
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  30 June 2015 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 

30 June 2015 

9.2% 0.7% 8.5% 109.2 cents 

1 February 2015 

to 30 June 2015 

2.8% -2% 4.8% 109.2 cents 

 

The XAO started at 5420 on 1 November 2013 and ended at 5457 on 30 June 2015. In percentage 

terms, this was a rise of 0.7% for the period.  In other words, the XAO went nowhere over a period of 

20 months. CE’s performance over the same period is 9.2% during the same period. 

 

Taking things from the commencement of 1 February 2015, the XAO started at 5552 on 1 February 

2015 and ended at 5457 on 30 June 2015. In percentage terms, the XAO decreased by 2% for this 

five months period. CE started at 106.2 on 1 February 2015, and ended at 109.2 on 30 June 2015, 

such being with an increase of 2.8% for the same period.  

 

Investor partners may note that for the month of June, the CE portfolio and the XAO both declined 

by a similar amount.  

 

Mr Market appears to be unusually moody this month of June. 

 

There were three event types which affected the nominal value of the CE portfolio this month. The 

first event type is earnings downgrade. Two of our biggers holdings announce small profit 

downgrades, and one of them we had fully expected. For the main, the reduced earnings were less 

than 5%, and came about partially as a result of continued reinvestment by management to shore up 

the future. Statistically, these are expected and in a long holding period of 5 to 10 years, would be 

seen in hindsight as just a minor blip, if it is visible at all. The market reaction was savage, wiping out 

over 25% of the share prices within 2 days, when in reality, the intrinsic value of the businesses has 

hardly changed. When Mr Market presents us with good prices, we often graciously accept the 

generous offer, and we are not perturbed if Mr Market continues to sell his goodies at even lower 

prices after our purchase. 

 

On the flip side, we have had several of our holdings which provided significant earnings upgrade or 

significant news events such as contract wins. Given the neglected or unloved nature of these 

holdings, the share price did not move to any significant extent in response to the positive news. 

This is the nature inherent in our investing methodology. It is part of the reason why I keep 

repeating that patience is a very important investing edge. We focus on the value continually 

generated by the business, instead of a fluctuating share price. Over a reasonably long period of 

time, the share price and the underlying value will always converge.  

 

The second event type which affected our portfolio was a capital raising. Typically, capital raisings 

dilute existing shareholders and are viewed negatively. However, as observed in the actions of smart 



management such as Singleton during his reign as CEO of Teledyne, and on our local shores, Alf 

Moufarridge of Servcorp, when expensive shares are issued to purchase cheap earnings, good things 

happen for existing shareholders. In the words of Warren Buffett, our managers thought clearly 

about the value of what they are giving up in return for what they are getting.  

 

 The third event type is a takeover offer. Typically viewed negatively for the acquirer, and positively 

for the acquiree. This is deservedly so, as numerous research has shown that the majority of mergers 

and acquisitions do not work as well as promised, and usually results in more value being transferred 

to acquirees than the value gained by the acquirer.  Nevertheless, a tool wielded by smart 

management often results in value gained. In our case, the takeover was done in circumstances 

which are not favourable for the acquiree, with a fair price offered in exchange for nearly twice the 

value gained. At this stage, the transaction has not finalised yet, and we will comment more once 

that has been achieved.  

 

For a period of just under two years now, the CE share portfolio has proven its robustness in the face 

of increased volatility and swings in the general market. We believe that the inherent quality of our 

holdings together with our cheap entry prices provided us with some degree of insulation. Given the 

above, investor partners have many reasons to be optimistic about the CE share portfolio moving 

forward. 

 

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 


