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% p.a. 
Sigma Emerging Companies 
Strategy* 0.4 4.0 4.0 13.1 4.7 8.4 6.9 

S&P/ASX Small Ordinaries 
Accumulation Index# 2.7 5.1 3.1 3.2 5.7 5.7 2.1 

Value added (detracted) (2.3) (1.1) 0.9 9.9 (1.0) 2.7 4.8 

*Gross returns. #The benchmark. ^Inception date: 1 January 2010. Past performance is not a reliable indicator of future performance. 

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  

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

 
Individual stock performance of note 
The Sigma emerging Companies Strategy (“Strategy”) 
underperformed a rising small cap market during the August 
reporting period. We saw some mean reversion in terms of the 
portfolio. The outperformance by resource stocks in 
particularly impacted, as the Strategy is currently underweight. 

Strategy performance was impacted positively by:  

• Retailer, Adairs (+23%; July17 +40%; Jun17 +37%) 
continued to benefit the portfolio with a result delivered at 
the top end of guidance. Importantly, the company flagged 
a strong start to the current financial year, posting double 
digit comparable sales so far in FY18. This indicates to us 
that the company has worked through the inventory and 
merchandising issues that plagued last years results; 

• Resource software seller, Runge Ltd (+17%) rallied after 
upgrading sales guidance in both software sales and 
advisory services. The investment over several years in 
product and software engineering capabilities for mine 
planning and management is now paying off; 

• Commercial electricity provider, ERM Power (+14%) 
delivered a result in line with guidance, but more importantly 
pointed to stronger earnings going forward, which has 
rewarded our faith in management and the business as it 
has recovered well from competitive discounting by its peers 
AGL and Origin Energy in the energy retailing space for 
commercial and industrial clients. 

• Contractor, RCR Tomlinson (+10%; July17 +10%) 
continued to rally as the market comes to terms with the size 

of infrastructure work currently underway on the East Coast 
and the pipeline of opportunity in front of it. The company 
also raised equity to help fund the increased working capital 
requirements given the work being won to date. The 
Strategy participated in the capital raise. 

• As an aside, it has been interesting to see the strong rally in 
mining services continue with companies now trading on 
multiples last seen during the mining boom in 2009-2012, 
the market has jumped on this theme as they expect 
resources capex especially in WA to begin rising as the iron 
ore majors start to replace mines which have been depleted. 
When combined with the capex spend on gold and lithium 
mines, it appears that a new resources capex cycle is 
underway. However, we caution that this cycle will be 
shorter in duration that the previous cycle and that the 
margins earned by contractors will be considerably below 
those of the previous cycle peak. Sigma is overweight 
mining services at present but we have been selective in 
choosing those companies that have yet to benefit from the 
market revaluation of the sector, and have strong business 
capability in iron ore and management teams.; 

• Not owning Mayne Pharmaceuticals (-30%) and Trade Me 
(-18%) contributed to performance in a relative sense; 

Strategy performance was impacted negatively by: 

• Media company, HT&E (-13%), was impacted by lower 
ratings in its radio business during the half, which 
management have been remedied and the company has 
started to see increased revenues starting to flow through in 
this financial year; 



• Healthcare operator, Japara Healthcare (-17%) was weaker 
on a disappointing result due to the inclusion of property 
sale profits in the earnings, which the company says are an 
ongoing feature of their profitability. Sigma believes that the 
company is well placed to reduce its cost base as it has 
largely secured its funding by focusing on high care 
patients; 

• Health care equipment provider, Ellex Medical Lasers (-
14%) fell after delivering an underwhelming result. The 
company is at the start of a growth phase as they 
commercialise their i-Track product for the treatment of 
glaucoma in the US, for which they have received increased 
reimbursement for Medicare and Medicaid patients; 

• Child care provider, Evolve Education Group (-29%) was 
weaker following a downgrade at its AGM update due to 
declining occupancy at its childcare centres which it blamed 
on lack of affordability of childcare in NZ. This was 
compounded by the resignation of the CEO Alan Wham. At 
current valuations, the stock is trading on a PE of 8x and 
EV:EBITDA multiple of 6x, a considerable discount to its 
listed peer group, and a discount to current transactions in 
the market which are closer to 7.5x EV:EBITDA. We believe 
the business is relatively stable and that cashflows and 
earnings are sustainable with management undertaking 
remedial action. The company could now be a potential 
acquisition target given the lack of senior leadership 
combined with a cash generative business. 

• Not holding Mineral Resources (+24%) and A2 Milk (+22%) 
impacted performance in a relative sense. 

 

Portfolio Changes 

Stocks Added 

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. 

 

Stocks Sold 

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 to 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.  



 

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. Any opinions or forecasts reflect the judgment and assumptions of Sigma and its representatives on the 
basis of information at the date of publication and may later change without notice. This document is provided for general information purposes to 
wholesale clients only. Accordingly, reliance should not be placed on this document 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. Past performance is 
not a reliable indicator of future performance. © Sigma 2017. 
 

Top 5 active positions 

Stock Active weight % 

Overweights:  

IMF Australia  4.0 

Ingenia Communities Group 3.4 

Speedcast International 3.4 

McMillian Shakespeare 3.1 

HT&E 2.6 

Underweight:  

NIB Holdings  1.5 

Charter Hall Group 1.4 

Metcash 1.4 

OZ Minerals 1.2 

Evolution Mining 1.2 

Note: Active weights refer to positions above benchmark only. 
 

Asset allocation 

Sector Active weight % 

Industrials  9.6 

Utilities  4.2 

Consumer Discretionary  1.9 

Information Technology  0.6 

Telecommunication Services  (0.2) 

Financials  (1.6) 

Healthcare  (2.4) 

Materials  (4.4) 

Energy (4.7) 

Consumer Staples (6.0) 

Real Estate (8.3) 

Cash & Other 11.3 

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

Strategy summary 
The Strategy is a ‘value based’ investment approach that 
specifically focuses on avoiding “value traps”, leading to: 
 
• superior performance potential, 

• lower risk, and 

• increased consistency. 

What makes the Strategy 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 the 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 its two interlinked strategies: Select Equities 
and Emerging Companies. As the best Small Cap ideas are 
also high conviction holdings in the Select Equities strategy, 
the whole investment team is focused on delivering 
outperformance relative to the relevant benchmark. 

About Sigma 
• 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, i.e. 51% owned by 
Azimut, Italy’s leading independent asset manager, with 
the remaining 49% owned by Sigma’s executive 
founders. 

Contact 
For more information contact Pinnacle Investment 
Management Limited, the Strategy’s distributor, on 1300 010 
311. 

See also www.sigmafunds.com.au 

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

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

