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Month 

% 
Quarter 

% 
1 year 

% 

 
2 years 
% p.a. 

 
3 years 
% p.a. 

 
4 years 
% p.a. 

Since 
Inception^ 

% p.a. 

Sigma Australian Shares 
Portfolio* 

(6.7) (10.2) (3.1) 5.9 13.7 10.8 3.9 

S&P/ASX 200 Acc. Index (7.8) (8.8) (3.2) 5.3 11.2 9.8 2.2 

Value added (detracted) 1.1 (1.4) 0.1 0.6 2.5 1.0 1.7 

*Gross Performance. Past performance is not a reliable indicator of future performance. ^Since Inception: 1
st
 July 2007 

Key points 

 Significantly overweight Diversified Miners and underweight Major Banks 

 Cyclical sectors expected to benefit as earnings bottom; avoiding expensive defensives 

 Fund positioned for US interest rate normalisation; while matching local market dividend yields 

 
Individual stock performance of note 

The Fund outperformed a falling market in August. Sims 

Metal Management (+21%) and BlueScope Steel (+21%) 

rallied after better than expected results and well received 

management plans to improve profitability. The big 

diversified miners, RIO Tinto (-2%) and BHP Billiton (-5%) 

also outperformed as they continued their run of delivering 

better than expected near term results driven by austerity in 

expenses and capital consumption. The absence of major 

index heavy weights ANZ Bank (-14%), Commonwealth 

Bank (-11%) and Westpac (-11%) contributed to relative 

performance. Regulatory driven capital raisings combined 

with softer than expected operating performance continues 

to pressure major bank stocks. The portfolio holding in 

regional, Bendigo and Adelaide Bank (-14%) was not 

immune, detracting from performance. While Origin Energy’s 

operating result was better than expected, the ongoing 

reassessment of the long term oil prices and increased 

capital investment into APLNG resulted in the stock declining 

by 24% to be the funds worst contributor for the month. The 

absence of Sydney Airport (+2.5%), Wesfarmers (-1.6%) and 

Scentre Group (-1.2%) all detracted from performance in a 

relative sense. 

Economic developments and markets 

The S&P/ASX 300 Accumulation Index returned recorded it 

worst monthly performance since October 2008, falling 7.7% 

in August, and wiping out previously positive CYTD returns  

(now -0.7%). The Market ex-Resources (-7.8%) modestly 

underperformed Resources (-7.2%) with Banks (-11.7%) the 

key drag. The Small Ordinaries Accumulation Index 

outperformed the S&P/ASX100 by 3% to be down 4.9%. The 

Small Industrials Accumulation Index outperformed the 

S&P/ASX 100 Industrials Index by 3.8%, while the Small 

Resources Accumulation index also underperformed the 

S&P/ASX100 Resources index by 1.3%. 

The focused turned from Greece (after securing another 

bailout) to China as the People’s Bank of China shocked 

markets on 11
th
 August with an unexpected devaluation of 

the its currency, implemented through a change to a more 

‘market-oriented’ way in which the yuan’s daily trading band 

is calculated, triggering a 1.9% fall in the yuan, the biggest 

one-day drop since China ended a dual-currency system in 

January 1994. The move was seen by many as an attempt 

by Chinese authorities to boost their exports to counteract a 

faltering economy. 

The Chinese equity market’s volatile ride continued with the 

Shanghai Composite Index down 12.5% at month end after 

being down 20% intra-month. Concern around broader 

economic impacts mounted as PMI readings contracted for a 

sixth consecutive month, the worst reading since March 

2009. Industrial production for July grew at a worse than 

expected 6.0% y/y, while exports fell a much worse than 

expected 8.3% y/y. In response the PBoC announced 

another 25 basis point cut each in the benchmark lending 

rate and the deposit rate (the fifth such cut in nine months) 

and lowered the Reserve Requirement Ratio for banks by 

another 50 basis points (the fourth such cut in seven 

months). Late in the month the Chinese authorities took and 



 
 

 

unprecedented step of imposing a ceiling for local 

government debt. 

Commodity markets were again generally weaker on the 

back of the deteriorating outlook for China and sluggish pace 

of global growth. Oil experienced a roller-coaster ride during 

the month, touching a 7 ½ year low of US$42.70 per barrel 

(Brent) on 24
th
 August (WTI fell below US$40 per barrel) 

before rebounding by an extraordinary 27% to finish the 

month higher.  Elsewhere iron ore managed to post a gain 

during the month (+5%), as did gold (+3%). The A$ fell 

relative to most major currencies and by 3% against the US$ 

on a weakening economic backdrop in China. 

US economic data remained generally strong during the 

month. The ISM manufacturing index for July fell to a still 

strong 52.7, while the non-manufacturing ISM index for July 

jumped to a very strong 60.3 (consensus: 56.2, previous: 56) 

Durable goods orders for July rose to a much stronger than 

expected 2% (consensus: -0.4%) with prior months revised 

up. Q2 real GDP growth was revised up to a 3.2% 

annualised rate from an initially reported 2.3%. Non-farm 

payrolls for July rose 215k (consensus: 225k) and the 

unemployment rate remained unchanged.  

Global government bond yields generally fell for most of the 

month on rising risk aversion. Australian 10 year government 

bond yields finished the month lower, US were little changed 

and European yields finished higher. 

On the domestic economic front, private new capital 

expenditure (volumes) for Q2 fell a much worse than 

expected -4.0% q/q or -10.5% y/y (consensus: -2.5% q/q, 

previous: -4.7% q/q), the weakest y/y number since the last 

recession ended in 1992. However the estimate of nominal 

capex intentions for FY16 was upgraded to $115 billion 

(consensus: $111bn). While employment for July rose a 

stronger than expected 38k m/m (consensus: +10k), the 

unemployment rate surged to a 13 year high of 6.3% on 

higher participation. The wage price index for Q2 rose +0.6% 

q/q for 2.3% y/y to a record low y/y pace. 

Portfolio changes and outlook  

Australian Shares relative valuation upside currently stands 

at 32%, a since inception high. In absolute terms, the 

portfolio has 34% upside relative to the market which is fairly 

valued (+2%) in our view (see graph). While the portfolio 

remains attractive on valuation grounds, our business risk 

metrics are the least attractive since inception. This has been 

the case for some 18 months, and as communicated in our 

quarterly strategy reviews we fully expect more volatile 

outcomes relative to market (as recent performance 

indicates), however we continue to believe the valuation 

upside will more than compensate for the volatility.  

Reporting season was the key focus for the month with 

earnings slightly below expectations. In particular, offshore 

earners disappointed against market expectations for FY16 

guidance with CSL, Ansell and Computershare clearly in this 

camp. Banks were also weaker than the market (-12%) as 

the implications of future capital raisings combined with a 

weakening earnings environment are factored into share 

prices. We continue to expect ongoing capital accumulation 

to be a headwind for EPS and DPS growth in the near term, 

with declining “ROE” to potentially pressure payout ratios. 

The diversified miners, Rio Tinto and BHP Billiton both 

delivered outstanding underlying results due to the new era 

of austerity. The new management teams remained clearly 

focused on driving better returns for shareholders. While 

payout ratios remain elevated, strong margins and balance 

sheets at the bottom of the cycle places both businesses in a 

great position to strengthen their market positions and 

capture future “commodity strength”. 

Orica issued a profit warning as the new CEO reset earnings 

providing an opportunity to top up our holding. Volumes are 

the key drivers for explosive earnings and should continue to 

be supported in an era of expanded production. While the 

dividend may be at risk of reset, the already low payout ratio 

of 65% (pre-earnings) downgrade, means the reset is likely 

to be small. 

While Origin Energy’s (ORG) FY15 result was better than 

expected the increase in capital expenditure guidance on 

APLNG of another $550m and a reassessment of long term 

oil prices led a 13% drop in the share price on the day. The 

guidance for FY16 was also disappointing as the “strong 

domestic gas” position that was expected to drive earnings 

ex-APLNG is being further diluted by further electricity 

market woes. ORG’s has $5bn of capital invested in mostly 

gas fired peaking plants that is currently generating very little 

in the way of returns. Coupled with $8.5bn invested in 

APLNG that is likely to deliver much lower than expected 

earnings due to a lower oil price, and a growing debt pile 

($10bn+) the likelihood of a capital raising has increased 

substantially. The position was cut to a smaller overweight as 

Santos’s near “certain” capital raising post the CEO 

departing and the Chairman flagging asset sales is likely to 

pressure the stock price near term. While the stock is 

undervalued, the near term headwind is likely to provide a 

future opportunity to reweight. 

 

 

 

 

 

 

 



 
 

 

Stocks Added 

Nil  

 

Stocks Sold 

Henderson Global Investors (HGG) is a global investment 

manager based out of London. The fund initiated a position 

in HGG during the European crisis when the stock was 

below trading below $2 per share, well below our 

assessment of fundamental value. The business through well 

timed “bottom of the market” acquisitions had been 

transformed over recent years from being a predominantly 

“wholesale” based asset manager to a retail funds manager 

with higher margins and longer duration customers. The 

stock was sold during the month on valuation grounds at 

prices above $6, as we believe transformation has now being 

reflected. 

 
Woodside Petroleum (WPL) the largest and lowest risk oil 

company in the Australian market was sold on valuation 

grounds during the month. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Pricing Metrics 1-Yr  

PE 

Net 
Div. 

Yield 

Price/ 
Book 
Value 

Price  

to NTA 

Australian Share 
Fund 

13.1 4.9% 1.1 1.8 

S&P/ASX 200 15.0 4.8% 1.8 2.6 

Date Aug-15 Aug-14 Aug-13 Aug-12 

Stock Numbers 25 25 30 37 

Active Share 71.1% 61.6% 46.9% 49.3% 

Source: Sigma estimates, GS Portfoliowise
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Top 5 active positions 

Stock Active weight % 

By Large Cap stocks:  

Harvey Norman Holdings  4.8 

Rio Tinto  4.7 

AMP 4.6 

Bank of Queensland 4.5 

Bendigo & Adelaide Bank 4.5 

By Small Cap stocks:  

Nine Entertainment  2.2 

Seven West Media 1.4 

Slater & Gordon 1.0 

G8 Education 0.9 

McMillian Shakespeare 0.6 

Note: Active weights refer to positions above benchmark only. 

Asset allocation 

Sector Active weight % 

Materials  8.3 

Consumer Discretionary  7.2 

Financials ex-Real Estate  2.0 

Information Technology (0.8) 

Utilities (1.6) 

Industrials (1.7) 

Energy (3.1) 

Consumer Staples (3.2) 

Health Care  (4.6) 

Telecommunications  (5.1) 

Real Estate (6.9) 

Cash & Other 9.5 

Note: Active weights refer to positions above or below benchmark. 

 

Strategy summary 

Sigma Select is a concentrated ‘broad-cap’ strategy 

blending the highest conviction stock ideas from Sigma’s 

Large Cap and Small Cap investment teams, leading to: 

 

 Superior outperformance, 

 Lower risk, and 

 Increased consistency. 

What makes Sigma Select unique? 

 Concentrated, value-biased portfolio of 20 to 40 stocks 

 Broad investment universe (ASX 300) increases alpha 

opportunities and diversification benefits 

 Timely execution of Small Cap exposure (up to 25%) to 

capture beta opportunity 

 Efficient alpha extraction from holding meaningful Small 

Cap positions 

 Focus on downside protection: cash allocation (up to 

25%) varies according to market outlook 

 

 

 

Why aren’t other investment management firms 
doing this?  

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 the Select strategy. 

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 

 Independent and majority employee-owned firm founded 

in 2009 by six experienced investment professionals 

who previously worked together at a leading global 

investment manager 

Contact 

For more information contact Pinnacle Investment 

Management, the Fund’s distributor, on 1300 010 311. 

See also www.sigmafunds.com.au  

 

 

DISCLAIMER: This document was prepared by Sigma Funds Management Pty Limited (ACN 137 097 075, AFSL 339901) 

(‘Sigma’). Sigma does not give any warranty as to the accuracy, reliability or completeness of the information contained in this 

document, and any persons relying on this information do so at their own risk. This document is provided for general 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 document has been prepared without taking account of any person’s objectives, 

financial situation or needs, and because of that, any person should before acting on the information, consider the 

appropriateness of the information having regard to the their objectives, financial situation and needs. 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 2015. 

http://www.sigmafunds.com.au/

