
To: Investor Partners of Castlereagh Equity Pty Ltd 

From:  Peter Phan 

Date:  31 August 2017 

Re: Monthly Update 

 

 Castlereagh Equity ASX All Ordinaries Relative 

Performance 

CE Net Asset 

Value 

1 November 2013 

to 31 August 2017 

50.5% 6.5% 44% 132.5 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 August 2017 

-1.1% 1.7% -2.8% 132.5 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 5776 on 31 August 2017. In percentage 

terms, the XAO gained 6.5% for the 46 months period since the start of the CE fund. CE’s 

performance over the same 46 months period is 50.5%. 

 

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

month. 

 

The cash component of the CE fund is approximately 15%.  



I am currently digesting the flurry of reports out this August reporting season. The CE portfolio for 

this reporting season is overall satisfactory. However, average figures are as misleading as the 

average condition of a man with his feet in ice water and his head on fire.  We have a few companies 

which did very well but on the flipside, we have quite a few names which disappointed. Market 

conditions are such that punishment meted out to disappointers is severe and disproportionate to 

the impairment of intrinsic value (if any). The severity of the price falls from my bloopers far 

exceeded the price gains from my lucky winners.  

 

Despite the above, CE ended up with a satisfactory result mainly because the portfolio is more 

concentrated on the winners and less concentrated on the losers.  Nevertheless, it would have been 

far more preferable to have avoided the losers in the first place. We do own several shares which 

are encountering temporary issues but priced by the market as permanently impaired. This should 

right itself in due course via an increase in prices as operating performance improves, and the 

presence of good management increases our confidence of this outcome. This is nothing new to us. 

We have held shares in Flight Centre (FLT) and Clydesdale Bank (CYB) for nearly 3 and 2 years 

respectively, and at one stage or another during this holding period, the market was pricing them as 

if they will be going out of business soon. 

 

Several months ago, CE’s cash position was nearly 30%. I have since deployed half of our cash into 

new positions. I expect that these positions will play out to positive outcomes within a 3 year period 

as usual. In the meantime, patience is required. 

 

Growth is Sexy Again 

 

Over the last 2 to 3 years, investors appear to have fallen in love with growth stories yet again. The 

usual premise is the familiar sounding refrain that businesses with promising futures are businesses 

which chase growth at the expense of shareholders return.  Instead of clicks and eyeballs, the 

phrases  du jour are now technology platforms, software as a service and customer capture.  

 

Valuations are starting to get extreme in certain areas of software and technology. We have names 

trading at over 10 times forward revenue, and in most cases with few exceptions, there is no 

profit/excess cash/excess capital to speak of as every single cent is ploughed back into the business 

to gain more revenue. What is even more concerning is that some of these companies are going 

back to the market repeatedly to raise capital. Of course, the enamoured market is more than willing 

to stump up the money. 

 

This just goes to show that in the stockmarket, history never repeats, but it certainly rhymes. If 

readers have been following up on current work in behavioural psychology, it becomes clear that 

investors in aggregate do not learn to modify behaviour based on historical lessons.  

 

On the other hand, I am mindful that the basic premise of any bubble almost always have an 

element of truth to it. Some of these businesses are operating in areas where the moat is getting 

wider every day, and unlikely to be breached other than due to unforeseeable disruptive factors. 

Truth be told, CE will be a willing long term shareholder in at least 3 of these companies at the 

correct price. Whilst others are drawn by the excitement of nascent industries, I believe it is more 

profitable to focus on things that are quite unlikely to change. 

 

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 


