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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* 

2.9 (2.1) 4.6 11.4 16.9 11.9 4.9 

S&P/ASX 200 Acc. Index 4.4 (0.7) 5.7 11.0 15.1 11.5 3.3 

Value added (detracted) (1.5) (1.3) (1.1) 0.5 1.8 0.5 1.6 

*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 underperformed a rising market in July. BlueScope 

Steel (21%) recovered recent price falls, notwithstanding 

lower hot rolled coiled prices (-9%). Qantas (19%) continued 

to rally in anticipation of much improved results and lower oil 

prices. While Henderson (+11%) rallied on the expectation of 

a solid result subsequently delivered in early July. Major 

index heavy weights Commonwealth Bank (+3%) and ANZ 

Bank (2%) lagging on no news were the top contributors to 

performance in a relative sense. Seven West Media (-11%) 

fell again as the structural media concerns remain. Orica fell 

(-9%) in response to a plant closure highlighting oversupply 

and Sims Metal (-9%) was weaker in response to a 19% 

drop in the Asian scrap prices and a US peer reporting 

weaker results. The absence of CSL (+14%) and Westpac 

(+8) detracted from performance in a relative sense. 

Economic developments and markets 

The S&P/ASX 300 Accumulation Index returned +4.3% in 

July, recovering some of the 5.3% decline registered in June 

(CYTD +7.6%). The Market ex-Resources (+5.5%) 

outperformed Resources (-2.0%) led by Healthcare (+9.4%), 

Consumer Staples (+7.5%) & Insurance (+6.8%). The Small 

Ordinaries Accumulation Index underperformed the 

S&P/ASX100 by -3.0%. The Small Industrials Accumulation 

Index and the Small Resources Accumulation index also 

underperformed their respective S&P/ASX100 counterparts 

by -2.0% and -7.6% respectively. 

Greece was again a key focus of global equity markets. After 

securing a “no” vote in a referendum on its creditors’ 

proposed reform package, the Syriza-led government 

subsequently caved in, agreeing to rush through long 

resisted economic reforms in order to access a new €86bn 

bailout and stay in the Eurozone. However, negotiations 

were continuing at month end and with still no agreement 

reached on key issues such as debt relief. European equity 

markets were generally stronger (German DAX +3.3%, 

France CAC40 +6.1%, Italy MIB30 +4.8%), supported by 

positive earnings reports and M&A activity. 

US economic data was generally strong during the month. 

Both the manufacturing and non-manufacturing ISM index 

rose to levels indicating strength in the US economy. Non-

farm payrolls for June rose by 223,000 (consensus: 233,000) 

and the unemployment rate fell to 5.3% (consensus: 5.4%, 

previous: 5.5%). Housing starts for June jumped 9.8% m/m 

to 1174k annualised. Existing home sales for June rose 3.2% 

m/m to a 5490k annual rate, the strongest pace since 

February 2007. CPI rose 0.4% m/m (consensus: +0.3%) and 

the yearly rate of growth of +0.2% y/y continued to 

accelerate, suggesting disinflation risk was receding, 

however, retail sales for June were weaker-than-expected, 

falling 0.3% m/m (consensus: +0.3%). Global government 

bond yields generally fell during the month despite the data 

and Fed Chair Janet Yellen reiterating that "economic 

conditions likely would make it appropriate at some point this 

year to raise the federal funds target rate". 

The Chinese equity market’s volatile ride continued with the 

Shanghai Composite Index (-14.3%) experiencing the largest 

one day fall in over 8 years during the month with more than 



 
 

 

60% of all stocks suspended from trading after falling by the 

daily limit. The government was quick to react to the selloff, 

announcing a range of unconventional measures including a 

ban on short selling and IPO’s, forced share purchases by 

state-owned investors, a ban on sales by major shareholders 

and direct credit support from the central bank. Concern 

around broader economic impacts mounted as PMI readings 

contracted for a fifth consecutive month. 

Commodity markets were weak on the back of the 

deteriorating outlook for China and sluggish pace of global 

growth. Brent oil fell (-18%) over the month with accelerating 

production from OPEC and expectations of additional supply 

from Iran also weighing on prices. Elsewhere iron ore was 

down (-8%), copper off (-10%), and gold (-7%) lower. 

Commodity currencies came under pressure, the A$ and C$ 

both depreciating ~5% against the US$. 

On the domestic economic front, NAB's survey of business 

conditions for June picked up strongly to +10.9 (previous: 

+6.4), the highest level since October 2014. Stronger than 

expected jobs growth (unemployment rate steady at 6.0%) 

continued for the third consecutive month. Dwelling 

commencements (by number) rebounded sharply in Q1-15 

by 8.6% q/q to a near a record high. However, Q1-15 (public 

& private, real) non-residential building commencements 

slumped 10%q/q (or down 21%y/y) to near the lowest level 

since Q209. Private sector credit outstanding rose by 

0.4%m/m in June (consensus: +0.5%) or 5.9%y/y. However, 

housing credit grew at 7.3% y/y, the highest since October 

2010 and within that, housing credit for investors accelerated 

to a 7-year high of +10.7% y/y, above APRA's 'threshold' of 

10% y/y, coercing banks to increase pricing to slow growth. 

Portfolio changes and outlook  

Select’s relative valuation upside currently stands at 32%, a 

since inception high. In absolute terms, the portfolio has 27% 

upside relative to the market which is slightly over-valued (-

5%) 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.  

Over the last 12 months the Fund has benefited markedly 

from the rising share prices of Qantas (+181%) and QBE  

Insurance (+33%). Over the last few years both businesses 

had been undergoing a substantial amount of change and in 

both cases, the de-risking process underway was being 

underestimated by the market. 

 

 

It was clear at the time that Qantas’s management team 

were dealing with the long term structural issues facing the 

international business while reinstating the focus on 

adequate returns on capital - the perennial issue plaguing 

airlines. Below $2 per share a small position (approximately 

1%) was established as the discount to fundamental 

valuation metrics (NTA at the time was $2.40) widened. At 

the height of the share price nadir (around $1 per share) we 

substantially increased the position to 2% of the Fund, as we 

believed the domestic airline market, which was losing 

money for the first time in 20 years was more than likely to 

return to rationality or Virgin would go out of business. The 

variant perception was tangible and the time frame for 

realisation more apparent, thus raising the probabilities of 

achieving the return objective. 

Likewise, QBE’s new board & management team were finally 

addressing the flawed strategy of maintaining the absolute 

level of dividends pursed by previous management. Balance 

sheet improvements through increased provisioning (over 

$1bn), lower gearing (via capital raisings) and cleaning up 

failed acquisitions, while depressing earnings (and therefore 

the stock price) were setting up the business on a much 

firmer footing to allow earnings to grow in a sustainable way. 

The new CFO reinforced this approach with a major capital 

raising (A$850m in August 2014), confirming the strategy 

was being fast tracked. Accordingly, after establishing a 

position of 2.5%, we participated in the capital raising to 

increase the weighting as the probabilities the valuation 

discount being wound back were increasing. 

Twelve months on, each stock was greater than 5% of the 

portfolio, even after trimming the positions along the way due 

to the share price rises. While both stocks still have valuation 

upside, Sigma’s business risk assessment (of -1) for each, 

indicates a steeper discount to valuation (or margin of safety) 

is required due to the higher than average business risk. 

Accordingly we decided to take scale back the position sizes 

to 4%. Both stocks remain key overweights as the market is 

likely to take time to fully appreciate and incorporate the 

significant changes in strategic direction. 

Sims Metal Management was also discussed in light of the 

continual delay in improving the profit margins for the key US 

business. While the business has scale and balance sheet 

advantages (very little gearing), the fragmented nature of the 

US scrap market is leading us to question whether the 

franchise is a strong as we initially assessed. Accordingly the 

Franchise score for the business was lowered from 1 to 0. 

 

 

 

 



 
 

 

Stocks Added 

McMillan Shakespeare (MMS) is a provider of salary 

packaging, novated leasing and fleet & asset management 

services. Sigma believes the market is underestimating the 

value and synergies of the recent Presidian acquisition. The 

acquisition is on track to deliver stated synergies with 

opportunity for further savings to be realised. The UK 

business is now profitable on a run rate basis and will make 

a positive contribution in FY16. New UK products have also 

received tax office approval and initial client demand has 

been encouraging. It is trading on a FY16 PE of 12. 

 

Stocks Sold 

Nil  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Pricing Metrics 1-Yr  

PE 

Net 

Div. 
Yield 

Price/ 

Book 
Value 

Price to 
NTA 

Australian Share 
Fund 

14.9 4.6% 1.2 1.8 

S&P/ASX 200 15.9 4.5% 1.8 2.5 

Date July-15 July-14 July-13 July-12 

Stock Numbers 27 26 30 37 

Active Share 68.9% 61.3% 46.7% 49.6% 

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 

Bendigo & Adelaide Bank  4.5 

Qantas 4.4 

Rio Tinto 4.3 

QBE Insurance 4.3 

By Small Cap stocks:  

Seven West Media  1.5 

Nine Entertainment  1.5 

APN News & Media 1.4 

JB Hi-Fi 1.2 

Ingenia Communities Group 1.2 

Note: Active weights refer to positions above benchmark only. 

Asset allocation 

Sector Active weight % 

Materials  9.0 

Consumer Discretionary  8.4 

Energy 2.9 

Industrials 0.0 

Financials ex-Real Estate  (1.0) 

Information Technology (1.1) 

Utilities (1.3) 

Consumer Staples (1.7) 

Real Estate  (5.2) 

Telecommunications  (5.9) 

Health Care (6.2) 

Cash & Other 2.1 

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/

