
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  30 September 2014 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 

30 September 

2014 

5.5% -2.2% 7.7% 105.5 cents 

 

Since 1 November 2013, the XAO started at 5420 and ended at 5297 on 30 September 2014, a 

decrease of 2.2%. CE has moved slightly ahead, and we look forward to the month of October where 

we will be collecting dividends. 

 

As we have previously stated, over long periods of time, which we define as 5 years or more, you will 

find that these monthly gyrations in the pricing of both the CE portfolio and the XAO are very 

insignificant to the overall picture.  Our long term expectation is for CE to exceed the XAO by a 

reasonable (or even better yet- unreasonable) percentage. To date, we have done that, although 

luck played a large hand.  

 

CE’s cash component is currently 25%. In September 2014, we added two positions and sold one 

position. The share portfolio’s characteristics are described in previous memorandums, namely high 

insider ownership, strong balance sheet with excess cash, good quality businesses and purchased at 

low to fair multiples of cashflow.   

 

It takes time to build a portfolio of decent quality capable of outperforming in the long term, whilst 

at the same time minimising risks. As time goes by, we are confident of achieving even better 

absolute performance.  As owners of a significant proportion of the fund, your directors interest are 

very much aligned with the interest of each investor partner. 

 

_______________________________________ 

 

“All happy families are alike; each unhappy family is unhappy in its own way.”  

― Leo Tolstoy, Anna Karenina 

 

In investing, there is no profit in acting and thinking the same way as the majority of the crowd. 

There is also no profit from being deliberately contrarian and doing the exact opposite of what 

everyone is doing. As in every other facets of life, success comes from the consistent exercise of 

good judgment, repeated over and over. Just like the families in Anna Karenina, all successful 

investment processes are alike, and each unsuccessful investment process will be unsuccessful in its 

own special way. 

 

I have previously mentioned in my memorandum dated 31 March 2014 that we have identified four 

broad categories in which CE could get an edge in the market place. One of the ways we attempt to 

get an edge is in a differentiated analysis of macroeconomic factors.  The usual market prognosis is 

to attempt a forecast and to act accordingly. Unfortunately, we lack the ability to make accurate 



predictions on macroeconomic factors. Therefore, we attempt to be vaguely right instead of being 

precisely wrong. The way we achieve this is by adopting a probabilistic approach.  Further, instead of 

focussing on matters which are the subject of intense focus by the broad market, we also strive to 

identify matters which are ignored by the market. 

 

The current main hot topics are, in no particular order: 

 

1. A bubble in the Australian housing market; 

2. An imminent correction in global share prices; 

3. A drop in the Australian dollar, iron ore prices, and China’s economy. 

 

These are topics which we believe are being ignored by the market, in no particular order: 

 

1. Australia’s increasing lack of productivity and competitiveness; 

2. The effect of increasing migration numbers; 

3. The impact of a recovery in the global economy led by USA. 

 

We will have further opportunities to elaborate on our approach in future memorandums when we 

get the opportunity to discuss some of our positions which has been closed.   

 

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 


