company.  We have taken a much longer position since the deal was announced.  
We think the deal will close and there is a chance of further upside.  We are also playing another ex-
Babcock arbitrage - going long Prime Infrastructure (ASX: PIH) and short Brookfield Infrastructure 
Partners (NYSE: BIP). This deal should also close, and returns should be attractive - but they will be 
uncorrelated with equity markets generally. 
 
Bluntly, however, our current portfolio is so far from the index that we think global equities are a 
poor way to measure us month-to-month.  Our longs are low-beta large caps (e.g. Vodaphone, 
Google, Total) and our shorts include a diverse range of non-offsetting nonsense securities 
promoted by scumbags and managed by flim-flam artists.  And we have become an arb-fund on the 
side.  So we are no longer going to report ourselves against global equity markets1.  [A secondary 
consideration is that the owners of the global equity indices want to charge us about $10 thousand 
per year for the privilege of using their index.]    We haven't performed brilliantly by the new criteria 
this year either - but the last month was very good - and - as stated - we are quite happy with the 
result.  Moreover we are very happy with the way the portfolio is currently placed - and we think it 
will generate more than adequate returns over the medium term - and it should do so with only 
modest levels of risk.  We are not sure at all how those returns will compare to an index. 
 
That said - as the portfolio is about 67 percent net long (net of arbitrages) we will still tend to 
outperform falling markets and underperform rising markets – it’s just that this tendency is much 
less strong a driver than it was say a year ago.   
 
We have started the new month well - but we started the last month very well and it soured a little 
at the end - so we take little comfort in that. 
 
Thank you for placing your trust in us. 
 
 
 
John 
Simon 
 
 

Portfolio Management 
 

 Long% Short% Net Long% 

USA Reference 
Account 

119.4 45.2 74.2 

Australian Reference 
Account 

120.2 49.3 70.9 

 
 
 
                                                             
1
 At the end of September 2010 our cumulative outperformance against the index since inception (June 2009) 

was 8.4% for the USA reference account and 12.1% for the Australian Reference Account (after allowing for all 
actual and accrued fees)  



 

 

Bronte Capital Management Pty Ltd (AFS License: 334325) 
Suite 2101B Tower 1, 520 Oxford Street, Bondi Junction, Australia.  Phone: +61 2 9389 3293 • Email: 

simon@brontecapital.com  

 

Performance Data 2 
 

 
 
                                                             
2 All performance data is adjusted to allow for an accrual of the annual performance fee.   

USA Australia

Bronte Managed Acc. 7.93% -0.29%
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