
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 July 2014 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 

31 July 2014 

-0.3% 3.7 -4% 99.7 cents 

 

The All Ordinaries galloped up over 4% for the month of July 2014. Since 1 November 2013, the XAO 

started at 5420 and ended at 5623 on 31 July 2014. The CE portfolio tried valiantly to follow suit, but 

as expected, could not keep pace with the market.  We are not the least perturbed.  This is a long 

race, and in racing parlance, we are hardly past the first bend in a 70 lap race. 

 

In early July 2014, we added two positions to the portfolio. The investment hypotheses for these 

two positions are diametrical opposites.  Whilst one was bought at a fraction of book value at low 

cashflow multiple to enterprise value, the other was bought on the basis of significant growth in 

cashflow in the future years.  The former has insignificant levels of insider ownership, which 

enhances the probability of merger and acquisition activity.  The latter has over 60% of insider 

ownership and a surplus of cash on the balance sheet (with cash comprising nearly 17% of market 

capitalisation at the time of purchase) and a business that is cashflow positive and very likely to see 

exponential growth in cashflow in future years. The former was a market high flyer brought to its 

knees after years of imprudent capital allocation decisions and currently in repair mode.  The latter 

has been languishing for years, ignored by the market despite a series of savvy capital allocation 

decisions, until recent developments jolted it out of the doldrums towards all-time highs. 

 

Despite their differences, the common thread running through both purchases is the low probability 

of significant loss of capital with high expected returns. In the words of Mohnish Prabai, heads we 

win, tails we don’t lost much.  These two purchases sit within a well diversified portfolio described in 

previous memorandums. Until compelling opportunities present themselves at a price justifying 

large concentrated exposures, we will continue to construct a portfolio that will allow all investor 

partners to sleep well at night, and still provide a satisfactory return over the long term. 

 

Our recent purchases also clearly illustrates that there is no set formula or indicator which governs 

investing.  Opportunities usually present themselves in a variety of unusual circumstances and 

situations. This is common sense. One can hardly hope to find good opportunities in predictable 

places.  My job is to find these opportunities and in undertaking my responsibilities, I often remind 

myself that more often than not, “good luck” takes a lot of diligent work, patience and humility.  

 

CE cash levels currently sit at 46%. Although high cash levels will penalise short term returns, the 

ability to deploy substantial cash at critical moments is essential for great long term 

outperformance. I take this opportunity to thank you for your continuing patience and support.  

 

 

 

 



Proposed Fee Calculation Date 

 

After much consideration, we propose to nominate 1 February 2015 as the performance fee 

calculation date, based on the value of the fund as at end of trading of 31 January 2015. For initial 

investors on 1 November 2013, this would mean that the performance period would be 15 months, 

whereas for investors purchasing shares after 1 February 2014, the performance period would be 

less than 12 months.  For a performance period that is not exactly 12 months, we propose to prorate 

the 6% watermark accordingly.  For example, a performance period of 15 months will mean a 

watermark of 7.5% and a performance period of 9 months will mean a watermark of 4.5%. 

 

Thereafter, for every anniversary of 1 February 2015, performance will be calculated in reference to 

the Net Asset Value of CE shares on 31 January of the year prior.  For example, on 1 February 2016, 

performance and benchmark will assessed based on the Net Asset Value of CE shares on 31 January 

2015.  

 

For investor partners wishing to purchase further shares in CE, we would prefer that purchases take 

place at the end of every quarter, say 31 March, 30 June, 30 September and 31 December.   

 

If any investor partner wishes to contact me to discuss this memorandum or any other matters 

related to CE, please do not hesitate to do so.  Contact details can be found on CE’s website. 

 

Thank you for your trust and confidence in us. 

Regards 

Peter Phan 

Director, Castlereagh Equity Pty Ltd 


