
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 August 2016 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 31 August 2016 

54.6% 2% 52.6% 154.6 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 31 August 2016 

21.9% 9.7% 12.2% 154.6 cents 

 

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 until the date of this memorandum. It also compares 

CE’s 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 and current 

reporting period (period commencing 1 February 2016 to the date of this memorandum). 

 

The XAO started at 5420 on 1 November 2013 and ended at 5529 on 31 August 2016. In percentage 

terms, the XAO increased by 2% for the 34 months period since the start of the CE fund. CE’s 

performance over the same 34 months period is 54.6%. 

 

For the month of August 2016, the XAO dropped 2%. The CE portfolio increased by 8.1% for the 

month.   

 

During August 2016, we continued with several purchases and also sold one major position. The cash 

component of the CE fund is now just below 20%.   

 

As I said last month, the proof of the quality (or otherwise) of our stock selection will be revealed in 

the financial reports to be published in the month of August. I am pleased to say that overall, it was 

a rewarding season. More than half of the companies in the portfolio reported good results, about 

one quarter reported average results, and the last one quarter reported results below expectations.  

 



The Myth of Risks/Rewards Parity 

 

Investors often assume that high returns are always attended by high risks and low returns are 

always attended by low risks. Investors then bifurcate the analysis, grouping speculative stocks into 

the high RR category, and blue chips into the low RR category. Since a stock cannot go below zero, 

investors reason that one outsized win will compensate for many losses, hence the attraction of 

speculative, small cap story stocks. 

 

Whilst generally useful as a guide, the truth (as I perceive it) is far more nuanced. In betting, there is 

a system called Martingale. The basic idea goes like this. Think of a simple betting game of 50/50, say 

a coin tossing game, where you bet $1, and win $1 with heads, and lose $1 with tails. With the 

Martingale system, you double the previous bet each time you lose, and restart with $1 initial bet 

each time you win. With this system of betting, a streak of 10 successive losses means that your bet 

will blow out to $1,024, and after 20 successive losses, your bet size would have ballooned to just 

over $1 million. In theory, this system works if you have unlimited capital. In practice, capital is 

always limited. And once you run out of capital, the game naturally ends. 

 

The Martingale system illustrates simply that if an equal amount of risks is equal to an equal amount 

of returns (ie high risk-high return, low risk low return), then repeated betting will inevitably lead to 

total depletion of a limited pool of capital. If one believes in the law of high RR and low RR, then 

there is no point in investing.  

 

Thus, on a smaller scale, the concept of “high risks, high returns” is just a reflection of the Efficient 

Market Hypothesis. Most importantly, just like the proposition that the Efficient Market Hypothesis 

is often but not always true, it is also often but not always true that high returns are attended by 

high risks. There are exceptions, and it is our job to find them. 

 

Investors further compound the problem when they fail to:  1) Consider only the magnitude but not 

the probability of multiple events and 2) Confusing the concept of risk, forgetting that risk is related 

on a conceptual level with returns.  

 

Without boring you with more details, I am of the strong belief that the Graham-Dodd school of 

investing works precisely because it seeks to exploit situations where high returns can be obtained 

for relatively small risks. The classic situation of heads I win, tails I don’t lose much, courtesy of 

Mohnish Pabrai.  Looking on the bright side, the myth of high risks high returns is exactly the sort of 

sloppy thinking that we feel provides CE with an edge in the market. After all, in the land of the 

blind, the one eye manager is king.  

 

Since its inception, CE has closed out 13 trades. This is an average of roughly 4 trades per year, or 

one per quarter. In the context of frenetic trading taking place in the marketplace, this is positively 

glacial. Out of these 13 trades, we made money out of 9 and lost money out of 4. The average gain is 

roughly twice the size of the average loss, and the largest gain is 5x the largest loss. This does not 

account for dividends received. 

 

There are currently 19 open positions in the CE portfolio. We are in the green with 13 positions, and 

in the red with 6 positions. The average unrealised gain is over 1.5x the size of the average 

unrealised loss, and the largest unrealised gain is 1.5x the size of the largest unrealised loss. Once 

again, dividends received are ignored. 

 

High Returns, Low Risks. 

 



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 


