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Preamble

Below you will find a copy of the full collection of the Nomad Letters to Partners, our magnum
opus, as it were. These letters were written every six months, from the end of 2001 to early
2014, and sent to Partners in the Nomad Investment Partnership. More recently, they have
enjoyed a life of their own in the financial press and internet, quite without our knowledge or,
in some cases, approval. Indeed, these bootleg copies were never intended for wide circulation,
let alone involuntary publishing, and contain our personal details. We would ask that readers
of those hooky letters please respect our privacy and preference to maintain our low profile
(think deep-burrowing earthworms). The approved letters that follow have been lightly edited
mainly for privacy purposes (and topped and tailed with this preamble and a postscript) but
otherwise remain unchanged from the original. We hope that you enjoy the read and would ask
only that we are attributed where required and that any web links used in reference are to the
approved version found on the IGY Foundation website (not back to the bootleggers), please.
Those that do wish to get in touch may do so through the “contact us” function on the IGY
Foundation website.

The Nomad letters themselves have been reproduced here in chronological order to help the
reader who has the stamina to make it through the next hundred and ten thousand words (what
did we find to say?), understand our journey from cigar butt investing to near permanent
holdings. With just a few months to go to the twentieth anniversary of the inception of Nomad,
itis now all but inevitable that our annual performance will be around twenty percent for twenty
years; evidence, perhaps, that investors don’t have to go changing their holdings with their
underwear and, forgive us if we continue the theme, they really can make their money sitting
on their assets!

Our motivation for publishing the letters on Nick’s charitable foundation website, is to raise
the “and what then” issue: that is, if you are blessed with some success from investing, what
then? Elsewhere on this website we have described our “what then” thinking in a drop down
tab entitled “X-amount”. But that is our journey and everyone is different. (As an aside, these
may be the only investment letters published on a charity website, which asks the question,
why aren’t there more? And, if there were, might it help put the investment activity in the more
productive psychic space?)

Investing is a wonderful, thoughtful, adventure but it can also be self-centered, a tendency that
can be reinforced by the wealth that can follow. We think it is true that, once past X-amount,
real meaning comes with reinvesting in society through charitable giving, which can also be a
thoughtful, challenging, wonderful adventure, but with the added bonus that it feels like the
world working properly. We hope that you can join us.

Nick Sleep and Qais Zakaria, Spring 2021.



SLEEP, ZAKARIA AND COMPANY, LTD.

1A, BURNSALL STREET
LONDON
SW3 3SR
ENGLAND

T: +44 (0)20 7101 1960
F: +44 (0)20 7101 1965

3 June 2014

Mr Warren Buffett
Berkshire Hathaway Inc
3555 Farnam Street
Omaha

NE 68131

USA

Dear Mr Buftett

After thirteen happy years of running the Nomad Investment Partnership, Zak and I have
decided to close the fund. The process requires us to return cash to our investors and so, after
many years as shareholders in Berkshire (ten, | think), we have recently sold our shares.

It appears to all the world that the performance that Nomad has enjoyed over the years was
created by Zak and me. That is not the case. As time goes by, the performance that our clients
have received is the capitalisation of the success of the firms in which we have invested. In
other words, the real work is done by you and the good people of Berkshire.

The purpose of this letter is to say a very big thank you, and to let you know that you have
made a real difference. Nomad was not a particularly large fund, but over the years it did
make around U$2bn for its clients, which were predominantly charities and educational
endowments. Berkshire was a big part of that. That strikes us as capitalism working well.

For our part, Zak and | are keen to leave the professional industry behind, and spend our time
in more caring pursuits. Zak has his various charitable causes and | have it in mind to set up a
centre to provide respite care. Both of these activities will require long term funding, and so
whilst you will lose us as professional investors, we will be able to repurchase our shares both
privately and for the charities that we run. You don’t get rid of us that easily!

We will be keeping the office, and a new sign will be hung above (our somewhat shabby)
front door. We look forward to seeing you at the next AGM, and extend an invitation to visit
us at Burnsall Street.

With the warmest regards
Y

Nick Sleep

SLEEP, ZAKARIA AND COMPANY, LTD. IS THE INVESTMENT ADVISOR TO THE NOMAD INVESTMENT PARTNERSHIP
AND IS AUTHORISED AND REGULATED BY THE FINANCIAL CONDUCT AUTHORITY, NO 451772,
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18" January 2002

To the Partners of the Nomad Investment Partnership.

The Nomad Investment Partnership was launched in early September 2001 and began
investing on September 10™. In the brief period since inception the fund has risen 10.1%,
which compares with a gain of 3.9% for the MSCI World Index. Unaudited gross NAV per
share at the end of December was U$1101.42. Nomad is an absolute return fund and reference
here to an index is simply to place our performance, short term as it is, in context. We expect
to beat the index handsomely over time, but only as a byproduct of our absolute return
orientation. We also expect the absolute return of the main indices to be modest over the next
decade and so the index is not likely to be much of a return hurdle.

You can expect from us an annual and interim letter (this is our inaugural annual letter), and
Global Investment Reviews eight times a year in which we discuss our investment thoughts.
From Nomad’s administrator (Daiwa Securities Trust and Banking, contact Dane Schmidt
+353 1603 9921 with your inquires) you can expect a monthly statement of your account and
annual and interim financial statements starting in June 2002. We are considering hosting an
open day once a year (any feedback on whether this would be a good idea would be
appreciated) and we are always available for your inquiries by phone or letter. Nomad’s
orientation is genuinely long term, and more regular reports, daily, weekly, monthly or
otherwise, are likely to be of little value to you, and may even be counterproductive for us.

As it turns out our launch date was rather fortuitous. The price of businesses fell almost
immediately and despite regular additional contributions by new investors we were able to
invest a sizeable portion of the fund much faster than we would have anticipated and at prices
which we feel will produce very satisfactory returns. We have made 18 investments to date
which Bloomberg classify in 16 different sectors which are detailed overleaf. The Bloomberg
sectoral categories are rather narrow and there is in fact a notable concentration in media (TV,
newspapers and publishing) at around 21% of the portfolio and hotels, resorts and casinos
which make up 12% of the fund. The next largest grouping is telecom services (mobile and
cable) which make up 10% of the fund. The geographical distribution is as follows: south east
Asia 32.8%; North America 23.6%; Europe 12.7% and other emerging markets 2.9%.

When we evaluate potential investments, we are looking for businesses trading at around half
of their real business value, companies run by owner-oriented management and employing
capital allocation strategies consistent with long term shareholder wealth creation. Finding all
three is rare, and that is why we think Nomad has a material advantage in being a global fund.
We can look far and wide for candidates and simply are not required to invest in anything that
does not fit. Chris Browne of Tweedy Browne has likened the research process to detective
work or perhaps investigative journalism, and we could not agree more.

One feature of our investment letters will be to highlight one or two of our investments or
discuss investment issues at large. For those of a particularly inquisitive or analytic nature we
may in the future enclose some meeting notes as well. This time we have selected two current
holdings which we hope will be typical of Nomad’s stock picks. The first is International
Speedway in the US, and second is Matichon in Thailand.

International Speedway (approx. 3.7% of the portfolio at year end) owns and operates 12



motor racing circuits in the US including Daytona, Watkin’s Glen and Talladega, and plays
host to 20 of the 39 Nascar races. The National Association for Stock Car Auto Racing
(Nascar) was founded in 1948 by Bill France who had organised motor races at Daytona
Beach in the period before the war. During the war the beach circuit fell into disrepair and so
on his return France set about renting local circuits to host races, but he felt that the sport
really required a sanctioning body to set common standards for competitors and track safety
(a relative rarity at the time) to lift its image from its moonshine legacy. After the American
Automobile Association refused to endorse his idea France established Nascar himself and
was announced its first president in 1948. From the beginning France intended Nascar to be
exciting and publicly accessible, as well as sponsor friendly, and the formula evolved toward
big fields of very fast cars (200mph+) on banked circuits surrounded by large atmospheric
stadia.

Until quite recently motor racing has been a very fragmented sport: sanctioning bodies have
tended to splinter into rival factions which form their own leagues, and the racetracks have
developed on an ad hoc basis (some were originally perimeter roads to local airstrips) and
remained under family ownership. Formula One with its dominant sanctioning body and
almost totalitarian leadership under Bernie Ecclestone is both the exception, and due to its
huge commercial success, the benchmark. International Speedway has grown through
building and buying circuits throughout the south east and more recently elsewhere in the US.
But the real prize from consolidation is that the firm has substantially improved its bargaining
position with the broadcasting companies. Instead of their being more tracks and sanctioning
bodies than media buyers, the tables have now been reversed. The attraction to advertisers is
that Nascar runs races most weekends (good for filling programming schedules), is US only
(unlike Formula One) and attracts middle America in droves. When the industry recently
negotiated an exclusive seven-year media rights contract the rate doubled in year one, and for
the period to 2007 are contracted to rise by a further 17% per annum. Whilst this is promising
in itself such events are quickly discounted by the markets, and the shares rose to a peak at
U$70 two years ago.

Our interest is in how the windfall is being distributed: the France family (which owns Nascar)
will take 10%, note this sum compares with much closer to 100% for Mr. Ecclestone’s take
of Formula One revenues, 65% is divided between the tracks (of which ISCA earns the lion’s
share), and 25% goes in prize money to the drivers and teams. This final point may be
important because as prize money increases it may establish a virtuous cycle of new entrants
attracted by the increased “pot”, which in turn may raise viewing audiences and media
attention. It is encouraging that the Chrysler racing team have recently announced their return
to Nascar after a multiyear absence. In other words, the firm may be deferring part of the
windfall to fund future growth, which will be incremental to the escalating media income.

The price of ISCA shares at the time of Nomad’s investment (around half their peak level)
was a small premium to replacement cost of the circuits and a valuation which discounted
only low single digit growth in profits. Cash flow growth will likely be cyclically subdued in
the near term and investors with a short-term time horizon, which appears to us to be the
majority of professional investors, will have little to excite them. This is fine by us, because
the outlook for the next five to ten years is very positive. Finally, how do CBS and Fox feel
about their new Nascar contracts? They claim they are very encouraged; they now have to
negotiate with one party to fill 40 weekend programming schedules and viewing audiences
have exceeded their budgeted projections. Fox has recently bought a dedicated motorsport
cable channel to host their Nascar coverage. Roll on contract negotiation in 2006! In



discounting growth of just 3% to 4% the market valued the business as if it was just an average
firm, when in our opinion International Speedway is a rock-solid franchise with improving
economics and could be a multiyear winner for investors that are patient enough to wait.

Matichon (3.2% of fund at year end) is Thailand’s second Thai language newspaper and is a
company we have known for many years and in which Marathon is also the third largest
shareholder. We do not read Thai and take it on trust from Thai friends that the editorial
content is pro-reform, and it is certainly tabloid in style which sets it aside from Thailand’s
largest newspaper (Thai Rat) which is more “old Thailand”. Matichon is probably not the
Washington Post, but it’s healthily questioning, nonetheless. The paper appeals to the new
generation of Thais that have grown up with a much higher living standards and more western
values than their parents and it is interesting that circulation has grown at an accelerated rate
since the Asian crisis. The firm is family run and has avoided the pitfalls of straying into new
media or gambling on new titles. Instead, the firm has focused on raising longer term
readership and margins. In an effort to promote circulation the cover price has been kept low,
but this has the effect that the majority of revenues comes from advertising which is far more
cyclical and means that revenues declined by a third peak to trough. The cost cutting effort
however has been amazing, with the effect that cash flow in 2000 is 40% higher than 1996,
on sales one third less! 2000 is the first year of a cyclical recovery in advertising, and
rates are now 20% above their trough but around 50% below the previous cyclical peak. In
other words, there may be a long way to go.

So, what is Matichon worth? The shares peaked at Th300 (U$12) in 1994 and have now
declined to Th50 (U$1, adjusting for the decline in the currency). The share price decline is
all the more amazing as the firm is without debt. Our company is presently valued at 0.75x
revenues or four times our estimate of normalised free cash flow. This is approx. one third of
our estimate of its worth and may be as low as one quarter of the valuation of its western
peers. The family owns 25% of the shares and has taken the gains from cost cutting to raise
the dividend threefold since the trough, and so investors now have a 9% dividend yield whilst
they wait for the cycle to improve. And improve slowly it is, rates are expected to rise gently
this year and next, so patience is likely to be rewarded here too.

So, nearly four months since inception where are we now? Our investments are presently
priced in the markets at considerable discounts to our assessment of their real worth,
performance is satisfactory, and we remain with substantial cash holdings of approximately
28% of the fund at year end, although you can expect this to decline markedly. Whilst we are
conscious that holding cash does not meet our long-term investment goals (to say little of
earning our incentive fees) we are in no hurry to invest the money in companies that do not
meet our criteria. The markets are very volatile, and we expect to operate with some cash or
bond holdings as a matter of course. We also have many ideas that we are working through.
You can also be assured that Marathon insiders are the largest group of investors in Nomad.

As always, we value your support and welcome your comments.

Yours sincerely

Nick Sleep



Nomad Investment Partnership.

Interim Report
For the period ended June 30", 2002.

The Nomad Investment Partnership’s gross results for the second quarter and first half of
2002 as well as since inception are shown below, together with comparable results for a
leading global stock market index:

To June 30™2002 Nomad MSCI World
Investment Index US$

3 months -4.67% -8.99%

6 months +3.99 -8.60

Since inception (10/09/01) +14.54 -5.22

In the context of the time frame of the Partnership, I’'m afraid the above results are not that
meaningful as they are, after all, just nine months in the making. They are perhaps a
reasonable start, certainly compared to the alternatives presented by the main indices. Even
so it is absolute returns that we are after, and on this score our results are fair.

Some insight into our performance can be gleaned from the early Buffett Partnership letters
to investors which we were fortunate enough to be sent recently. In the 1960 letter Buffett
writes:

“I have pointed out that any superior record which we might accomplish should not be
expected to be evidenced by a relatively constant advantage in performance compared to
the Average. Rather it is likely that if such an advantage is achieved, it will be through
better-than-average performance in stable or declining markets and average, or perhaps
even poorer-than-average performance in rising markets.”

We had not explicitly thought of investment outcomes in this way, although it is axiomatic
that results for value investors during booms will be poorer than average and results after
booms, better than average. Marathon’s long term track record demonstrates the same pattern,
and Nomad’s performance since inception is also in line with this phenomenon. You should
therefore be expecting us to do relatively well as the bubble collapses.

Some investors have asked for statistics to help describe the characteristics of the fund. We
have included here what may be useful: The Partnership has been invested in twenty-one
companies in seven countries. Bloomberg classify these businesses into eighteen different
industries although their classification is perhaps rather narrow. In our opinion, the
Partnership has a notable concentration in relatively few sectors: media and publishing;
leisure, entertainment and casinos; and hotels and real estate. Smaller investments have been
made in telecoms and cable; consumer durables and finance; and computer services and office
automation. The distribution of investments by geography and industry is illustrated
pictorially below.



Chart 1: Distribution of Investments by Geography and Industry
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The fund has a profit on eighteen of its twenty-one investments compared to average purchase
price. For those shares that have fallen we have bought more. This reminds us of “A Little
Wonderful Advice” Fred Schwed gives in his book “Where are the customers yachts?”
(recommended reading for those with a healthy disdain for Wall Street and its practices as
well as an interest in post-boom psychology).

“When there is a stock-market boom, and everyone is scrambling for common stocks, take
all your common stocks and sell them. Take the proceeds and buy conservative bonds. No
doubt the stocks you sold will go higher. Pay no attention to this — just wait for the
depression which will come sooner or later. When this depression — or panic — becomes a
national catastrophe, sell out the bonds (perhaps at a loss) and buy back the stocks. No
doubt the stocks will go lower still. Again, pay no attention. Wait for the next boom.
Continue to repeat this operation as long as you live, and you’ll have the pleasure of dying
rich”.

The operative phrase here is “pay no attention”. This is not easily done. Many investors are
professionally required to “pay attention” to the latest trend for fear of missing out (pay
attention and be invested!). The dysfunctionality of the short-term investor was neatly
described to us recently by a fellow long term value investor. Imagine, he said, that you knew
with 100% certainty of outcome, that on January 1* next year a company would come by some
good fortune, perhaps a government contract or license award, which would result in the price
of the share quickly rising tenfold. You and | would buy the shares today and wait. However,
to the short-term investor the utility of this piece of information would be nought until after
this year is ended. This is because he feels he is required to perform this quarter, next and by
year end through fear that sub-par performance might cost him his job. A share which may be
flat for the balance of the year is therefore of no use to him. This tale illustrates the dominant
dynamic in the markets today: investment time frames are very compressed, and few investors
it seems bother to assess the real value of a business but instead respond to the latest data
point to determine share price direction. This is momentum investing and is the mechanism
by which expensive shares become very expensive, just as cheap shares may become very
cheap. In the above example both sets of investors may even have privately agreed that the
share in question was an outstanding investment, but only one would have bought. You can
bank on us being the buyer.



This is not a wholly theoretical discussion. Only this week Estée Lauder, a company which
we much admire and would consider owning if only someone would sell it to us at a
reasonable price, announced that earnings would decline as the firm had decided to invest in
brand building instead. Such investment could be expected to raise long term revenue growth
and pricing power but, even so, the share price declined 15% on the news. The reason was
that short term investors responded to the warning about next quarter’s profits and missed the
long-term outlook. As Fred Schwed would say “pay no attention to this”. In effect the
company had been punished by the markets for being sensible. It is this behaviour that gets
us excited and sets up investment opportunities.

A few final statistics on the fund’s characteristics. Approximately 37% of the fund is invested
in quality, difficult to copy, franchise operations such as newspapers, a TV station, motor
racetracks, consumer brand names and casinos; 27% is invested in what could be described
as discounted asset based businesses such as property, hotels, or conglomerates where fixed
assets or cash makes up a large portion of appraised value, and finally 17% is invested in deep
value workouts such as Xerox (see below) where prices are depressed by temporary factors
such as short term profits, debt or the legacy of previous management. It is the first category
that contains our current winners and the latter that contains our losers. In time both will
contain winners. In aggregate we estimate our investments are currently priced by the market
at 51% of their real worth, that is to say in our opinion we have bought dollar bills for 51
cents.

In our last letter we described our investment in International Speedway (the Nascar racetrack
operator) and Matichon (Thailand’s second largest newspaper business), and in recent Global
Investment Reviews we have discussed investments in Saks and Primedia. That’s 20% of the
portfolio covered. In this edition | thought we might discuss an investment you are likely to
have read about in the press, Xerox Corporation, and an error in analysis, Monsanto Company,
which we sold. That way you will be under no illusion about the fallibility of your manager.

Xerox will be familiar to many as the manufacturer of presses, copiers and printers. The firm
has annual revenues of U$17bn and a niche in high end (U$100,000+) printers where the firm
has around 70% market share. It is a reasonably profitable but modest growth operation. The
firm enjoyed several good years in the early and mid 1990s following the introduction of a
new generation of machines but by the late 1990s growth had declined markedly. Perhaps
aware that Wall Street rewarded earnings growth above all other metrics, management
asserted that earnings per share would rise by 15% per annum and the shares began to rise to
discount the near certainty they would. However, 15% growth in earnings is tricky to achieve
for any length of time especially from a 5% revenue growth business and management began,
and indeed was egged on by Wall Street, to find growth from an alternative source.

In a cartoon carried in the Wall Street Journal two accountants sit opposite each other in a
prison cell. You know, one says to the other, in accounting it is best to think inside the box!
Xerox management would have done well to read this cartoon in 1996 or 1997 as it was about
that time that management began to push too hard to grow earnings. One of the ways this was
achieved was through booking profits from long term lease contracts upfront. It is quite
possible, indeed likely, that one could have a happy and successful life without knowing about
lease and sale accounting, so if the topic bores you, skip the next paragraph.

For everyone else, welcome to the Statement of Financial Accounting Standards No. 13
"Accounting for Leases". We will try to be brief. There are two types of leases, operating and
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sale-type. Under an operating lease a lessee rents an item for a short period and the total rent
payments are usually a fraction of the value of the rented item. Car rental contracts are usually
of this type. The difference between an operating lease and a sale-type lease is a matter of
scale. A sale-type lease is usually for a much longer period and in effect transfers a much
larger portion of the economic value of the asset to the lessee, a contract for the use of an
airplane for the rest of its economic life would be a sale-type lease. The former is rental
contract, the latter more of a sale. Now for the accounting. The accountants differentiate
between the two using SFAS 13 which states that that contracts which transfer 75% or more
of the economic life of the leased asset, or where minimum lease payments are 90% or greater
than the fair value of the asset, be treated as a sale-type lease, with lesser values treated as an
operating lease. The crucial difference is how they are recorded in the accounts. Sale-type
leases require the leased asset to be booked as if sold outright, in effect bringing forward
revenues and profits. In contrast, payments under an operating lease are booked incrementally
over the lease term. It is important to note that whether a transaction is deemed an operating
lease or a sale-type lease, cash -flow is unaffected. The customer still pays the rental, as
required, it is only the accounting that implies something else has happened.

When Xerox leases an expensive printer, it is often in the form of a five-year contract which
bundles equipment, a service contract and financing. However, in a bundled contract there is
some discretion as to how much is attributable to the value of the equipment and how much
should be deferred to later years in recognition of financing, maintenance and service. One
can therefore understand how management, plump with stock options and growth in earnings
per share related bonuses, were strongly incented to recognise earnings up front and SFAS 13
allowed them to do this. The value of the equipment was incorrectly raised relative to service,
financing and maintenance which allowed the firm to treat the transaction as a sale-type lease
and required that the inflated equipment value be booked as if sold. A double whammy of
inflated revenues and profits recognised early. This does not appear to be illegal, although it
is hardly conservative. It may even have mattered less if Xerox had not relied upon the
commercial paper market to fund its receivables business. When the company announced that
earnings would be below Wall Street expectations, the SEC announced an investigation into
the firm’s accounting and the auditors were replaced, the result was that the credit markets all
but closed to the firm, and the shares declined to 7% of their peak price.

It is important to put this in perspective. In the five years to 2001, cumulative revenues at
Xerox approached U$90bn, of which U$6.4bn was incorrectly booked. Cash flow and free
cash flow, the basis of our valuation of the firm, is completely unaffected. Customers
continued to pay their bills monthly as arranged. Operating blunders associated with product
extensions, again designed to raise the growth rate, have been reversed and investment in
research and development maintained at around U$1bn per annum regardless of the turmoil
all around. Earlier this year the firm completed negotiations with its banks to repay the debts
over the next few years in easily digested increments that should be funded from internally
generated cash flow and U$1.8bn of cash on hand. The operating turnaround is now well
under way, and a new product cycle, in some lines the first new products for ten years, will
see products launched at twice the rate of the late 1990s. Even after new auditors have been
appointed the debate about the accounting continues. It is with some irony that the replaced
accountants protest that Xerox’s profit is now understated. Xerox might be alone in corporate
America in this regard. And, as if to prove that truth is stranger than fiction, the new
accounting methodology will result in higher revenues and profits over the next few years
than under the previous discredited policy. This matters not a jot to us, note again: cash flow
is unchanged.
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So, what is the business worth? The firm has around U$1bn in free cash flow per annum after
interest, taxes and maintenance levels of investment spending (capex, marketing and R&D)
which should permit the net debt of around U$2bn (U$17bn of total debts are offset against
U$15bn of trade and long-term receivables and cash) to be repaid over the next few years.
Indeed, if the apple cart is to be upset, it is likely to come from a dilutive share issuance,
something we are lobbying management to resist, hopefully more effectively than the bankers
who are egging them on. The current market valuation of U$4.5bn is just four and a half years
free cash flow or four and a half years research and development spending. We estimate the
capitalised value of the R&D asset may be around U$7bn or approximately 50% more than
the current market capitalisation. As a cash cow the firm may be worth around U$14 per share
in our opinion, although the increase in new product launches from two per annum to four per
annum during the next three years may result in modest growth as well. Presently the firm is
valued at U$6 per share, less than half our appraisal of its real worth. Trading volume of
Xerox stock implies investors own the shares for under four months on average, a time horizon
which implies few investors are focused on the long-term value of the business but rather are
betting on the next quarter’s outcome. Rich pickings, we suspect, for the patient.

Now for our analytical error. Monsanto manufactures and markets genetically modified seeds
and fertilizers and is a business with good economics, good growth potential, good
management and a low share price. It is right up Nomad’s street. However, it is also a business
with a past. In the mid 1990s Monsanto consisted of the seed business, a commodity chemical
business (Solutia) and the G.D. Searle drug operations. In 1997 Solutia was spun off to
shareholders in Monsanto and early in 2000 Pharmacia Corp bought the remaining Monsanto
operations, before spinning out the seed business in order to retain the Searle drug business.
The wrinkle however comes in the form of potential environmental clean-up costs and
punitive damages relating to Solutia’s PCB plant in Alabama. Solutia’s own balance sheet is
encumbered with healthcare liabilities and debt and any award which cannot be met by Solutia
passes on to the parent company, in this case Pharmacia. However, and here is the catch,
Monsanto has indemnified Pharmacia for any environmental or punitive damages incurred as
aresult of Solutia’s operations. We do not know if any, or indeed the size of any damages that
may be awarded, and legal counsel cannot ascertain where an award would rank in the list of
creditors in the event of Solutia’s bankruptcy. This means we do not know how much, if any,
of the liabilities would revert to Monsanto. What we are aware of is that value for us, the
Monsanto shareholder, may be decided by a judge in an Alabama court, and on that basis we
are nervous. In our original analysis we missed the indemnification, and it was only on reading
recent company filings with the SEC that the indemnification buried in the notes to the
accounts came to our attention. The effect is that we are no longer confident of valuing
Monsanto with any certainty and the prudent thing to do was to sell our shares for
approximately the price we had paid. We have indeed been fortunate as the shares have since
declined to half our sale price.

So where have we got to? The fund is 81% invested, and investment performance is
reasonable in absolute terms and considerably better than the market averages. In the West
investors are very short term oriented, skittish and share prices are volatile. It seems quite
likely to us that over the next few years businesses will be very mis- priced in the market, and
already there are pockets of real value emerging in the most despised industries. In Asia the
profits cycle is only just beginning, if anything the bias is to understate profits for tax reasons
and valuations remain modest.
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A final word on the need for patience. We are aware that several investors are new to the fund
since the beginning of the year and so it may be worth reiterating some ground rules so that
we all know where we stand. One of Nomad’s key advantages will be the aggregate patience
of its investor base. We are genuinely investing for the long term (few are!), in modestly
valued firms run by management teams who may be making decisions the fruits of which may
not be apparent for several years to come. Mr. Buffett’s comments notwithstanding, in the
near term our results are likely to be as bad as they may be good, but we are confident that in
the long run they will prove satisfactory. If Nomad is to have a competitive advantage over
our peers this will come from the capital allocation skills of your manager (if any) and the
patience of our investor base. Only by looking further out than the short-term crowd can we
expect to beat them. It is for this reason we named Nomad an Investment Partnership and not
a fund. The relationship we seek is quite different.

As always, we thank you for your confidence, value your support and welcome your
questions.

Yours sincerely

Nicholas Sleep
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Nomad Investment Partnership.

Year End Report
For the period ended December 31%, 2002.

The Nomad Investment Partnership’s gross results for the six and twelve months to December
2002 as well as since inception are shown below, together with comparable results for a
leading global stock market index:

To December 31%, 2002: Nomad Investment MSCI World
Partnership Index US$

6 months -2.59% -11.97%

One year +1.30 -19.54

Since inception (10/09/01) +11.57 -16.28

It is never rewarding to report on a period when the market price of your investment in the
Partnership has declined, as it has in the last six months. Nor do we derive much pleasure
from pointing out that the alternatives presented by the leading stock market indices have
fared much worse, but as we stated in the interim letter published in July, “in weak or flat
markets you should be expecting us to do relatively well”.

It is almost certain however, that over any time frame the investment performance of the
Partnership will only approximate the change in the real value of our companies and, even
then, it may be only a very general approximation. Some years our investment performance
will exceed growth in the value of our businesses, in others the reverse may be true, as we
believe to have been the case in 2002 and shall discuss in more detail in this letter.

It is worth noting also that the Partnership results have been achieved without leverage,
shorting or financial derivatives of any kind, nor do we wish to employ such techniques.
Rather our results have been achieved the old-fashioned way, through buying securities in
reasonable businesses at discounted prices. It may be instructive perhaps that these old
techniques, though deeply unfashionable in modern financial circles, work just fine. For
example, our results include the demise of Conseco, which filed for Chapter 11 bankruptcy
protection in December. We have retained our shares in the company, and you will find them
included in the statement of investments at the end of this letter although we expect them to
be all but worthless. Investment mistakes are inevitable and indeed to some extent desirable,
and we have no interest in hiding them from you (or in portfolio window dressing) - as they
say, it is what it is. A full Conseco mea-culpa was published in September’s Global
Investment Review (Volume 16, No.6). All that said, we derive little pleasure, to say nothing
of performance fees, from earning the equivalent of money market rates whilst investing in
the equity market. It is absolute returns that we are after, and on this score our results since
inception are only fair.

During the late summer and autumn, when investors were at their most depressed, we made
several new investments and, in some cases, added to existing holdings. Although time will
tell, this period may mark the end of investors’ mood swing from euphoric at the turn of the
millennium to manic depressive almost three years later. Anecdotal evidence suggests that
investors are not thinking straight. Take, for example, recent events at one of our UK
investments, Georgica Plc. One day in early November the company issued a press release
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which began as follows:

“Georgica Plc has today noted that an administrator has been appointed to Riley Leisure
Limited. Georgica wishes to emphasize that Riley Leisure limited is not a member of the
Georgica group although Georgica’s Cue Sports businesses do trade under the name

s’

Riley’s”.

That announcement did not stop the share price from declining over 6% that day. Presumably
somebody, somewhere had decided that the company now in administration was owned by
Georgica and without checking, hurriedly sold their shares. Nervous investors tend to shoot
first and ask questions later. As the saying goes, act in haste - repent at leisure. We were
particularly heartened that Georgica resumed its share repurchase program the following
week. A cool head under pressure is what is required.

The result of our recent purchases is that cash as a proportion of the overall fund has been
reduced from over 20% during the summer to around 5%, with much of the remaining balance
ear-marked for an investment we would l