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Month 

% 
Quarter 

% 
6 months 

% 
1 year 

% 

 
2 years 
% p.a 

Since 
Inception^ 

% p.a. 

Sigma Emerging Companies Fund* (0.3) (1.6) (7.0) (9.1) (3.2) 1.7 

S&P/ASX Small Ord. Accumulation Index (0.5) (3.9) (7.8) (4.9) (2.5) (1.8) 

Value added (detracted) 0.2 2.3 0.8 (4.2) (0.7) 3.5 

*Gross Performance. Past performance is not a reliable indicator of future performance. ^Since Inception: 10
th
 October 2012 

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  

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

 
Individual stock performance of note 

The Fund outperformed a falling small cap market in 

September. Stock contributors included PAS Group (+24%) 

in response to a cash takeover offer from Australia Brands 

Investment, Webjet (+20%) regained share price momentum 

post weakness in late August after posting a solid result and 

confident outlook and Smartgroup Corporation (+11%) was 

once again stronger as the market continues to expect better 

sales rate conversion. The absence of energy producers 

Liquefied Natural Gas (-54%) and Beach Petroleum (-32%) 

weighed down by the falling oil prices, contributed in a 

relative sense. Stock holdings detracting from performance 

included Panoramic Resources (-25%) and Whitehaven Coal 

(-23%) on Chinese growth concerns, while recent addition 

McMillan Shakespeare (-13%) declined on no news. The 

absence of gold producer Northern Star Resources (+34%), 

rallying in response to a potential project expansion at the 

Jundee gold project and credit information provider Veda  

(+31%) as a result of a cash takeover offer from US based 

Equifax Inc. impacted in a relative sense. 

Economic developments and markets 

The S&P/ASX 300 Accumulation Index fell 2.9% in 

September to be down 3.5% CYTD. The Market ex-

Resources (-2.0%) outperformed Resources (-8.1%) and 

Banks (-3.8%). The Small Ordinaries Accumulation Index 

outperformed the S&P/ASX100 by 2.5% to be down 0.5%. 

The Small Industrials Accumulation Index outperformed the 

S&P/ASX 100 Industrials Index by 3.3%, while the Small 

Resources Accumulation index underperformed the 

S&P/ASX100 Resources index by 2.1%. 

The month started in a subdued fashion as a result of 

Chinese and US manufacturing PMI’s coming in worse than 

expected. The next two weeks saw risk aversion gradually 

subside prompting equities, commodities and bond yields to 

drift upwards. Subsequent Fed inaction once again ended 

the rally mid-month, prompting some to view it is a sign of 

weakness in the global economy. Equities, commodities and 

bonds sold off, with resources stocks particularly hard hit, as 

evidenced by the 29% fall in one day of the UK based 

commodity giant Glencore. 

The Chinese equity market’s volatile ride continued with the 

Shanghai Composite Index down 4.8% at month end to finish 

down 29% for the quarter, however still up 29% year on year. 

The Markit flash manufacturing PMI decreased to 47.0 in 

September from 47.3 in August, its lowest level since April 

2009. Industrial production for August grew a slightly weaker 

than expected 6.1% y/y, however retail sales for August grew 

at a better than expected 10.8% y/y. Excluding food and 

energy prices, core CPI rose 1.7% y/y, the same as July. 

The headline CPI inflation rate turned up for the third 

consecutive month in August. This is largely driven by food 

prices, especially pork prices, as weak pork prices 

throughout 2014 have caused a reduction in pork supply. At 

the end of the month China’s central bank and banking 

regulators announced that the down payment requirement 

for first mortgages would be lowered from 30% to 25%. 



 

Commodity prices ended the month generally lower post the 

sell off, with Oil down 8.1% (WTI US$45/bbl) hit hardest. Iron 

Ore however bucked with the trend, with the benchmark 

Qingdao iron ore price ending the month slightly higher 

(+0.2%) at US$56.3/t. Base metals as measured by the LME 

index, ended the month down 2.9%. Zinc was the worst 

performer (-9.3%) followed by lead (-4.6%), Copper (-3.1%), 

Aluminium (-2.3%) and Nickel (-1.9%). The Aussie dollar 

ended the month slightly down (-1.3%) to end at $0.702. 

US economic data continues to generally exhibit strength. 

Real GDP growth in 2Q was revised up from 3.7% to 3.9% 

between the BEA’s second and third reports on growth for 

the quarter. Payrolls rose 173k in August with the prior two 

months having been revised higher by a combined 44k. The 

participation rate remained steady for August at 62.6% whilst 

the unemployment rate also declined by 0.2% to 5.1%, which 

means the unemployment rate has declined by a full 

percentage point over the last year. Job openings also 

increased to an all time high of 3.9% of the labour force in 

July, from 3.6% in June.  

Notwithstanding unemployment being well within the guided 

zone for rate rises to commence, the Fed emphasised global 

economic and financial developments to restrain activity 

somewhat and put further downward pressure on inflation in 

the near term as the reason for the FOMC to postpone. 

Global government long bond yields generally rose in the 

first half of the month then eased back in the second half of 

the month following the Fed’s decision. 

Domestically, Real GDP for Q2 rose a weaker than expected 

0.2% q/q, the slowest pace in four years and down from the 

0.9% q/q in 1Q. The slowdown quarter on quarter was due to 

the traded sector, driven partly by port disruptions in exports 

and strength in consumer goods imports. The big drag came 

from net exports taking off -0.6% pts, while domestic demand 

was on the firmer side (0.8% q/q), and is annualizing at 2% 

this year, more than double the average pace of the period 

since mining capital expenditure peaked in mid-2012. 

Consumption growth was 0.5% q/q holding its annual rate in 

the mid-2% area. Employment for August rose a stronger 

than expected 17.4k m/m (consensus: -7.5k) and the 

unemployment rate fell to 6.2% in line with expectations.  

We continue to see substantial upside (+40%) across a 

diversified portfolio of 52 names. Over the last 18 months, 

value stocks have generally remained unloved and out of 

favour with the market, while momentum and earnings 

certainty has been priced at a premium. A theme we see 

persistent in the broader S&P/ASX 300 Index as well. Sigma 

believes the market remains too pessimistic on earnings 

prospects for many of the predominantly cyclical companies 

we own. With strong balance sheets, supportive policy 

setting and compelling valuation upside, we believe investors 

will be compensated in the fullness of time for taking on more 

risk at a time when the market is paying up for earnings 

certainty. 

 

Portfolio Changes 

Stocks Added 

Empired (EPD) is an IT software business focused on 

managed services contracts. The company has a proprietary 

document management solution that has been successfully 

deployed in a number of key New Zealand government 

departments and is now being marketed in Australia. On a 

PE of 8, the stock is trading at a discount to valuation, with 

consensus upgrades to earnings likely moving forward as the 

company gains traction in Australia. 

 

Stocks Sold 

Ashley Services Group (ASH) was sold as it is unclear if 

the new strategy being employed by management is going to 

bear fruit. Since the IPO ASH management have changed 

the business model twice, with the latest change questioning 

the way forward. The position was switched into Intueri 

Education Group (IQE) an existing holding in the vocational 

training space that is trading at a significant discount to 

valuation. 

 

ASG Group (ASZ) was sold as reported results for FY15 

were weaker than our expectations with no improvement in 

EBITDA margins. We also believe ASZ’s first mover 

advantage in cloud service solutions has also narrowed to 

competitors. The position was switched into a similar 

exposure in the cloud space, Empired (EPD). 

 

Capral Limited (CAA) was sold due to a disappointing result 

with the company unable to benefit from a lower currency or 

falling aluminium prices to improve margins or expand 

market share. This highlights the competitive intensity of the 

industry, limiting their ability to extract decent economic 

returns. 

 

Cardno (CDD) was sold on valuation grounds after receiving 

a proportional takeover offer from Crescent Capital 

Investments Pty Limited. 

 

Servcorp (SRV) was sold on valuation grounds. 



 

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 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, 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. 
 

 

Top 5 active positions 

Stock Active weight % 

Overweights:  

ERM Power  4.5 

Ingenia Communities Group 4.4 

Tox Free Solutions 4.2 

Webjet 3.8 

G8 Education 3.1 

Underweight:  

Veda Group  1.8 

Sirtex Medical  1.7 

M2 Telecom 1.5 

BT Investment Management 1.4 

Bunnings Warehouse Prop. Trust 1.4 

Note: Active weights refer to positions above benchmark only. 

 

Asset allocation 

Sector Active weight % 

Industrials 8.5 

Consumer Discretionary 7.1 

Utilities 6.1 

Financials-A-REIT  0.9 

Information Technology (0.2) 

Energy  (1.9) 

Financial-x-Real Estate (3.1) 

Telecommunication Services  (3.8) 

Consumer Staples (4.0) 

Materials (5.9) 

Healthcare  (9.1) 

Cash & Other 5.4 

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

Strategy summary 

Sigma Emerging Companies is a ‘value based’ investment 

approach that specifically focuses on avoiding “value traps”, 

leading to: 

 

 Superior performance, 

 Lower risk, and 

 Increased consistency. 

What makes Emerging Companies 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 Sigma’s Emerging Companies Fund 
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 two interlinked strategies: Sigma Select 

and Emerging Companies. As the best Small Cap ideas are 

also high conviction holdings in Select, the whole investment 

team is focused on delivering outperformance. 

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 

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

