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Separately Managed Account Client Letter for November 2012

November was another good month in both absolute and relative terms.  The USA reference
account gained 4.3% net of all fees, some 3% above global indices, and 4% ahead of broad
based USA indices. The account is up 16% for the year to date.

But we have not done very much right now for about eight months – despite being ahead of
the markets .

It feels like everything we expend huge amounts of intellectual effort on we get wrong.

And yet we are putting up decent numbers.

It is the middle of December by the time we got around to writing this letter and so far this
month the trend has continued. Everything we do is turning out wrong – but we are still
putting out good numbers. We know it is more important to make money than to be right.
But we look forward to the day we do both.

The adequate results come from our core portfolio positioning – decisions embedded into
our thinking and risk management. Most of the intellectual effort has been towards tweaks
on the side – Focus Media options, China Kanghui shorts – and none of it has worked. Over
this year the “tweaks” - the speculations in the portfolio – many of which would pay 20
times their money if they worked – have all failed. Every one of them. The total cost to you
(dear clients) has been about seven percent of your money.

Last year several of these tweaks worked and our performance (more than thirty points
better than market) was the result.

We hope one day to again get it right.

We continue to be long large caps (with a bit of an emphasis on telcos, technology and asset
managers) and short the wildest collection of dross imaginable - but in very small and very
diversified positions.

We have added one big-cap short – and in this case we are short the debt. The position is
large (about twenty percent of the portfolio) but the debt is trading at approximately par
and we are limited in the amounts we can lose.

At the end of last year we were really confident as to how this year would work out. We had
lined up about a dozen major Chinese frauds and we planned to short them over the audit
date. Moreover we planned on buying short-dated put options on each one – and we could
see a path to almost triple digit annual returns.
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In our end-December letter last year we said we were really confident.

Our first lay-down obvious fraud with a reasonable cap and an audit statement came in
January. We loaded up with puts, wrote letters we thought amounted to proof, sent them
to the auditor and waited. The company received backing from the Chinese establishment
and the auditor signed. We lost about four percent of your money.

Later we worked out the problem. The fraudster behind the above-mentioned stock was the
child of a member of the Central Committee. I t was Bronte Capital (consisting of a couple
of guys with computers) versus the Chinese establishment. Unsurprisingly we lost.

On top of that we got whip-sawed on high-short interest North American stocks and put up
the only bad month Bronte has ever had. We were down 6 percent, and more than 10%
down relative to the market.

We largely retreated to our basic portfolio – a little more diversified in the source of stocks
we short. And it has mostly worked. We have recovered all that negative alpha, and then
some: we are ahead of the index.

This should be the cause for some celebration – but we will save that until we do something
really smart.

Thanks again

John and Simon

Performance Data 1

Portfolio Management
Long% Short% Net Long%

USA Reference Account 134.79% -54.68% 80.11%
Australian Reference Account 135.02% -62.97% 72.05%

Reference Account Monthly Performance

1 All performance data is adjusted to allow for an accrual of the annual performance fee.   All dividends
received and earnings are retained and reinvested in the account.  The volatility of the account may differ
materially from comparable indices.  The comparison index used by the advisor increased by 1.28% in USD and
0.76% in AUD during the month and since inception of the account has increased by 41.57% in USD and 9.25%
in AUD terms.  Past results are not indicative of future returns.
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USA Australia
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Australia
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