
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 January 2015 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 

31 January 2015* 

6.2% 2.4% 3.8% 106.2 cents 

1 November 2014 

to 31 January 

2015* 

0.2% 0.9% -0.7% 106.2 cents 

 

The XAO started at 5420 on 1 November 2013 and ended at 5552 on 31 January 2015. In percentage 

terms, this was a rise of 2.4% for the period of 15 months. On this basis, CE’s performance of 6.2% is 

about 3.8% outperformance during the same period. 

 

Taking things from the commencement of the second anniversary of CE, the XAO started at 5505 on 

1 November 2014 and ended at 5552 on 31 January 2015. In percentage terms, the XAO increased 

by 0.9% for this three month period, whilst CE increased by 0.2%, resulting in an underperformance 

of 0.7%. Yet again, CE’s portfolio is unable to keep up with a fast galloping market which staged a 3% 

gain for the month of January 2015. 

 

As at 31 January 2015, CE’s cash component is 25%. We made no transactions in January 2015, aside 

from collecting some fully franked dividends and some interest on cash. Some of our holdings have 

already provided earnings guidance. Pleasingly, there were more positive surprises than negatives. 

We eagerly await the half yearly reporting season in February and as usual, we are in the process of 

finalising all necessary preparations so that we can be in a position to act decisively should we be 

presented with either good news, bad news or indifferent news. 

 

As investor partners may be well aware, we are still in the process of building up a good quality 

portfolio of businesses on your behalf. This is an ongoing process which requires 100% of our 

attention and efforts. Good opportunities are scarce, and it is our job to remain alert and well 

prepared. 

 

 

I have previously commented that there are broadly 4 categories of edge which CE will seek to 

exploit in its quest for above average long term returns.  

• Informational advantage – In the search for attractive investments it makes sense to look 

under as many rocks as possible. Building a large and diverse business reference library – 

both the physical and the mental variety – is also important. Along the way an opportunity 

may occasionally pop up in a small company or security where very few other people are 

paying attention. As Paul Sonkin, a wise and successful investor, once said, it definitely helps 

to “fish deeper [and] fish alone.” There is also some advantage to be gained by making one 

last phone call or reading one last document, and there will never be any substitute for 

doing the homework and knowing the facts. But it is hard to capture a meaningful advantage 

in an age with almost limitless information available at the touch of a finger to virtually 



everyone. Thorough informational research is critical to investment success but it is 

insufficient on its own. 

 

• Analytical advantage – Once all the information about an investment has been gathered, it 

is crucial to run it through the right filters, to distil the remainder by separating the relevant 

from the irrelevant, and to be thorough in considering all possibilities, even the unknown. A 

bull should know the bear’s argument at least as well as he does. But that level of analysis is 

the standard, not a point of relative advantage. A bigger advantage probably comes from a 

range of qualitative factors that might govern the outcome of the investment. Once the fact 

pattern is in place, what are the psychological forces and people-driven influences that 

might be masking the truth? This second stage of analysis is especially helpful in avoiding 

mistakes, and avoiding mistakes is perhaps our single biggest advantage over time. 

 

• Behavioural advantage – This is a crucial component of investment success but also the 

hardest to define and measure. We have to be both different and prudent, exercising an 

intentional but cautious contrarian streak. We have to be willing to sit on the sidelines when 

the party is roaring and also willing to act aggressively when times look tough. The biggest 

profits are made – and biggest losses are avoided – by a willingness to steer well away from 

the crowd, especially when there is a strong consensus about the right thing to do. An intent 

to stick to our knitting and avoid dumb, herd-like behavior is a simple strategy, but it’s not 

always easy in practice. Discipline, experience and accrued research knowledge rules the 

day. 

 

• Structural advantage – Our aim is to assemble and retain a group of like-minded and patient 

investor partners who understand our strategy. The fund has low fees, it avoids leverage, 

and it has a flexible mandate to pursue opportunities wherever the market offers them 

without regard to artificial parameters such as benchmarks, indices components, industry 

sectors, company sizes, dividend payers, etc .   

 

None of the above features may seem remarkable on their own, but taken together they 

nonetheless yield considerable results over a period of years. 

 

I also take this opportunity to remind all investor partners that the first performance calculation date 

will be 1 February 2015. The relevant performance period is the 15 months starting from 1 

November 2013 and ending on 31 January 2015. The benchmark is 7.5%, being 6% per annum 

benchmark prorated for 15 months. Thereafter, subsequent performance calculation date will be on 

the 1
st

 February every year. As at the date of this memorandum, CE’s NAV of 106.2 cents is a 6.2% 

performance which is under the benchmark of 7.5%. Accordingly, 1.3% will be carried forward for 

the next performance period, with a high water mark of 7.3% to be exceeded before any 

performance remuneration becomes applicable. 

 

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 


