
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  29 February 2016 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 29 February 

2016 

26.9% -8.7% 35.6% 126.9 cents 

1 November 2013 

to 31 January 

2015 

6.2% 2.4% 3.8% 106.2 cents 

1 February 2015 

to 29 January 

2016 

19.4% -9.2% 28.6% 126.8 cents 

1 February 2016 

to 29 February 

2016 

0% -1.86% 1.86% 126.9 cents 

 

Welcome to the commencement of the third reporting period for CE. As a matter of clarification and 

to aid in understanding the tables above: 

 

1. CE commenced on 1 November 2013 with shares issued at $1 per share, backed by $1 of 

cash per share. 

2. The first row of the table above provides a summary of CE’s performance since its 

commencement on 1 November 2013, and compares the performance with the benchmark 

All Ordinaries index over the same period. 

3. The second row of the table provides a summary of CE’s performance for its first reporting 

period (15 months period from 1 November 2013 to 31 January 2015).  

4. The third row of the table provides a summary of CE’s performance for its second reporting 

period (12 months period from 1 February 2015 to 29 January 2016). 

5. The fourth row of the table provides a summary of CE’s performance for its third reporting 

period (12 months period commencing 1 February 2016). 

 

The XAO started at 5420 on 1 November 2013 and ended at 4948 on 29 February 2016. In 

percentage terms, the XAO dropped 8.7% for the 28 months period since the start of the CE fund. 

CE’s performance over the same 28 month period is 26.9%. 

 

For the month of February 2016, the XAO lost 1.86%. The CE portfolio is unchanged.  There are no 

significant changes to the portfolio. However, with share disposals outweighing purchases, together 

with new contributions from members, the cash component of the CE fund is now 28%.  

 

Director Fees 

Even though the cumulative performance of CE since inception has given rise to director fee 

entitlements under the terms of the Information Memorandum, the directors of CE have resolved to 

defer the calculation and conferment of directors’ fees until 1 February 2017.  



 

A quick and dirty word on risks 

 

I have talked about risks on many different occasions. To reiterate, I consider risk to be permanent 

destruction of capital. This usually happens when the value of a business purchased becomes less 

than the price paid. For example, if I have paid $200,000 for a cafe which makes a profit of $40,000 

per annum, assuming that such 5x multiple is the current market price for similar cafes in the area. If 

something happens which permanently reduces the profit of the cafe to $10,000 per annum, then 

that becomes a permanent loss of capital.  

 

On the other hand, I do not consider risks to be fluctuations in market quotations. For example, in 

the case of the cafe above, if the cafe continues to make a profit of $40,000 per annum, its value is 

not diminished just because someone decides to sell a similar nearby cafe for $100,000. 

 

The main problem is that risks properly viewed in this manner are difficult to report or communicate 

in a concise manner.  Risks are not amenable to simple numbers. Risk assessment is usually 

qualitative and probabilistic. However, it is by far the most critical factor when one wishes to judge 

the quality of long term returns. A manager taking high risks with your capital may report stunning 

figures period after period when the risk taking results in a positive outcome over the short term. 

However, over a long period of time, repeated assumption of such high risks will result in destruction 

of capital. To quote Buffett, anything multiplied by zero is still zero. Or to wit Munger, if you mix 

raisins with turds.... 

 

Our philosophy at CE is quite simple. We are aiming to make the best returns at the lowest risk 

possible. As the market is usually efficient most of the time, risk is usually commensurate with 

return, resulting in a zero sum gain over the long term. Our job is to find the rare occasional 

mispriced bets, where the probable returns outweigh the probable losses by a significant margin. If 

this is executed consistently and persistently over an extended period of time, good returns aided by 

the power of compounding will work its magic on the bottom line. 

   

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.   

 

Thank you for your trust and confidence in us. 

Regards 

Peter Phan 

Director, Castlereagh Equity Pty Ltd 


