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Signia Capital Management is a boutique money management
firm specializing in value investing. The firm was founded in 2001 by
the research professionals that serve as the managing
partners. The senior members of our team have over two decades
of investment experience and are dedicated to practicing a value
investing discipline.
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Portfolio Characteristics
Investment Process Value: Fundamental Bottom-Up
Mkt. Cap Range $1b and Below
Median Market Capitalization $370 M
Number of Holdings 25-35
Target Return: 3 to 5 yr Annualized 12%-14%  
Return From Inception (9/30/11) 16.5% Annualized Net of Fees

After a difficult first quarter Signia’s portfolio bounced back in Q2,
returning 10.64%. Year to date the portfolio is up 5%. Overall the market
continues to show narrow leadership with returns being driven primarily
by the Technology and Healthcare sectors.

In the second quarter our largest position in the portfolio, Rent-A-Center
(RCII), announced it was going to be taken private by Vintage Capital for
$15.00 per share, a 40% premium prior to the announcement and a 77%
premium to our initial purchase price. After an active dialogue with the
company over the last year, we bought shares in February. We believed
Rent-A-Center’s valuation did not reflect the emerging possibility of the
company being taken private. Activist investor, Engaged Capital, had
purchased 20% of the outstanding shares and replaced 3 board
members. Engaged Capital also pushed for a review of strategic
alternatives. Another firm, Vintage Capital, acquired 5% of the outstanding
shares and made public bids for RCII in the range of $13 to $15 per share.

In February, Rent-A-Center’s stock was trading in the $7-$8 range. The
market remained skeptical a transaction would occur. However, with an
activist investor in control of the board, and an active bid from another
investment firm, we believed it was likely RCII would be sold. This
represents our 12th portfolio holding that has been acquired or taken
private in the last 3 years.

Another holding worth highlighting in the second quarter is New York and
Company (NWY). The stock appreciated 51% after posting its most
profitable first quarter in nearly a decade. The company is benefiting from
a number of initiatives put in place by management over the past two
years. These include closing underperforming stores, investing in e-
commerce, building celebrity partnerships, and growing the company’s
private label credit card.

Brick and mortar retail has changed dramatically with the growth of e-
commerce and many traditional retailers are failing. We purchased New
York and Company’s stock believing the company had the balance sheet,
real estate flexibility, and strategic road map to be successful in this
changing environment. Looking back only a year ago, investor sentiment
was so poor within the retail space that NWY’s stock was trading for a
slight premium to the cash on its balance sheet. At that point, NWY had a
market cap of $84m with net cash of $64m. Given the number of strategic
initiatives underway and the strong balance sheet, we believed NWY’s
stock was undervalued.

From a thematic perspective we are focused on opportunities in the
energy, materials, and retail sectors. More recently we have found
opportunities in shipping stocks. The industry is recovering from a
building boom that peaked in 2011. The oversupply of both dry bulk and
container ships produced one of the largest downturns in the industry’s
history. Today, orders for new ships are at their lowest in 15 years. This
lack of new supply combined with improving global demand will drive a
recovery in revenue and earnings for the shippers over the next year. A
number of management teams we have spoken with tell us the industry
supply demand fundamentals are the best they have seen in a decade.

We purchased shares in two shipping companies we believe are
positioned to benefit from the recovery, Safe Bulkers and Eagle Bulk. Safe
Bulkers is leveraged to improving day rates in the dry bulk sector.
Scrappage of existing ships, combined with a lack of new ship inventory,
puts Safe Bulkers in a position to benefit from improving day rates over
the next year. Safe Bulkers has the lowest operating cost in the industry
and a well aligned management team that owns 50% of the company. At
80% of net asset value and 5 times EBITDA we think the stock is a
compelling addition to the portfolio. Our second purchase was Eagle Bulk
Shipping. Eagle has a newer fleet of highly versatile supermax and
Ultramax vessels, putting it in a good position to benefit from rising day
rates. Eagle also trades at 80% of NAV and 5 times cash flow.

Continued on page 2

Our Small-Micro Cap Value strategy invests in high quality, catalyst
rich companies that we expect will experience a significant
improvement in earnings within the next 12 to 24 months. Our
team identifies compelling investment opportunities through a
rigorous bottom-up research process that includes direct dialogue
with the management teams of each company under consideration.
The process results in a concentrated portfolio of 25 to 35 individual
investments, each with its own unique and compelling investment
catalyst.

Investment Team
Richard Beaven, CFA Lead Portfolio Manager
Colin Kelly, CFA Director of Research, Portfolio Manager
Anthony Bennett, CFA Portfolio Manager

Top 10 Holdings (%) 6/30/18
Rent-A-Center 7.0%
New York & Co Inc 5.5%
Gain Capital 5.5%
Costamare Shipping 5.0%
Atlas Air Worldwide 4.5%
Heritage Insurance 4.5%
Smart & Final Stores Inc 4.0%
North American Construction 4.0%
Safe Bulkers Inc 4.0%
Revolution Lighting Technology 4.0%

Sectors Weightings (%) 6/30/18
Financial Services 26.0%
Consumer Discretionary 24.0%
Producer Durables 17.0%
Energy 15.0%
Technology 5.0%
Materials & Processing 4.0%
Consumer Staples 4.0%
Cash 5.0%
Total Portfolio 100.0%



** Source: Signia Capital Management, LLC, Thomson Reuters Baseline and the Frank Russell Company. The information provided in this report should not be considered a recommendation to purchase or sell any particular
security. There is no assurance that any securities discussed herein will remain in our composite at the time you receive this report or that securities sold have not been repurchased. Our portfolio characteristics and sector
weightings are based on a representative account and may not be indicative of this strategy’s current or future investments. It should not be assumed that any of the holdings discussed herein were or will be profitable or that
the investment recommendations or decisions we make in the future will be profitable or will equal the investment performance of the securities discussed herein. This information is shown as supplemental information only and
complements the full disclosure presentation (fully compliant GIPS presentation). Past performance is no guarantee of future results.

* Signia Capital Management, LLC (“Signia” or “the Firm”) is a registered investment adviser formed in January 2001 and is employee owned. Signia claims compliance with the Global Investment Performance Standards
(GIPS®) and has prepared and presented this report in compliance with the GIPS standards. Signia has not been independently verified. The firm maintains a complete list and description of composites and a presentation that
complies with the requirements of the GIPS standards, which is available upon request by contacting David Krebs, Chief Compliance Officer, at 509‐789‐8970 or david@signiacapital.com
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Continued from page 1

In our past investment updates we have highlighted our exposure to
a number of mining and materials companies. We continue to
believe cyclical factors as well a secular trends will benefit our
holdings. From a cyclical perspective, a lack of investment over the
last decade in new mine capacity, combined with improving global
demand has significantly improved prices for base metals, specifically
copper and nickel. Longer term we see increasing demand from
electric vehicles and power storage as additional drivers. Recent
concerns over a potential trade war between the US and its trading
partners, has negatively impacted commodity prices across the
spectrum. Yet we continue to see a significant decline in copper and
nickel inventories. These two trends can not continue, and we
expect to see a rebound in price as inventories continue to decline.

This quarter, we have shown our Small Microcap Value strategy
performance relative to a number of private equity benchmarks. A
significant volume of research published over the last few years
argues that microcap stocks are an attractive liquid private equity
alternative. Over time, microcap stocks generate returns similar to
private equity with a number of advantages. These advantages
include:
-lower management fees
-better transparency
-daily liquidity
-no extended lock-up periods

We believe our portfolio is a good proxy for private equity given that
it shares a number of common characteristics with private equity
holdings. These similarities include:
-concentrated portfolio
-similar enterprise value of holdings
-similar initial purchase valuations

Furthermore, 12 of our portfolio holdings have been acquired by
either private equity funds or strategic buyers within the last three
years. We believe this demonstrates the similarities of our
approach with private equity and strategic buyers to investing in
public companies.

Both the Russell 2000 Value and Microcap Value benchmarks are
dominated by a few large sectors. For example, the Russell
Microcap Value Index is 42.9% Financial Services, 3 times the
weight of its next largest sector, Consumer Discretionary at
13.78%. At the other extreme, the Energy, Materials, Healthcare,
Staples, Utilities, and Technology sectors represent just 7.5% or
less. Signia’s investment process looks for the most compelling
investment ideas based on low valuation and strong catalysts, it
does not target relative sector or benchmark exposure. The
concentrated nature of our portfolio, averaging between 25-35
holdings, our focus on individual investments as opposed to
relative benchmark exposure, and our longer-term investment
horizon of 3-5 years, make comparisons to a private equity index,
or a total return target more compatible with our investment
approach.

We believe a target total return is the most appropriate measure
of our success. Our Small Microcap Value Strategy generated a
16.5% annualized return net of fees from its inception in 2011.
We expect our strategy to return 12%-14% annualized over 3 to 5
year periods. This target return is consistent with the long term
historical performance of the Cambridge US Private Equity and
Cambridge US Small Company Buyout Indices.

We look forward to providing our next investment update at the
end of 2018.

Annualized Returns 12/31/2017
* Performance net of fees

Trailing 1 Year 10.28% 17.49% 14.11%
Trailing 3 Year 13.62% 11.79% 11.97%
Trailing 5 Year 14.53% 13.86% 14.67%
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