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Quarter 

% 
6 months 

% 
1 year 

% 
2 year 

% 

Since 
Inception^ 

%  

Sigma Emerging Companies Fund* (6.1) 0.8 (5.5) 8.1 2.5 

S&P/ASX Small Ord. Accumulation Index (7.8) 3.0 0.4 6.6 (0.5) 

Value added (detracted) 1.7 (2.2) (5.9) 1.5 3.0 

*Gross Performance. ^Since Inception: 10
th
 October 2012 

Key points 

 Small Caps should outperform as risk premia ease 

 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 the 

June quarter. Stock contributors included consumer brands 

company, Yowie Group (+48%) in response to announcing a 

substantial distribution deal with Wal-Mart in the United 

States, Smartgroup Corporation (+42%) was also stronger 

as the company announced a significant contract renewal 

with the Australian Department of Defence, while the funds 

top overweight, Ingenia Communities (+8%) rallied as the 

market anticipated stronger than expected sales results, 

which was confirmed post month end. Falls in small cap 

index heavy-weight Qube Holdings, post a profit warning (-

21%) contributed in a relative sense. Stock detractors related 

mostly to media stocks after Nine Entertainment (-27%) fell 

post downgrading EBITDA guidance by 8% citing a softer 

free to air advertising market, however specific programing 

issues seem to be the likely cause. Notwithstanding, Seven 

West Media (-21%) and APN News & Media (-29%) also fell, 

with APN weakening for the third month in a row post 

takeover speculation subsiding. Ashley Services Group fell (-

54%) due to a profit downgrade as demand for services fell 

and costs increased while IMF Bentham (-19%) continued to 

weaken as the litigation funder announced write-off’s against 

another case (third in two months) that is likely to be lost. 

The absence of Sirtex Medical (+40%) and Liquefied Natural 

Gas (+21%) impacted in a relative sense. 

Portfolio changes and outlook 

The S&P/ASX 300 Accumulation Index was down (-6.5%) in 

the June quarter. For the financial year 2015, the Australian 

Equity market ended up (+5.6%) mostly as result of 

dividends paid. 

The quarter started with currency in focus, 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 March’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. 

Meanwhile Fed chair Janet Yellen commented in May that 

the US economy was well positioned for continued growth 

and that it will likely be appropriate to take initial steps to 

start normalising monetary policy at some point this year. 

Economic data out of the US in June supported this view, 

painting an increasingly positive picture, adding support for a 

September “interest rate lift-off”. The Q1 economic 

contraction was less severe than first thought (-0.2% vs -

0.7% estimate), labour market data revealed another strong 

month of jobs growth as well as signs of wage pressure 

emerging, and consumer spending posted its strongest gain 

in nearly six years (+0.9% in May). The US Equity market 

was essentially flat over the quarter with S&P500 closing -

0.2% lower, however bonds sold off with 10 year yields 

backing up by 43bps to 2.35%, as the “Lift off” view took 

hold.   

In response to weaker than expected economic data in April, 

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 April after being up +13.2% in March. In May the 

Shanghai A shares index experienced a wild ride, up 11% at 

one point before selling off heavily in the last few days of the 

month to finish up 4%, as the Chinese central bank cut rates 

for the third time in six months. The volatile ride continued 

into June with the Shanghai A shares index rallying 12% by 

the June 12
th
, to end up down -7% for the month after 

rallying 5.5% on the final day to be up +109% for the 

financial year. The Chinese authorities also announced the 

country’s pension funds would be allowed for the first time to 

invest in stocks. Over the quarter the Shanghai A index was 

up 14%. 

The slight fall in markets after the first two months of the 

quarter were swallowed up by the June sell off as global 

investors reacted to news of a breakdown in negotiations 

between Greek Prime Minister Alex Tsipras and the nation’s 

creditors, increasing the likelihood of an exit from the 

currency union. In response to a “run on banks deposits” the 

Government imposed capital controls and shut banks, 

limiting daily cash withdrawals to 60 euros per day. The 

missed interest payment (Euro $1.6bn) to the IMF on 

Tuesday, 30 June may eventually result in Greece becoming 

the first developed country to default to the IMF. 

On the domestic economic front, stronger than expected jobs 

growth (rising participation and a surprise fall in the 

unemployment rate to 6.0% from 6.2) prompted some to 

question whether the RBA would move to cut rates again this 

year. Further monetary easing in May did little to spur the 

Australian equity market with investors seeming to conclude 

that the RBA’s second 25bps rate cut for the year would be 

its last. Although the RBA left the cash rate unchanged in 

June at 2.0%, the central bank noted that further 

depreciation of the AUD was “both likely and necessary” to 

continue rebalancing the economy. 

The 2015-16 Budget saw the Government’s deficit revised 

up to $35.1bn, more than double the estimate from 12 

months ago, but an improvement on the $41.1bn deficit 

expected for 2014-15. Net-net, the Budget was widely 

considered to be a positive one for businesses and 

households, with confidence likely to be boosted in the 

coming months by key measures including the Jobs & Small 

Business, and Families packages.  

Locally, Small Caps outperformed the ASX 100 Large Cap 

Index by (-6.7%) by 2.7% in the June quarter. Since 31 

December 2009, Large Caps have outperformed Small Caps 

for 16 of the last 22 quarters. Both Small Industrials and 

Small Resources outperformed their Large-Cap counterparts 

for the quarter by +2.3% and +4.7% respectively. 

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

diversified portfolio of 55 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 

Slater & Gordon (SGH) is an Australian law firm specialising 

in insurance claims, commercial, family and asbestos related 

law. SGH made a material acquisition in the UK that more 

than doubled the size of the UK business. The transaction is 

significantly EPS accretive and creates a good platform for 

further growth.  The position was established through 

participation in the share placement to fund the acquisition at 

a discount to market. Further consolidation opportunities in 

the UK market are expected to add more value to the 

business. We value SGH at $8.05 which does not take into 

account further accretive acquisitions in the UK. 

 

Sandfire Resources (SFR) is a low cost, high grade copper 

producer from its wholly owned DeGrussa mine in W.A. We 

participated in the sell down of the final corporate share 

overhang. The stock is attractively priced and has scope to 

substantially add value through exploration near the current 

mine. The outlook for copper is attractive given ongoing 

production shortfalls and deteriorating grades. 

 

McMillan Shakespeare (MMS) is a provider of salary 

packaging & novated leasing and fleet & asset management 

services. Sigma believes the market is underestimating the 

value and synergies of the recent Presidian acquisition. 

Management confirmed the acquisition is on track to deliver 

stated synergies with opportunity for further savings to be 

realised. The UK business is now profitable on a run rate 

basis and will make a positive contribution in FY16. New UK 

products have also received tax office approval and initial 

client demand has been encouraging. We believe 

management are likely to quantify additional synergies 

during the FY15 reporting season and provide a very strong 

outlook for FY16. It is trading on a FY16 PE of 12. 

 

Stocks Sold 

Lovisa Holdings (LOV) a specialist fast fashion jewellery 

retailer was sold on valuation grounds.  

 



 
 

Chandler Macleod Group (CMG) a HR recruitment 

specialist was sold into the takeover offer from Japanese 

based, Recruit Holdings. 

 

Energy Action (EAX) was sold following a downgrade that 

raises questions over the ability of management to actually 

deliver earnings growth from recent acquisitions. Further 

restructuring of the business will be necessary to maintain 

earnings. 

 

Independence Group (IGO) was sold on valuation grounds. 

 

PanAust (PNA) was sold into the takeover from Guangdong 

Rising Assets Management (GRAM).  

  

 

  

 



 
 

DISCLAIMER: Sigma Funds Management Pty Limited (ACN 137 097 075, AFSL 339901) does not give any warranty as to the accuracy, reliability or completeness 
of the information contained in this Monthly Commentary. This commentary is provided for 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 commentary does not take into account your 
investment objectives, particular needs or financial situation. 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  

 

 Solutions  

4.8 

Ingenia Communities Group 4.8 

Tox Free Solutions 4.7 

Bentham IMF Australia  3.4 

G8 Education 3.3 

Underweight:  

M2 Telecom Group 1.7 

Liquiefied Natural Gas Limited 1.7 

Veda Group 1.6 

Spotless Group Holdings 1.6 

Qube Holdings 1.5 

Note: Active weights refer to positions above benchmark only. 

Sector allocation 

Sector Active weight % 

Consumer Discretionary  7.4 

Utilities 6.4 

Industrials 4.7 

Information Technology 1.0 

Financials-A-REIT  0.8 

Financial-x-Real Estate (1.4) 

Energy (2.8) 

Consumer Staples  (3.9) 

Telecommunication Services (5.0) 

Materials (5.1) 

Health Care (7.7) 

Cash & Other 5.5 

Note: Active weights refer to positions above or below benchmark 
and represent average weights for the period. 

 

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 


