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% 
FYTD 

% 
1 year 

% 

 
3 years 
% p.a. 

 
5 years 
% p.a. 

Since 
Inception^ 

% p.a. 

Sigma Emerging Companies Strategy* 7.8 7.8 13.3 7.6 8.3 7.3 

S&P/ASX Small Ord. Acc. Index 4.4 4.4 3.0 8.2 5.1 2.3 

Value added (detracted) 3.4 3.4 10.3 (0.6) 3.2 5.0 

  *Gross Performance. Past performance is not a reliable indicator of future performance. ^Since Inception: 1 January 2010 

Key points 

 Small Cap “value opportunity” clearly evident as traditional metrics remain compelling 

 Cyclical sectors expected to benefit as earnings bottom and risk appetite increases  

 Fund positioned for cyclical re-rating and away from lower return defensives 

 
Individual stock performance of note 

The Fund outperformed a rising small cap market in the 

September quarter, driven by a broad cross section of stocks 

that are expected to benefit from greater levels of 

infrastructure spend on the East Coast as well as a recovering 

mining capex cycle in WA. Hence, contractors and mining 

services were well sought after. 

Fund performance was driven positively by: 

 RCR Tomlinson (+33%), Decmil Group (+32%) Global 

Construction Services (+23%), MacMahon Holdings 

(+36%), Alliance Aviation Services (+29%) and Runge 

Limited (26%), all benefiting from the above capex thematic; 

 Programmed Maintenance (+64%) and Royal Wolf Holdings 

(+51%) were both subject to take over bids; 

 Speedcast International (+4%) announced a result that 

confirmed it was on track for its guidance and the fund took 

the opportunity to increase its position following a sell-off in 

the stock. This contributed to outperformance as we added 

to the position before the stock recovered during the quarter 

once the market digested the result; 

 Retailers, Adairs (+83%) and Lovisa Holdings (+44%) both 

contributed strongly to outperformance after delivering 

results that were well received by the market; 

 The absence of Mayne Pharmaceuticals (-39%) contributed 

to performance in a relative sense. 

Fund performance was driven negatively by: 

 HT&E (-21%), Evolve Education (-37%), Japara Healthcare 

(-12%) and Shaver Shop (-33%), all announcing 

disappointing results or trading updates during the quarter; 

 Pacific Energy (-20%) was weaker on concerns that it’s 

largest client, Newmont was retendering its power 

generation contract, as a result we reduced the size of the 

position to accommodate for this risk; 

 The absence of A2 Milk (+37%) which delivered a strong 

result hurt performance in a relative sense. The fund’s 

underweight to resource companies, predominately Mineral 

Resources, Whitehaven Coal, Galaxy Resources, Beach 

Petroleum and Pilbara Minerals also impacted performance 

adversely in a relative sense; 

Portfolio Changes 

Stocks Added 

Decmil (DCG) is a contracting business that was largely 

focussed on the Resources sector in WA and QLD. Over the 

last 2 years the company has successfully diversified into the 

East Coast and NZ infrastructure sector with capability in road 

building, renewables, defense, education and healthcare 

infrastructure. The company has written down the value of its 

Gladstone accommodation village to reflect the lower 

occupancy levels going forward. It has also sold its head office 

and now has net cash on the balance sheet with Net Tangible 

Assets of 90c which is supported by the village valuation. The 

current environment is improving in terms of work available 

with the company having a significant pipeline of work it is 

tendering on in both its traditional resource sector and 



 
 

infrastructure. Sigma believes that the company is on the 

verge of growing its earnings again after 2 years of negative 

earnings growth as the company has repositioned its 

business. We believe earnings growth is also sustainable over 

the next few years given the pipeline of work available. 

Swick Mining Services (SWK) is an underground drilling 

company that operates globally with its own unique mobile 

drilling rigs. It is currently experiencing strong operating 

conditions as resource companies step up exploration spend, 

and drill rig utilisation approaches 100%. The company is 

increasing drilling rates and expects to expand GM by 10-

15%. Feedback from resource companies corroborate the 

lack of drill rig availability and the increase in rates being 

experienced. The stock is currently trading on 8x FY18 PE. 

The company has also acquired 100% of ore-explore, which 

is a potentially disruptive technology to the assaying industry. 

It is more accurate and can provides real time data on drilling 

assays. The company is presently attempting to 

commercialise this part of the business. Sigma currently 

ascribes nil value to this asset. 

We initiated a position in Super Retail Group (SRG) following 

a 25% decline in the share price as investors reacted 

negatively to the entry of Amazon and risks to consumer 

spending. Investors have adopted a pessimistic view of both 

the cyclical and structural retail environment across several 

discretionary retail exposures providing us with an opportunity 

to acquire one of the stronger franchises within the sector at a 

material valuation discount. We regard the group as 

competitively strong in its three core divisions with the benefit 

of lower risk through diversification. The company has a good 

track record in managing cyclical sales volatility and its 

strategy to structurally improve business competitiveness 

remains sound. Record results in FY17 following a flat 

earnings period and strategic moves to refocus on its three 

leading retail brands confirm positive strategic and execution 

skills by management. 

MACA Limited (MLD) is a mining services company that 

focuses on open cut mining and civil infrastructure work tied 

to mines. The management team is strong and came through 

the mining downturn in a strong position due to a conservative 

and focussed effort. The company was undertaking a capital 

placement to support recent contract wins at Pilbara Mining 

and Ramelius Resources. We participated in the placement at 

$1.80 as it was trading well below our valuation. 

Tegel Group Holdings (TGH) is a NZ based processor of 

chickens supplying the grocery, food services and export 

markets. The company was floated through an IPO by Private 

Equity in which Sigma did not participate at A$1.42 per share. 

Post recent downgrades and subsequent share 

underperformance, we believe value is now evident with the 

stock trading on 11x compared to its listed rival Inghams at 

13x. The business has better margins and operates in a less 

competitive market in NZ compared to Australia, which allows 

for superior returns. 

Stocks Sold 

Gale Pacific (GAP) and Sunland Group (SDG) were sold 

due to valuation. 

Aveo Group (AOG) has been caught up in a media 

investigation claiming that its retirement village contracts are 

onerous towards retirees. The company to its credit has 

publicly responded to each issue in detail, which in itself was 

comforting. We believe that the company is not earning 

excessive returns given the capital intensity required in the 

business. We also believe many of the issues highlighted are 

isolated. We became concerned when the ACCC and the 

Minister for Aged Care said they would be investigating issues 

raised. This has also led for broader calls of regulation of the 

sector including a review of current pricing structures. We 

believe that the increased scrutiny has heightened the risk that 

the government may cap or limit returns in the sector, with a 

flow on impact into future profitability and asset values. This 

has led us to downgrade our industry score to account for the 

potential of increased regulatory risk. Our Valuation has also 

been cut by 20% to reflect the uncertainty until we get more 

visibility of any industry impact upon the existing business 

model. This reflects a 10% discount to NTA versus a 10% 

premium previously. 

Seven West Media (SWM) reported a low quality FY17 result 

with a disappointing outlook. We were expecting earnings to 

improve in FY18 following substantial losses on the Olympics 

during the year. A key risk to our investment thesis of profit 

recovery was overpayment for sports rights over the medium 

term resulting in material reduction in earnings potential from 

Seven Network. A weak outlook and substantial provisions for 

future rights costs confirmed this risk was playing out. 

Diminished profitability also adds financial risk at current 

levels of balance sheet debt. Following the result, we reduced 

our valuation materially and given an unfavourable risk reward 

trade off we exited the position. 

Infigen Energy (IFN) was sold after evaluating the impact of 

solar renewable power projects on the electricity market. 

Speaking with industry participants, has highlighted that solar 

has now become cheaper to install from a capital cost point of 

view versus wind and has lower operating costs. We expect 

the wave of solar power projects to impact both Large scale 

Generation Certificate (LGCs) pricing as these solar projects 

come on line as well as helping to alleviate rising energy 

prices in the medium term. Our other concern has been 

managements shift in business strategy from focusing on 

guaranteed output contracts with generators and moving into 

the Commercial market to transact directly with clients which 

increases the potential volatility around the earnings. The 

combination of lower forward energy prices and LGC prices 

has seen our valuation fall as well. 



 
 

Royal Wolf Holdings (RWH) was compulsorily acquired in a 

takeover. 

 

 

 

 



 
 

DISCLAIMER: Sigma Funds Management Pty Limited (ACN 137 097 075, AFSL 339901) does not give any warranty as to the accuracy, reliability or completeness of 
the information contained in this Monthly Commentary. This commentary is provided for information purposes to wholesale clients only. Accordingly, reliance should 
not be placed on this commentary as the basis for making an investment, financial or other decision. This commentary does not take into account your investment 
objectives, particular needs or financial situation. Past performance is not a reliable indicator of future performance. The Information Memorandum (IM) should be read 
in full before investing in the fund and is available upon request. © Sigma 2017. 
 
 
 

Top 5 active positions 
 

Stock Active weight % 

Overweights:  

IMF Australia  4.0 

Ingenia Communities Group 3.9 

Speedcast International 3.6 

McMillian Shakespeare 2.8 

Tox Free Solutions 2.4 

Underweight:  

NIB Holdings  1.5 

Metcash  1.4 

Charter Hall Group 1.3 

Shopping Centres Australia 1.1 

Steadfast Group 1.1 

Note: Active weights refer to positions above benchmark only. 

Sector allocation 
 

Sector Active weight % 

Industrials  9.2 

Consumer Discretionary  2.3 

Telecommunication Services  2.3 

Utilities  0.5 

Information Technology  (0.2) 

Financials  (1.8) 

Healthcare  (2.7) 

Materials  (4.6) 

Energy (5.2) 

Real Estate  (5.2) 

Consumer Staples  (5.7) 

Cash & Other 11.1 

Note: Active weights refer to positions above or below benchmark and 
represent average weights for the period. 

 

Strategy summary 

Sigma Emerging Companies is a ‘value based’ investment 
approach that specifically focuses on avoiding “value 
traps”, leading to: 

 Superior performance, 

 Lower risk, and 

 Increased consistency. 

What makes Emerging Companies unique? 

 Value-biased portfolio of 40 to 60 stocks 

 High conviction small cap positions: we back our ideas 

 Focused on downside protection through Sigma’s Value: 

Risk: Adjust investment approach 

What makes Sigma’s Emerging Companies 

Strategy different?  

Most investment management firms comprise distinct Large 

Cap and Small Cap teams with separate incentive structures 

and competing interests. In contrast, Sigma’s Large Cap and 

Small Cap teams are equal partners and completely aligned 

to the success of two interlinked strategies: Sigma Select and 

Emerging Companies. As the best Small Cap ideas are also 

high conviction holdings in Select, the whole investment team 

is focused on delivering outperformance. 

 

About Sigma Funds Management 

 Value-style Australian equities manager which aims to 
outperform without the downside of “value traps” through 
an investment approach called Value: Risk Adjust 

 Sigma is an investment partnership, 51% owned by 
Azimut, Italy’s leading independent asset manager with 
the Executive founders owning the remaining 49% 

Contact 

For more information contact AZ Sestante, the Strategy’s 
distributor, on +61 2 9093 1331. 

See also www.sigmafunds.com.au 

 


