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Return Objective 

The fund aims to outperform the S&P/ASX Small Ordinaries 

Accumulation Index by 5% pa over 3-5 year periods. Suggested 

minimum investment time frame is at least 5 years. 

Fund Characteristics 

The fund will typically invest in a portfolio of 30-60 stocks outside 

the S&P/ASX100 companies. If a stock position moves into the 

S&P/ASX100 Index the fund can continue to hold the stock up to 

one year from the date of inclusion. The fund may have cash 

holdings up to 20% of the Fund’s value to actively protect 

investors’ capital where equity market opportunities are 

unattractive and to manage liquidity. The fund will have a 

maximum deviation of 5% from a stock’s weighting in the 

S&P/ASX Small Ordinaries Index. 

Investment Strategy 

Sigma’s Investment Approach focuses on answering two key 

questions: Are the probabilities in our favour, or in other words, 

is the business undervalued? If so, how much capital do we 

allocate, or what is the weighting in the portfolio? 

Investment Process 

A five step investment process is used to achieve the Return 

Objective of 5% pa above the benchmark over 3-5 year periods 

while taking on less risk than the market overall: 
 

Step 1 – Initial Screen – Defining the investable universe 

Companies with less than $100m in market capitalization and no 

historical or forecastable earnings are excluded. 
 

Step 2 – Stock Ranking – Initial Valuation and Business Risk 

Assessment 

Companies are ranked by valuation metrics (using market based 

EV/EBITDA, PE, Dividend Yield).  Four business risk factors are 

scored - the Industry in which the company operates, the 

company’s Business Franchise, the company’s Management and 

Capital Management.  The top 50% of stocks ranked by valuation, 

are then re-ranked based on a 50/50 combination of the 

valuation and business risk assessment to prioritise research. 
 

Step 3 – Stock Selection – Refining the probabilities 
 

Valuation – Determine if the “Maths are in your favour” 

Each of the prioritised companies in the research universe is 

subject to more detailed analysis.  This encompasses both valuing 

the business and validating the business risk assumptions. The 

earnings estimate for valuation is determined by the individual 

portfolio manager responsible for each stock. If the valuation is 

favourable and business risk assumptions are confirmed, the 

stock will make it through to the portfolio construction phase.   

 

Business Risk Assessment – Risk Adjustment 

Understanding the inherent stability of the business and the 

range of valuation outcomes is the primary focus of the business 

risk assessment.  Each of the business risk assessments are 

further refined and agreed by the portfolio managers.  The 

business risk factors are paramount in terms of arriving at the 

valuation, and also in determining the ultimate size of the 

position in the portfolio. 

 

Step 4 - Portfolio Construction – Maximising the probability of 

achieving the Return Objective  

The final portfolio is driven by the ranking of the stock, its 

liquidity and the business risk assessment which helps determine 

the size of the position. Generally speaking, the higher the rank 

the larger the holding subject to the risk factors outlined above. 

This results in the appropriate relative weightings between stocks 

to maximize the probability of achieving the Return Objective. 

The portfolio managers agree on inclusion and relative weighting.   

 

Step 5 – Portfolio Risk Control 

The portfolio is then refined to ensure that there are no 

unintended risks in the portfolio and that there is sufficient 

diversification from a risk control perspective. 

The key to our investment process is discipline and simplicity. 

Simple models and tools are used reflecting a conscious decision 

to walk a middle path that combines the best of academic theory 

to provide a sound framework with the practicalities of human 

endowments in thinking and decision making.  

Discipline is paramount, with inputs into the process carefully 

monitored and the outputs carefully assessed, with an 

unrelenting focus on process. Experience has taught us that 

better than average performance can be achieved over the 

medium to longer term if you remain disciplined in your process. 

How to Invest 

To find out how to invest with Sigma Funds Management contact 

our distribution partner - Pinnacle Investment Management - on 

1300 010 311, or email us at invest@sigmafunds.com.au 
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Investment Philosophy 

 

Our investment philosophy is simple: To invest in a broad range of undervalued businesses with a bias towards those with lower 

business risk. Our investment approach is Valuation Driven with a clear focus on Risk Adjusted returns. Through experience, we believe 

following such a strategy will achieve our objective of delivering above average market returns with lower than average levels of 

market risk over the medium to longer term. 
  

As investors we are focused on business fundamentals first and foremost, and our task boils down to understanding the variant 

perception in the market place relative to the value of the business. In other words we are contrasting market psychology, or market 

expectations, against our understanding of business fundamentals or business value to determine the probability of achieving our 

return objective. 

 

Sigma’s Six Investment Tenets 

The approach we take to deliver investment performance is 

summarised through Six Tenets that fundamentally underpin our 

investment framework: 
 

Tenet 1: Return Objective: Sigma targets returns above the index 

benchmark over the medium to longer term while taking on less 

risk than the market overall.   
 

Tenet 2: Fundamental Assessment of Risk: Sigma assesses risk in 

a business or fundamental sense measured relative to the 

business universe. A quantitative and qualitative approach is 

employed to derive our expectations for returns and the 

associated level of business risk. 
 

Tenet 3: Targets Market Inefficiency: Sigma’s framework targets 

attractive risk-adjusted returns or market inefficiency where our 

perceptions of risk and return are sufficiently different to the 

market. This approach achieves returns with lower than average 

market risk. 
 

Tenet 4: Medium Term Investment Timeframe: Sigma defines 

the medium to longer term as a 3-to-5 year timeframe over 

which period we are more certain the fundamentals for the 

portfolio as a whole will be recognised by the market. 
 

Tenet 5: Portfolio Construction Starts with Valuation: The first 

step in Sigma’s process requires a comparison and selection of 

stocks on the basis of valuation. Expensive stocks are excluded 

from consideration. This is crucial to maximising the achievement 

of our Return Objective as the “maths are in our favour”. 
 

Tenet 6: Sigma’s Portfolio Construction Concludes With Risk 

Adjustment: The final step in the process focuses on the risk-

return or business risk-valuation trade-off of the undervalued 

stocks to derive the relative weightings in the portfolio. This step 

is crucial in maximising the probability of achieving the Return 

Objective.   
 

Sigma’s Investment Philosophy, Approach and Process document 

expands on the above summary to provide improved 

transparency to our investor base. For further information on our 

approach, business model and the document please contact us. 
 

 

Why invest with Sigma? 

The following six points highlight Sigma’s key sources of 

competitive advantage: 
 

Proven Performance 

We have a demonstrated track record of outperformance across 

Large and Small Cap Australian Equity mandates.  Importantly, 

the investment approach and process has been thoroughly tested 

through difficult financial and economic circumstances. 
 

Experienced Team with Continuity 

There is no substitute for experience.  Sigma averages 21 years 

investment experience per investment manager across the entire 

team of six. We are a strongly resourced team, with substantial 

depth and diversity, and the discipline to implement a well 

thought out process. Importantly, the existing team has worked 

and performed together prior to establishing Sigma. 
 

Valuation Focused Investment Approach  

The approach to achieving the Return Objective is clearly 

articulated with consistent valuation methodologies applied to 

each investment opportunity. Market inefficiencies, where our 

perceptions of risk and return are sufficiently different to the 

market are explicitly identified, tested and weighed.  Our focus 

on attractive valuations and bias to companies with lower 

business risk, results in lower business volatility, allowing us to 

deliver performance across the full investment cycle. 
 

Partnership 

We are structured and managed as an investment partnership, 

providing the right environment and structure for a team of 

professionals to deliver sustainable performance. 
 

Sustainability 

We are well aware of capacity constraints and have no 

institutional imperative of gathering large sums of funds under 

management. Furthermore, our Shareholders’ Agreement 

regulates important long-term business issues, such as succession 

planning, upfront. 
 

Conviction   

Sigma is an investment partnership, 51% owned by Aziumt, Italy’s 

leading independent asset manager with the Executive founders 

owning the remaining 49%. The investment team are aligned and 

focused on delivering investment excellence. 
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