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Month 

% 
Quarter 

% 
6 months 

% 
1 year 

% 

 
2 years 
% p.a. 

 
3 years 
% p.a. 

Since 
Inception^ 

% p.a. 

Sigma Select Equities Fund* 0.9 10.5 7.8 8.9 12.7 17.2 11.4 

S&P/ASX 300 Accumulation Index (1.6) 5.1 7.1 10.2 10.2 14.2 9.1 

Value added (detracted) 2.5 5.4 0.7 (1.3) 2.5 3.0 2.3 

*Gross Performance. Past performance is not a reliable indicator of future performance.  ^Since Inception: 2nd May 2011 

Key points 

 Significantly overweight Diversified Miners and underweight Major Banks 

 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 substantially outperformed a down market in April. 

Whitehaven Coal rallied (+16%) post reaching the production 

phase from Maules Creek marking a substantial reduction in 

business risk, Origin Energy was stronger (+13%) as the oil 

prices strengthened (+16% to US$64.60), while Qantas 

continued its run (+8%) in expectation of stronger profits 

ahead notwithstanding oil price strength. The substantial 

underweight position (-20% relative to index) in major 

banks was the main contributor to performance in a relative 

sense. The weakness in ANZ Bank (-7%) and 

Commonwealth Bank (-5%) and Westpac (-7%) dragged 

down the market substantially. Our only major bank holding, 

National Australia Bank (-5%) was also weaker. The main 

performance drag resulted from steel producers BlueScope 

Steel (-16%) and Sims Metal Management (-13%) post 

recent updates suggesting more subdued near term profits. 

The absence of energy producers Santos (+16%) and Oil 

Search (+12%) impacted in a relative sense in response to 

oil rallying. 

Economic developments and markets 

The Australian equity market (S&P/ASX 300 Accumulation 

Index -1.6%) was down in April following a strong start to first 

quarter of the calender year (+10.3%). Currency was a key 

focus for the markets this month with the US$ reversing its 

recent upward trend on signs the US economy may have hit 

a soft patch. Weaker than expected Q1 GDP growth (0.2% 

annualised) and a moderation in labour market strength (a 

reversal on last month’s non-farm payrolls beat) pushed out 

expectations for Fed tightening with many investors now 

ruling out a June “lift-off”, and some even suggesting interest 

rates could be delayed until next year. The US$ finished the 

month lower versus most major currencies including the Euro 

(-4%), AUD (-4%), GBP (-3%) & Canadian dollar (-5%). 

Notwithstanding the spate of disappointing economic data, 

bond yields backed up with the US 10-year rate climbing 

+11bps over the month to finish at 2.03%. In response to 

weaker than expected economic data the Chinese central 

bank provided more stimulus by cutting the Reserve 

Requirement Ratio by 100 basis points to 18%. The Chinese 

equity market responded positively once again, with the 

Shanghai Composite Index substantially higher +18.5% for 

the month (+13.2% last month).  

On the domestic economic front, stronger than expected jobs 

growth (rising participation and a surprise fall in the 

unemployment rate to 6.1%) and a benign CPI outcome 

have prompted some to question whether the RBA would 

move to cut rates again this year. Locally, Resources 

(+4.3%) outperformed the Market ex Resources (-2.7%) with 

Metals & Mining (+2.4%) and Energy (+8.5%) both rallying 

on stronger commodity prices. Small Caps outperformed the 

ASX 100 (-1.7%) by 3.3%, the largest positive monthly 

margin since July 2013. Both Small Industrials and Small 

Resources outperformed their Large-Cap counterparts by 

+2.9% and +7.6% respectively. 

Portfolio changes and outlook  

Select’s relative valuation portfolio metrics currently stand at 

31%, slightly down from the since inception high in January 

of 34%, and up on the 27% at the end of February as the 

team begins the annual valuation roll. The portfolio currently 

has 29% upside vs the market’s -2% downside (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.  

Post rolling forward all valuations (happens during 

March/April of each year) several key positions were 

discussed during the month, however only minor changes 

were contemplated. 

The underperformance of the major banks was noted, and 

post month end after the banks reported in the first week of 

May it has become clearer that all major banks will be 

required to raise capital to meet the recommendations of the 

Financial Services Inquiry (FSI) and the international 

regulatory developments that are ongoing. 

The FSI proposed that Australian banks should increase 

their risk weights on mortgages and move overall Common 

Equity Tier 1 (CET1) ratios to “unquestionably strong levels”. 

This suggests $10-$15bn of equity capital for each bank. In 

context of a sector with a market capitalisation of greater 

than $400bn this represents approximately 10-15% of market 

cap. For the large Sydney mortgages banks: Westpac and 

Commonwealth Bank, the proposed increase in mortgage 

risk weights will require an additional $5bn each in equity, 

with the two Melbourne banks with relatively smaller 

mortgages requiring somewhat less. However, the move to 

higher CET1 ratios (on Sigma estimates to 10-11% from the 

high 8%’s) is likely to require an additional $5-10bn for each 

bank. While the final CET1 level required is still open for 

discussion, it is clear the number is going higher. Ultimately 

this will lead to pressure on bank return on equity and 

potentially elevated dividend payouts. 

 

 

 

 

 

 

 

 

Stocks Added 

Nil  

 

Stocks Sold 

WBC was sold during the month on valuation grounds. WBC 

has been a major stock holding since portfolio inception, 

however with the re-rating running it’s course and headwinds 

becoming more evident we completely sold out. 

 

TOL was sold post the takeover by Japan Post getting 

approval from the regulatory authorities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pricing Metrics 1-Yr  

PE 

Net 

Div. 
Yield 

Price/ 

Book 
Value 

Price 
to NTA 

Select Equities Fund 16.0 4.0% 1.3 2.0 

S&P/ASX 300 17.3 4.3% 1.9 2.7 

Date Apr-15 Apr-14 Apr-13 Apr-12 

Stock Numbers 32 39 33 29 

Large Caps 18 22 22 22 

Small Caps (ex-100) 14 17 11 7 

Active Share 73.1% 61.7% 54.4% 57.6% 

Small Cap Weighting 13.2% 11.6% 7.5% 7.6% 

Source: Sigma estimates, GS Portfoliowise
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Top 5 active positions 

Stock Active weight % 

By Large Cap stocks:  

Harvey Norman Holdings  5.0% 

Qantas  4.7% 

QBE Insurance  4.2% 

Rio Tinto 4.1% 

AMP 4.0% 

By Small Cap stocks:  

Nine Entertainment  1.3% 

Tox Free Solutions  1.0% 

Peet Limited 1.0% 

Seven West Media 1.0% 

Ingenia Communities Group 0.9% 

Note: Active weights refer to positions above benchmark only. 

Asset allocation 

Sector Active weight % 

Materials  +8.5% 

Consumer Discretionary  +6.6% 

Energy +4.1% 

Industrials +1.4% 

Information Technology  -1.1% 

Utilities  -1.3% 

Consumer Staples -2.2% 

Financials ex-Real Estate -2.7% 

Real Estate  -5.2% 

Telecommunications  -5.6% 

Health Care -6.1% 

Cash & Other +3.6% 

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. 

 


