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Month 

% 
Quarter 

% 
FYTD 

% 
1 year 

% 

 
3 years 
% p.a. 

 
5 years 
% p.a. 

Since 
Inception^ 

% p.a. 

Sigma Emerging Companies 
Strategy* 

3.5 4.0 3.5 14.9 5.0 8.9 6.9 

S&P/ASX Small Ordinaries 
Accumulation Index

#
 

0.3 0.2 0.3 (1.1) 5.6 5.8 1.8 

Value added (detracted) 3.2 3.8 3.2 16.0 (0.6) 3.1 5.1 

*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”) 

outperformed a slightly up small cap market in July, 

benefiting from stock takeovers, notably Programmed 

Maintenance (+63%) and Royal Wolf Holdings (+43%). The 

Programmed acquisition was noteworthy for the size of the 

premium paid being is 63% above the last traded price and a 

multiple of almost 10x FY18 EBITDA. The fund has been a 

beneficiary of corporate takeovers in the last 6 months, with 

five bids affecting stocks held in the portfolio. We believe that 

this will be an ongoing feature of the listed equities space as 

the combination of low organic growth and cheap debt entice 

corporates to roll the dice on acquisitions. The majority of 

acquisitions are largely of unloved or cheap stocks which 

suits our style of investing. 

Strategy performance was impacted positively by:  

 Retailer, Adairs (+40%; Jun17 +37%) was like the gift that 

keeps giving, with the company a notable performer 

following management updating the market that 

comparable store sales growth was positive in the June 

quarter and accordingly profits will be skewed to the top 

end of the range; 

 IT consulting company, RXP Services (+18%) rallied into 

its result with the market expecting the company to deliver 

in line with expectations; 

 Contractor, RCR Tomlinson (+10%) rallied as the market 

comes to terms with the size of the infrastructure work 

pipeline currently underway on the East Coast, which was 

highlighted by the CIMIC result; 

 Pleasingly most of the stocks owned in the portfolio were 

contributors to the outperformance; 

Strategy performance was impacted negatively by: 

 SpeedCast International (-10%), weaker following the 

acquisition of UtilSat which will further diversify its 

business with increased exposure to the government 

sector. The market was unnerved by a reasonable sized 

acquisition when the company was expected to focus on 

integrating and bedding down the acquisition of Harris 

Caprock. The company provided an update stating that the 

integration was going well and that synergy targets were 

being met and could be exceeded. We believe that the 

UtilSat acquisition was opportunistic given gearing levels 

but from a strategic point of view was essential. The 

company will however need to focus on consolidating its 

acquisitions and global leadership position in the satellite 

technology telecommunications industry and focus on free 

cash generation to reduce gearing; 

 Standalone generator, Pacific Energy (-9%) was weaker 

on little news; 

 Global Construction Services (-10%) fell despite winning a 

$40m contract for façade work in Melbourne; 

 Not holding Metcash (+17%) and A2 Milk (+18%) impacted 

performance 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. 

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.  



 

DISCLAIMER: This document was prepared by Sigma Funds Management Pty Limited (ACN 137 097 075, AFSL 339901) (‘Sigma’). Sigma 
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Top 5 active positions 

Stock Active weight % 

Overweights:  

IMF Australia  4.0 

Tox Free Solutions  3.5 

HT&E  3.1 

Ingenia Communities Group  3.1 

McMillian Shakespeare 2.9 

Underweight:  

NIB Holdings  1.5 

Charter Hall Group 1.3 

Metcash 1.3 

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/

