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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* 

0.0 (1.3) 20.9 20.9 5.7 8.5 6.5 

S&P/ASX Small Ordinaries 
Accumulation Index# 

2.0 (0.3) 7.0 7.0 7.1 5.7 1.7 

Value added (detracted) (2.0) (1.0) 13.9 13.9 (1.4) 2.8 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 in June, a month 

characterised by stock selection with a number of companies 

continuing to provide trading updates, as was the case in May. 

Following on from last month’s commentary on the retail 

sector, we did finally add to our retail exposure through Adairs 

which was trading on low single digit multiples as the market 

appeared to be pricing the company as going out of business. 

We were rewarded near term, with the company reaffirming 

its FY17 guidance. 

Strategy performance was impacted positively by:  

 Retailer, Adairs (+37%) after the company reaffirmed FY17 

guidance; 

 Contractor, Seymour White (+20%) rallied after agreeing to 

takeover terms with French company, Vinci. The deal was 

sweetened with the payout of excess franking credits; 

 Media company, HT&E (13%) bounced back in June, after 

a weaker performance in May, after highlighting a slow start 

to radio earnings at the AGM; 

 NZ Media company, NZME (+17%) was stronger following 

a positive update at its AGM; 

 Metal recycler, Sims Metal Management (+14%) rallied 

strongly post an investor site tour of its North American 

operations and stronger results from North American 

competitors; 

 Not holding Galaxy Resources (-27%) and WorleyParsons 

(-9%) contributed to performance in a relative sense; 

Strategy performance was impacted negatively by: 

 Infigen (-17%), lower following an earnings downgrade due 

to poor wind conditions in the final quarter which impacted 

power generation. We view this as a one-off event and 

believe the company will be the beneficiary of elevated 

power prices as well as having upside from the development 

portfolio to which we ascribe no value; 

 Salmon producer, Tassal (-15%) was weaker following a 

commercial dispute with major competitor Huon 

aquaculture over farming practices in Macquarie Harbour. 

To date the Tasmanian EPA has approved Tassal’s 

practices; 

 Retirement village operator, Aveo Group (-12%) was 

weaker following a media report questioning its contracts as 

being oppressive towards its residents. In isolation, the 

company addressed every issued raised in the report, which 

gave us comfort that these were isolated events. However, 

post the announced investigation by the ACCC, a well as 

the Federal government, we decided to exit the position post 

month end due to increasing risk around the business model 

as well as the potential to cap future returns in the industry; 

 Litigation funder, IMF Bentham (-4%) was also weaker on 

little news, and BPS Technology (-12%) provided a market 

update that was slightly below guidance due to timing 

issues; 



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

performance in a relative sense. 

Portfolio Changes 

Stocks Added 

Adairs (ADH) is a retailer of manchester and homewares in 

Australia with a national footprint of 135 stores across different 

formats. Its strategy is to present customers with a 

differentiated proposition, which combines on-trend fashion 

products, quality staples, strong value and superior in-store 

customer service. Importantly the company is a vertically 

integrated retailer, ownings its brands which helps protect the 

business from the entry of Amazon into Australia. Amazon 

could also prove to be a new distribution channel through its 

marketplace. The company had a poor FY17 due to the 

buyers getting the fashion wrong and having the wrong mix of 

product, which the company is currently working through and 

expects to be out of by the end of FY17, which allows the 

business to start FY18 in a clean inventory position (and 

therefore achieve better gross margin). The stock has been 

sold off post two consecutive downgrades and is being priced 

for bankruptcy, trading on 4x FY18 earnings. The balance 

sheet is under control with gearing at 35% and interest cover 

at 14x, which gives us comfort. The company is comfortable 

in achieving its guidance range with comparable store sales 

flat to slightly negative in June, still ensuring the company can 

hit its target.  

Stocks Sold 

None 
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Top 5 active positions 

Stock Active weight % 

Overweights:  

IMF Australia  4.0 

Tox Free Solutions  3.6 

HT&E  3.2 

Ingenia Communities Group  3.2 

McMillian Shakespeare 2.8 

Underweight:  

NIB Holdings  1.4 

Charter Hall Group 1.3 

Metcash 1.3 

OZ Minerals 1.3 

Evolution Mining 1.3 

Note: Active weights refer to positions above benchmark only. 

 

Asset allocation 

Sector Active weight % 

Industrials  7.2 

Utilities  4.5 

Consumer Discretionary  1.9 

Information Technology  0.7 

Telecommunication Services  (0.0) 

Financials-x-Real Estate  (1.3) 

Healthcare  (2.6) 

Materials  (3.9) 

Financials-A-REIT (4.4) 

Consumer Staples (4.7) 

Energy (5.7) 

Cash & Other 8.3 

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/

