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Separately Managed Account Client Letter for April 2013 

It's a bull market, stupid 
 
Our results this month are good for a long /short fund, and good results are continuing. 
[They are also much better than for our managed funds due to their much higher loading of 
“legacy” Fannie Mae and Freddie Mac preferred shares].  However at least for the long side 
of our book not much credit is due. It's a rising market. Any fool can make money in this 
market and many fools have.  
 
We don't have a single disaster on the long side of our book and we have not had one for 
some time.  We think we are good - even very good - but we are not that good. We should 
have the odd failure-stuff-up or just plain piece of idiocy showing us sharply negative 
returns.  At least somewhere in our portfolio.  We are sure there are some plain dumb longs 
in our portfolio, you just haven't been punished for them yet. 
 
Possibly our best long (way too small in retrospect) is Virtus Investment Partners 
(NASDAQ:VRTS). As we write this it is trading at just shy of $225. We purchased it just over 
$50. Credit where credit is due though.  We borrowed/stole the idea from Gator Capital 
Management - a Florida based firm run by a smart kid who is sometimes right. [We call him 
a kid only because he is so much younger than us. His returns seem to indicate that he is 
right better than sometimes.]  
 
Generally we are not shy about stealing long ideas from whatever good source we can find. 
But as per usual we did some work to verify the value in the position. Plagiarism, like a rising 
market, sometimes appears to be genius: whatever, it was plenty profitable. 

Short selling in this bull market 
 
Still by intellect, temperament and energy expended we are short sellers and bull markets 
have been known to leave short-sellers so ground up they look like some hapless Chinese 
protester after the tanks have run them over thirty times.  Blood, and mush. Not 
recognizably human. 
 
Genius in this case is dodging the bullets and not being around for the tanks when they want 
to grind away the evidence. 
 
And mostly we have succeeded at that. We have, despite this bull market, a large number of 
shorts on which we are showing profits. Almost none of those positions are USA listed 
shorts with a high short interest. There is plenty of plagiarism in the short-selling community 
and in this case plagiarism is almost never profitable. High short-interest stocks have gone 
up, up further, doubled and then continued to roll over the still-warm bodies of anyone 
foolish enough to follow the short-selling crowds. 
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Because we do a lot of original research we have ducked most of the bullets. We have 
shorts in many jurisdictions and many with no identifiable interest from short-sellers.  
 
But we have not ducked all the bullets. So let’s tell you about one.  

Our little Uni-Pixel disaster 
 
Uni-pixel (UNXL:NASDAQ) is a Woodlands Texas based company that claims to have a 
cheaper method of making touch-screens (like on an iPad) where the conductor is copper 
printed onto flexible laminate.  Most touch-screens are made by sandwiching indium tin 
oxide between layers of glass. Indium Tin Oxide is a transparent conductor. Using multiple 
layers of glass it’s possible to make multi-touch screens (touch-screens that can process 
more than one touch, and hence gestures - as per many Apple devices). 
 
A cheaper way of making touch-screens would be an important and potentially profitable 
invention. Alas we are far-from-sure that Uni-pixel has made such an invention. 
 
When we first found the stock it was about $12 a share, for a little over $100 million market 
cap and some other short-sellers had found it. The borrow cost was 4 percent indicating 
that other short-sellers were interested. 
 
We did not know whether the invention was real or not (and we still do not know), however 
the company had many “red-flags”. For instance cumulative R&D was low. Sometimes 
break-throughs are made without much R&D but it is rare. 
 
Also the accounts indicated that the company had not purchased any computer equipment 
for years. Again it is possible that computers were not necessary for this technology. The 
Gettysburg Address was written on the back of an envelope. 
 
There were a few people who had similar names to people who had previously been 
involved in scams. We did not check that these were the same people (and it is often very 
hard to check and we have been caught on similar names before). The chief scientist had a 
similar name to someone who was a geocentrist. [Yes: there really are people who still think 
the Earth is the center of the universe and that Galileo was wrong.1]  
 
Again none of this is conclusive. But you rarely get conclusive proof in the market. Our 
approach is to take very small positions (in this case about 40bps) and find dozens of 
companies with similarly alarming red-flags. We can be wrong sometimes (and we may still 
be wrong about Uni-pixel). However over time the results are satisfactory. 
 
But they were not satisfactory in this case. 
 
One of the best fund managers we know presented Uni-pixel as a short at a presentation in 
New York. The short got continuously more crowded. 

1 For someone who names their funds after Galileo's moons this is particularly galling. 
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And more crowded. Soon the stock was up almost 400 percent and the borrow cost had 
gone from 4 percent to 100 percent. This was a situation where the short became so 
crowded that we could not win even if we were right. 
 
Eventually the shares were recalled (we could not maintain a borrow) and we covered the 
entire position at about $35. This trade was atrocious. It cost you about 1 percent of the 
funds you have entrusted to us. 
 
We no longer have any position in Uni-pixel. 

Lessons of our Uni-pixel disaster 
 
It does not ultimately matter whether we are right or wrong on Uni-pixel. The stock has 
gone from 12 to 35 without any conclusive evidence either way. What mattered more is the 
size of our position. We could not predict which short would become excessively crowded, 
which short was the one that Johnny-come-lately short-sellers would choose to plagiarize.  
 
There are many shorts in the US that have become excessively crowded. These are amongst 
the best performed stocks in the US market and as short-sellers we have (mostly) avoided 
them. We personally think the short-case against Tesla for instance was wrong and we 
never even contemplated a short. However whether the shorts are right or wrong is 
irrelevant in the market price of Tesla at the moment. That is a short-squeeze, pure and 
simple.  
 
We like to keep our short-work mostly proprietary, and the reason is obvious. Crowded 
shorts are not good shorts in a bull market. Mostly our shorts have not hurt us too bad, but 
Uni-pixel is not the only stock that we have got wrong. 
 
Still we can't really fault our risk management this cycle. Our results are fine. Our process 
has been good. And these are the things that have mattered. 
 

Bronte Capital Amalthea Fund 
 
Our wholesale Australian fund opened on 1 May 20132.  Over the years we have had many 
enquiries from Australians seeking an $A denominated Bronte advised fund and we are 
pleased to have established it.   
 
Both John and Simon have invested in the Amalthea fund.   
 
It is late in the current Australian financial year but with the Australian dollar wobbling and 
the Government unable to achieve its surplus despite still very attractive terms of trade, our 
timing may not have been too bad.  But even if China once again spurs itself forward and 
carries Australia along with it then that would be the same circumstance that Bronte has 
faced throughout its existence.  Notwithstanding that the $AUD and the local miner and 

2 The Amalthea Fund is not open to USA based investors. 
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bank dominated bourse have been happy playgrounds for investors and made global 
investments look like a poor alternative, our globally invested separately managed account 
has performed well.  $A 10,000 invested in June 2009 is now valued at $A 26,841 net of all 
fees. 
 
Thanks again 
 
John and Simon 
 

Performance Data 3 

Portfolio Management 
 Long% Short% Net Long% 
USA Reference Account 144.30% -56.05% 88.25% 
Australian Reference Account 146.93% -56.88% 90.05% 

 
 
Reference Account Monthly Performance 
 

 
  

3 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 2.86% in USD and 
3.43% in AUD during the month and since inception of the account has increased by 58.6% in USD and 23.1% 
in AUD terms.  Past results are not indicative of future returns. 
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