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Month 

% 
Quarter 

% 
1 year 

% 

 
2 years 
% p.a. 

 
3 years 
% p.a. 

 
4 years 
% p.a. 

Since 
Inception^ 

% p.a. 

Sigma Select Equities Fund* (5.1) (9.3) (4.5) 1.5 11.4 10.5 6.7 

S&P/ASX 300 Acc. Index (2.9) (6.5) (0.7) 2.5 9.1 8.6 5.4 

Value added (detracted) (2.2) (2.8) (3.8) (1.0) 2.4 1.9 1.3 

*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; avoiding expensive defensives 

 Fund positioned for US interest rate normalisation; while matching local market dividend yields 

 
Individual stock performance of note 

The Fund underperformed a falling market in September as 

global growth concerns captured headlines. Stock 

contributors included MACA (+16%), Qantas (+10%) and 

Macquarie Group (+1%) on no real news, other than maybe 

a falling oil price (WTI US$/bbl fell 8% during the month) for 

Qantas. The absence of energy names, LNG (-54%), Santos 

(-22%) and Woodside Petroleum (-10%) contributed to 

relative performance as the market reassessed the long term 

outlook for oil prices. Accordingly the portfolio’s holding in 

Origin Energy (-26%) was also weaker. At month end 

management announced a $2.5bn rights issues along with 

other capital initiatives to strengthen their balance sheet in 

response to the reassessment. Steel stocks, Sims Metal 

Management & BlueScope Steel were also down (-16% 

each) on global growth concerns after rallying in the previous 

two months. Bendigo and Adelaide Bank (-10%) and Bank of 

Queensland (-9%) continued to display weakness as the 

market absorbs regulatory change. Harvey Norman (-11%) 

was softer on no new news and BHP Billiton (-9%) continued 

to be pressured by falling commodity prices, to have a net 

dividend yield north of 7% at month end, the highest in the 

last 20 years. The absence of Newcrest Mining (+13%), 

detracted from performance 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 (WTI US$45/bbl) hit hardest, down 8%. 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 

raising rates. 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.  

Portfolio changes and outlook  

The Fund’s relative valuation upside currently stands at 43%, 

a since inception high. In absolute terms, the portfolio has 

47% upside relative to the market which is fairly valued 

(+4%) in our view (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. 

During the month we took advantage of the downdraft to add 

to existing stock positions. A few new opportunities were also 

added to the watch-list for further consideration.  

Three events of note during the month. Firstly, the Woodside 

Petroleum (WPL) takeover offer for Oilsearch (OSH) took us 

by surprise given the price the WPL board was prepared to 

pay for an asset that is already full priced. Accordingly our 

management score has been downgraded. This has always 

been the risk, given WPL strong balance sheet. We remain 

concerned. WPL was sold last month prior to this action 

being taken on valuation grounds. 

Secondly, as we flagged last month the likelihood of Origin 

Energy (ORG) raising capital had increased substantially. At 

month end ORG announced a $2.5bn capital raising through 

a renounceable entitlements offer. A further $2bn of capital 

initiatives (total of $4.5bn) will reduce leverage in the 

business to a more sustainable level given the lower outlook 

for oil prices. We took up our entitlements and now believe 

the balance sheet is in appropriate shape. While the stock is 

undervalued, the near term headwind (energy prices in 

electricity markets as well as oil) is likely to provide a future 

opportunity to reweight. We remain ready to upweight. 

The final development of note was the pressure on the 

commodity producers given global growth concerns, 

particularly in relation to the Chinese economy. As can be 

seen from the historically high dividend yield of BHP Billiton 

(BHP) in the figure below. RIO Tinto (RIO) exhibits that same 

trend with a net dividend yield north of 7% as well. 
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BHP's Historical Dividend Yield 
Source: Annual Reports, IRESS 



 
 

 

The sustainability of the current dividend is being called into 

question. However, the market is yet to appreciate the 

‘austerity mindset” under new leadership we identified in 

2013 Sigma Insight - Harvesting the Rewards from 

Resource Investment. Returns either through dividends or 

buybacks are being prioritised over investment.  

BHP invested US$100 in the five year period from 2011 to 

2015 - a huge amount of capital at the peak of commodity 

pricing. We were substantially underweight BHP at the time 

as we could see management was starting to spend like a 

labour government out of control. Those days are gone – the 

mindset has changed. Over the next five years we expect 

US$40bn in capital expenditure or 40% over the previous 

five years. Thus, notwithstanding lower commodity prices net 

cash-flow is likely to be substantially better in the period 

ahead. However, increased Depreciation and Amortisation 

(D&A) charges are currently depressing profits as shown in 

the following figure. While D&A charges in the majority of 

businesses are genuine expenses, in BHP’s case they 

overstate the true amount of capital required to sustain the 

business. They are a reflection of the past excesses and not 

the future austerity mindset. Dividend coverage by cash-flow 

at arguably the bottom of the cycle remains strong. 

  

Ironically we believe the major banks are more likely to come 

under relatively more dividend pressure relative to the major 

miners as the new “unquestionably strong capital” regime is 

implemented by domestic and global regulators.  

 

 

 

 

 

 

 

Stocks Added 

None 

 

Stocks Sold 

None 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

Pricing Metrics 1-Yr  

PE 

Net 

Div. 
Yield 

Price/ 

Book 
Value 

Price to 
NTA 

Select Equities Fund 12.0 5.2% 1.2 1.7 

S&P/ASX 300 14.5 5.0% 1.8 2.5 

Date Sep-15 Sep-14 Sep-13 Sep-12 

Stock Numbers  34   37   37   31  

Large Caps  18   22   24   24  

Small Caps (ex-100)  16   15   13   7  

Active Share 76.5% 66.5% 57.7% 55.5% 

Small Cap Weighting 15.8% 11.3% 8.5% 7.0% 

Source: Sigma estimates, GS Portfoliowise
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Top 5 active positions 

Stock Active weight % 

By Large Cap stocks:  

Rio Tinto  5.0 

BHP Billiton 4.6 

Harvey Norman Holdings 4.6 

Bank of Queensland 4.5 

Bendigo & Adelaide Bank 4.3 

By Small Cap stocks:  

Nine Entertainment  2.2 

Seven West Media 1.5 

Ingenia Communities Group 1.2 

APN News & Media 1.2 

Peet  1.0 

Note: Active weights refer to positions above benchmark only. 

Asset allocation 

Sector Active weight % 

Materials  12.2 

Consumer Discretionary  8.8 

Industrials  (0.4) 

Information Technology  (1.2) 

Utilities (1.5) 

Energy (1.7) 

Consumer Staples (2.0) 

Financials ex-Real Estate (2.3) 

Real Estate  (5.5) 

Telecommunications  (5.7) 

Health Care (6.5) 

Cash & Other 5.7 

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. 

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

