
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 May 2017 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 31 May 2017 

50% 9.7% 41.3% 132 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 January 

2017 

19.7% 12.5% 7.2% 151.8 cents 

1 February 2016 

to 31 May 2017 

-1.5% 1.5% -3% 132 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 reporting 

period (12 months period from 1 February 2016 to 31 January 2017). 

6. The fifth row of the table provides a summary of CE’s performance for its fourth and current 

reporting period (period commencing 1 February 2017 to the date of this memorandum). 

7. *CE NAV is after payment of dividend and director fees in Feb 2017. 

 

The XAO started at 5420 on 1 November 2013 and ended at 5761 on 31 May 2017. In percentage 

terms, the XAO gained 6.3% for the 43 months period since the start of the CE fund. CE’s 

performance over the same 43 months period is 50%. 

 

For the month of May 2017, the XAO dropped 3.6%. The CE portfolio dropped 1% for the month.   

 

The cash component of the CE fund is just below 30%. 

. 

 



Thoughts on Indexing 

 

I have recently posted a blog article summarising my thoughts on the issue of indexing. 

 

The post can be found via this link:  

http://peterphan.blogspot.com.au/2017/05/musings-on-passive-investing-via-index.html 

 

In this memorandum, we continue with the second principle of value investing as set out by Li Lu in 

his speech at Peking University in 2015. If any investor partners wish to have a copy of this speech, 

please send me an email. 

 

Principle 2: Understand The Role of the Stock Market 

 

The stock market provides a place for stocks to be bought and sold. Unless one is dealing with very 

illiquid stocks, there is always someone quoting a price in the stock market. Consequently, one can 

purchase and sell a stock at any time when the market is opened, and in the case of daytraders or 

computer trading, it is also possible to buy and sell the same stock several hundred times a day.  

 

It is easy to be dazzled by the gigantic flow of money happening in the stock market every day. It 

does not require a huge leap of imagination to think of the possibility of these rivers of gold flowing 

our way. Even a fraction is enough to set us up for life, and it could happen with a mere click of a 

computer mouse. Who and where the gold comes from matters to us not, as our counterparties are 

faceless. 

 

Needless to say, reward for no toil is the sad habitual yearning affecting the human condition since 

the dawn of civilisation. It forms the bedrock of many lotteries syndicate worldwide. 

 

What is the correct way to understand the stock market?  Simply, it is a place where we go to buy 

parts of businesses whenever we wish to do so at the right price, and it is also a place where we go 

to sell parts of businesses whenever we wish to do at the right price. That is all. The stock market is 

only there to serve us by providing us with price quotations. The stock market can only give us a 

price on a stock, it can never tell us the value of the stock. 

 

The true understanding of the role of the stock market is intertwined with the principle of part 

ownership of a business. Are we renters of stocks always looking to buy and sell at prices dictated to 

us by the market, or are we owners of businesses willing to judge, value, even treasure stocks based 

on business performance? Which approach is sustainable? Which is correct?  

 

Li Lu believes that 95% of stock market participants are unwilling or unable to accept the first two 

principles. Why? Part of the blame lies with the external environment presented by the stock 

market. Firstly, a majority of participants have been fed a steady diet of academic finance, 

particularly the efficient market hypothesis, over the best part of half a century. Secondly, the 

perverse incentives in the stock market almost always detract and discourage participants from a 

long term ownership mindset in favour of a short term traders’ mentality. 

 

But most of the fault also lies within ourselves. We as investors are not always intellectually honest. 

Even worse, investors in aggregate are powerless or unwilling to hold fund managers to account. We 

will cover these behavioural aspects in future memorandums. (why do I not hear any hoorays from 

you people?) 

 



 

So What? 

 

At this stage, readers may be tempted to ask, so what? Understanding and accepting these first two 

principles do not help in the face of a dwindling retirement fund being smacked by a market 

downturn. Alternatively, the reader may feel that all of these are superfluous, because the portfolio 

is being buoyed ever upwards by a bull market. After all, as Mao Zedong said, it does not matter 

whether the cat is black or white, as long as it catches mice, it is a good cat. 

 

Unfortunately, the sad truth is that one can only ride the coat-tails of good fortune for a limited 

time. You will ultimately have to decide whether the black cat or the white cat is more reliable with 

mice catching over a long period of time. At CE, we are primarily focussed on a sustainable method 

of investing. Ultimately, the degree of success of a share portfolio will only be affected by two 

factors, firstly being the amount of excess capital that the businesses generate over a 5 to 10 year 

period, and secondly, the price that was paid for the shares. 

 

This brings us to the third principle, which we will cover in our next memorandum. 

 

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 


