
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 July 2017 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 31 July 2017 

50% 6.5% 43.5% 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 2017 

to 31 July 2017 

-1.5% 1.7% -3.2% 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. These payments 

“resets” the NAV from 1.52 to 1.34. 

 

The XAO started at 5420 on 1 November 2013 and ended at 5774 on 31 July 2017. In percentage 

terms, the XAO gained 6.5% for the 45 months period since the start of the CE fund. CE’s 

performance over the same 45 months period is 50%. 

 

For the month of July 2017, the XAO was slightly up/flat. The CE portfolio was slightly down/flat for 

the month. 

 

The cash component of the CE fund is just below 19%.  



 

In July, we have uncovered further stocks trading at very low prices and have bought a few. This 

comprise of our diversified basket of mediocre businesses trading at statistically low values.  Whilst 

we would have loved to load up on quality businesses, the prices on offer at this time do not provide 

us with an adequate return or margin of safety going forward. We have to exercise patience and 

wait for our fat pitch. In the meantime, our diversified basket of cheap stocks is likely to earn us a 

return at very low risks at a rate likely to far exceed the cash rate. 

 

August is reporting season. We do not expect a lot of surprises from our core group of stocks, which 

we expect to have yet again increased their intrinsic value. 

 

Principle 4: Stay Within Your Circle of Competence 

 

The fourth principle in value investing as set out by Li Lu is to stay within our circle of competence 

(assuming that one exists in the first place). The basic idea is that through hard work and experience 

over a long period of time, it is possible for an investor to build up a deep understanding of a 

particular discipline/business/company. This area of strength enables an investor to make better 

judgments of future developments. As per Charlie Munger: “my guesses are better than yours.” 

 

The unique strength of every investor lies within their circle of competence. The most important 

part of this circle is the boundary.  I would go further in saying that a prudent investor will always 

strive to stay within the heartland of this circle, and to try to avoid getting too close to the boundary 

if at all possible.  We try not to fool ourselves, because we are the easiest person to fool.  

 

Over many years of experience, with hard work, investors can keep extending their own circle of 

competence. This obviously makes them better investors with a larger opportunity set at any given 

time.  Even so, it is impossible to know everything about everything, especially on future events 

taking place in something as chaotic and complex as a business and economic environment. This is 

the reason why investing must take place with a large margin of safety- principle 3.  

 

Identifying a circle of competence together with the effort required to define and expand this circle 

is a challenging endeavour which takes time and hard work over a long period of time. The 

temperament required, the time and effort involved, together with the toxic external environment 

involved in share investing, will virtually ensure that the true practice of value investing can only be 

mastered by the very few.  

 

I am privileged to have the support of my fellow investor partners as we embark upon this long 

journey in value investing. 

 

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 


