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Month 

% 
Quarter 

% 
6 months 

% 
1 year 

% 

 
3 years 
% p.a 

Since 
Inception^ 

% p.a. 

Sigma Emerging Companies Fund* 0.0 (2.5) (3.9) (12.6) (1.2) 0.4 

S&P/ASX Small Ord. Accumulation Index 0.9 (0.5) 6.1 (3.6) (1.2) 0.5 

Value added (detracted) (0.9) (2.0) (10.0) (9.0) (0.0) (0.1) 

*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 underperformed a rising small cap market in 

February. Consumer discretionary stocks were the main 

contributors during the month. Media stocks, Seven West 

Media (+19%) and APN News & Media (+15%) were 

stronger post solid results and the beneficial prospects of the 

Federal Government’s media reform agenda coming into 

view. This was offset somewhat by the Fund’s holding in TV 

network, Nine Entertainment (-9%) as the near term revenue 

environment continues to be challenging.  Retailers, 

Godfreys (+30%), Speciality Fashion (+25%) and Vita Group 

(+13%) were all stronger after reporting better than expected 

results. Not owning Super Retail Group (-20%) post 

downgrades to consensus earnings due to ongoing issues in 

the Leisure business contributed in a relative sense. Stock 

holdings detracting included Australian Careers Network (-

50%), post writing down the Fund’s holding down to cost as 

the stock has been suspended since the end of October 

2015. The company is waiting on the outcome of the court 

case against the Federal Government’s refusal to fund 

training of students under the VET FEE help programme. 

Construction & Engineering group, RCR Tomlinson fell (-

32%) post a disappointing result in a tough environment. 

McMillan Shakespeare (-12%), Smartgroup (-11%), Tox Free 

Solutions (-7%) and Broadspectrum (-4%) were all weaker 

despite delivering results that met or beat expectations. In 

addition, McMillan Shakespeare was impacted by investor 

sentiment pending the outcome of a re-tender of the 

company’s largest contract. The absence of OzForex (-39%), 

Isentia (-24%) and Blackmores (-17%) contributed in a 

relative sense. 

Economic developments and markets 

Global equity markets exhibited larger dispersions (S&P 500 

-0.4%: FTSE 100 0.2%: German DAX -3.1%: Shanghai 

Composite -1.8%: Nikkei -8.5%: Hong Kong -2.9%) as global 

growth concerns continued to persist in light of a rising US 

rate cycle. Markets generally fell through to mid-month with 

the US market falling to its lowest close since April 2014, 

before rallying into month end. 

The S&P/ASX 300 Accumulation Index fell 1.7% in February. 

Resources (+7.5%) outperformed reflecting the reversal in 

the commodity space, while Banks (-8.2%) underperformed 

as fears of tightening credit markets drove share prices 

lower. The Small Ordinaries Accumulation Index 

outperformed the S&P/ASX100 equivalent by 2.9%. The 

Small Industrials Accumulation Index outperformed the 

S&P/ASX 100 by 1.4%, while the Small Resources 

Accumulation index outperformed the S&P/ASX100 

Resources index by 13.1%. The Small Ordinaries 

Accumulation Index has now outperformed the S&P/ASX100 

Accumulation Index by 4.5% over the last quarter and 10.8% 

over the year. 

Commodity markets experienced a sharp reversal. Oil rallied 

with WTI (US$33.75) and Brent (US$36.64) close to YTD 

highs on talk of OPEC supply cuts (later dismissed) and a 

combination of supply disruption fears (Nigeria/Iraq). Iron 

Ore prices rose 18.9% to US$49.62 per tonne on supply 



 

disruptions and restocking in China. Base metals turned up, 

with the LME Metals Index rising 3.5%. Notably zinc (+8%), 

tin (+7%), aluminium (5%), copper (3%) and lead (+2%) 

rose, while nickel (-1.1%) declined. Spot Gold rose 10.8% as 

rising US economic risks added upside bias to the precious 

metal. The A$ appreciated 0.8% against the US$ in light of 

the commodity reversal. 

US Economic data continued to be mixed. The ISM 

manufacturing index for January rose marginally to 48.2, the 

fourth straight month of sub-50 readings indicating 

contraction, while the non-manufacturing ISM for January fell 

to weaker than expected 53.5, the weakest level since 

February 2014. However, Retail sales for January rose 0.2% 

with prior months revised up, with payrolls rising a weaker 

than expected 151k. However the unemployment rate fell to 

4.9%, notwithstanding higher labour force participation 

(edged up to 62.7%). 

Chinese economic data continued to come in on the soft 

side. The NBS manufacturing PMI fell 0.4 to 49.0, with the 

underlying details showing broad based easing across the 

major components, including output and new orders, while 

new export orders rose. Meanwhile PPI deflation has now 

been in deflationary territory for 47 months, reflecting 

overcapacity both on the domestic front as well as imported 

deflation pressure related to global commodity prices. In 

response, the PBOC announced a further 50bp cut to the 

reserve requirement ratio (RRR) for all financial institutions 

effective March 1
st
. 

On the domestic economic front, building approvals for 

December rebounded by a higher than expected 9.2%m/m to 

an annualised rate of 226k. Employment growth for January 

was worse than expected falling -8k though employment 

growth was still reasonable at +2.6% y/y, while the 

unemployment rate rose to 6.0% on a steady participation 

rate (65.2%). Over calendar year 2015 employment growth 

was 2.7% (312k more people employed) and well above the 

average y/y growth rate of 1.8% over the last 20 years. 

However, the wage price index fell to a record low of 2.2%y/y 

in the series (dates back to 1998). The RBA held the cash 

rate at 2.0%. 

Portfolio changes and outlook 

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

diversified portfolio of 48 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 

Australian Agricultural Company (AAC) is an owner and 

operator of beef cattle stations with an abattoir based in the 

Northern territory. Sigma believes the company finally has 

the appropriate management team and strategy in place to 

maximise cashflow and profitability from the existing 

business while selling its beef at higher prices in the market. 

The company is targeting double digit returns on capital from 

its existing asset base with limited further capex. The stock is 

trading at a material discount to NTA of $1.53 

Austal (ASB) was added following the release of the 

Australian Defence White paper highlighting the need for 

continued naval ship building in Australia. ASB is the largest 

Australian owned defence prime contractor and is in a very 

good position to build the next generation of Australian patrol 

boats. Sigma believes that the stock has de-rated sufficiently 

to not be pricing any upside from such contract wins. It is 

trading on 8.6x FY16 PE, with net cash on the balance sheet 

and with orders worth in excess of A$2bn from the US Navy. 

Lovisa (LOV) is a retailer of cheap costume jewellery that 

has successfully transitioned its growth into offshore markets 

with the company only recently entering the UK market. As 

expected the 1HFY16 result disappointed the market given 

the level of in store discounting to clear excess stock. The 

company has cleared the excess stock ruthlessly to ensure it 

can get back to maximising its gross margins given the high 

margin nature of the business. We believe the share price is 

not including any value for offshore expansion which is a 

stark reversal of two months ago when it appeared the 

market was pricing successful expansions into the UK and 

elsewhere. Sigma believes this represents a good entry point 

into a high returning business. 

Stocks Sold 

Logicamms (LCM) was sold following a worse than 

expected result due to margin pressure from competitors as 

well as the unexpected cancellation of the dividend despite 

having net cash on the balance sheet which in our opinion 

implies that the board has lost confidence in the near term 

over the direction of earnings and cashflow in the business. 

Inteuri (IQE) was a small position that was exited following 

the announcement of an investigation into the business by 

the Serious Fraud Office in NZ. 



 

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:  

Ingenia Communities Group 4.6 

G8 Education 4.2 

Seven West Media 4.1 

Tox Free Solutions 4.0 

Broadspectrum 4.0 

Underweight:  

Vocus  2.9 

Blackmores 1.9 

Northern Star Resources 1.8 

Evolution Mining 1.5 

Macquarie Atlas Roads 1.5 

Note: Active weights refer to positions above benchmark only. 

 

Asset allocation 

Sector Active weight % 

Industrials 8.6 

Consumer Discretionary 7.9 

Utilities 5.1 

Financials-A-REIT  1.4 

Information Technology (0.6) 

Energy  (1.2) 

Financial-x-Real Estate (3.4) 

Telecommunication Services  (4.8) 

Consumer Staples (5.8) 

Healthcare  (6.5) 

Materials (9.4) 

Cash & Other 8.7 

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 l, 

 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/

