
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:    31 January 2013 

Re: Welcome! 

I wish to extend a warm welcome to all shareholders of Castlereagh Equity Pty Ltd.   

From henceforth, I will be referring to shareholders as investor partners. For further clarification, 

please refer to item 1 of the Principles in our Information Memorandum. 

Purpose of Memorandums 

This memorandum is the first of many memorandums which I will be sending regularly to all investor 

partners.  I am using these memorandums to communicate with all investor partners with the 

objective of providing a deeper understanding on the process and thinking which I employ in 

managing our funds.  These memorandums also serve as a method of historical record keeping for 

the long term. Most importantly, the act of committing and reducing matters into written form 

allows me to refine and clarify my thought processes.  This reduces errors and enhances the 

generation of investment ideas.  

Current Environment 

 To reiterate, my job is to seek and purchase, at sensible prices, shares in good businesses operated 

by honest and capable management. In due course, I will be explaining to you in more detail what I 

consider to be (a) sensible prices (b) good businesses and (c) honest and capable management.  

At present, sensible prices are far and few in between for the group of companies which I am 

monitoring. This means that the majority of funds currently remain in cash. I wish to emphasise that 

holding a large cash holding is by no means a disadvantage. On the contrary, cash affords us the 

luxury of being able to capitalise quickly and decisively on good investment opportunities that 

inevitably surfaces from time to time. 

The ideal environment for our style of investing is a pessimistic market filled with fear and 

uncertainty.  In such markets, shares go on sale at low and attractive prices. As the purpose of 

Castlereagh Equity is to invest funds for the very long term, we actually wish for lower share prices 

every day.  This approach is counterintuitive. Therefore it is essential that all investor partners try to 

understand the reasons why this approach will generate wealth in the long term rather than hoping 

for markets to scale new highs every day (which is exactly what is happening lately in November). 

The fund is currently over 65% in cash and only holds positions in shares of three companies. Each of 

these companies has no debt, and cash comprise a significant component on their balance sheet. 

The businesses of these companies are currently and also historically cashflow positive. The price we 

paid for these business are in the low single digits of cashflow multiple. 

 

 



Stamps and Lottery Tickets 

The purchase and ownership of shares in a publicly listed company is a part ownership of a business. 

This is a core and fundamental principle of our investment approach.  There are other market 

participants who treat shares as stamps, such items being bought in the expectation that they may 

be sold for a higher sum in the future.  Yet other market participants treat shares as lottery tickets, 

being perfectly happy to outlay a sum of money for a piece of paper which in most cases are likely to 

be thrown away as rubbish, in the happy expectation that one day, one of these pieces of paper will 

turn into a windfall worth millions of dollars. 

Please let me make this clear: we are not in the business of collecting stamps or lottery tickets.  We 

simply do not have the expertise and capability to make money with stamps and lottery tickets.  

Thinking and acting like a business owner 

When we purchase shares, we are not expecting someone else to come along and pay us a higher 

price for the shares we own.  Our mindset is one of being a business owner of a good business, and 

hopefully a business of such provenance that we never need to sell it.  In the quest to obtain good 

businesses at sensible prices, the vast majority of our time will be spent on research and analysis 

rather than active share trading.  

We have no control over the direction of share prices. Therefore, it is inevitable that there will be 

periods of apparent underperformance when shares prices are falling, for example in 2008.  I say 

apparent underperformance because the most visible way of assessing performance is by reference 

to share prices, even though share prices at any period of time will not necessarily represent their 

true intrinsic value.  In fact, our investing methodology is virtually certain to ensure that for large 

periods of time, the market value of your share portfolio will not be an accurate reflection of real 

value.   

When this happens, please remember that our mindset is one of being a business owner. A business 

owner is not overly concerned about the prices other people are willing to pay for his/her business. 

The business owner is more concerned about delivering products and services to customers and to 

continue to do so in the future. In other words, the main focus is on the quality of the business. The 

business owner behaves this way because the real driver of his wealth over the long term comes 

from the quality of the business he owns.  

Similarly, the real value of your share portfolio is determined by the quality of the underlying 

businesses. Over a long period of time, say 5 to 10 years, share prices must follow the performance 

and value of their underlying businesses.  However, over short periods of time, share prices often 

fluctuate erratically independent of the performance of the underlying business, and more often 

than not, there is no logical consistency or explanation for such price movements.  Investing 

opportunities arise when this happens. 

Our method of investing works precisely because it does not “work” all the time.  Please remember 

this.  I will explain my thinking in more detail in upcoming memorandums. 

Thank you for your trust and confidence in us. 



Regards 

Peter Phan 

Director, Castlereagh Equity Pty Ltd 

 


