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A money management firm specializing in value investing

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.

Our extensive investment experience leads us to believe that
outperformance is driven by the highest conviction ideas within a
portfolio. As a result, we believe that a concentrated portfolio
consisting of high conviction, catalyst rich investments is the best
way to generate significant returns relative to the rest of the
market.

Our Concentrated Value strategy invests in 12 to 20 individual
securities that we believe possess compelling company specific
catalysts. The investments in this strategy are expected to
generate significant price appreciation over the next 12 to 24
months. The strategy is unconstrained by market capitalization
ranges, allowing the team to select the very best investment
opportunities regardless of market capitalization.

Concentrated Value Strategy
Rotation Time

2017 has been unrewarding for value investors thus far. The divergent returns
year to date between Value and Growth are staggering. The Russell 2000 Value
Index declined -1.31% through August while the Russell 2000 Growth gained
+10.78%, a +12% swing in favor of growth. Large Growth has outperformed
Small Value by over 20%, with the Russell 1000 Growth Index returning over
+19% so far this year. It is impossible to predict how long this performance
divergence will last, but we are beginning to see signs of extreme sentiment
which typically indicates a nearing inflection point. In June Goldman Sachs
published a research note pondering the death of value investing. More
recently, The Wall Street Journal published an article stating, “value investing is
mired in one of the worst stretches on record, prompting concerns that the
investment style is losing its effectiveness”. We do not believe that we are
witnessing the death of value investing. On the contrary, periods of extreme
performance divergence have been good opportunities to reallocate to out of
favor strategies.

Signia’s Concentrated Value strategy continues to show significant quarter to
quarter volatility as expected. Since our last update in mid-February, the strategy
has underperformed the Russell 3000 due in large part to the tremendous
momentum behind large cap growth stocks mainly in the Technology sector.
The “FANGS” - Facebook, Amazon, Netflix, Alphabet - have dominated the rest of
the market this year. Rather than chase what has been popular thus far, we
continue to patiently build our exposure to opportunities in metals, mining, and
energy. We expect as the fundamentals for these industries continue to
improve over the next year, we will see a significant rebound in our portfolios
relative performance.

Portfolio Activity This Quarter

One area of particular interest to us is the metals, mining, and basic material
industries. We see an emerging alignment of both secular and cyclical dynamics
for these industries that will drive demand and improved commodity prices. The
market has largely ignored companies with exposure to base metals and many
are trading at valuations near 20 year lows.

Supply

The metals and mining industry has suffered 5 consecutive years of declining
prices for base metals due to the economic slowdown across emerging
economies. Investments in new mines by major producers have followed a
predictable path downward. In many instances, producers are not replacing
their existing production volume with new reserves. Compounding the lack of
reserve replacement is a pervasive decline in the average metal grade produced
today versus 5 or 10 years ago. Copper grades for instance have declined from
over 1% per ton to less than half that over the past decade. Considering that it
can take up to 7 years to bring a new mine into production additional supply will
take time to come to market.

Demand

Growth in clean energy technologies such as wind and solar continue to take on
a more prominent role in the global production of power. These technologies
are highly dependent on base metals. Furthermore, the accelerating global
adoption of electric vehicles is just beginning to impact the nickel, cobalt, copper
and lithium markets. The average electric vehicle uses 150 pounds of copper
compared to just 50 pounds for the average internal combustion engine.
Roughly 22% of global nickel production and 98% of cobalt production would be
used by as little as 8 million electric vehicles. Electric vehicle production is
expected to reach this level as soon as 2025. We believe the combination of
these supply and demand factors will drive base metal prices significantly higher
from today’s depressed levels.

Two of our holdings, Trevali and Metals X, have excellent leverage to rising zinc
or copper prices. Trevali, which is primarily focused on zinc production, has a
strong growth profile and low cost production that will drive improved earnings
and cash flow over the next few years. Similar to the copper market, zinc is
undersupplied with global inventories approaching 10 year lows and little new
production on the horizon. Metals X is an Australian producer of both copper
and tin. The company plans to expand copper production from 25,000 tons per
year to over 40,000 tons. In addition, the company owns an undeveloped nickel
and cobalt resource which may ultimately generate over $400m in cash flow
once developed.
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Portfolio Characteristics
Investment Process Fundamental Bottom-Up

Mkt. Cap Range All Cap

Number of Holdings 12-20

Performance Benchmark Russell 3000 Value
Russell 2000 Value

Mid Quarter Update: 3Q | 2017

Portfolio Snapshot 08/31/17

Current Number of Holdings 16
EV/EBITDA 9.5
Price to Book 1.2
Price to Sales 1.5
Price to Cash Flow 8.9
Price to Earnings (forward) 11.8
L.T. Debt to Capital 10%
2017 vs. 2016 EPS Growth 98%
Weighted Average Mkt. Cap $230.0
Expected Turnover (annual) 60%



** 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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A third holding, Amerigo Resources, is a copper producer in Chile that is
well positioned to benefit from improving base metal demand. Amerigo
produces over 60 million lbs. of copper by processing mining tailings, or
waste, generated from operations at the El Teniente mine. Management
plans to increase production by 25% while lowering their cash cost of
production to $1.40 per lb. by 2018. Should copper remain above $3.00
per lb.; we believe Amerigo’s increased volume and lower production
cost could generate earnings in excess of the company’s previous peak
of $0.40 per share. Amerigo’s shares currently trade around $0.60.

Outside of metals and mining, we are focused on another unloved sector
in the market, Energy. One of our larger holdings is Bellatrix Exploration,
a Canadian-focused exploration and production company. The
company’s management has executed an impressive turnaround over
the last 2 years reducing debt from a burdensome $700m to $400 million
through the sale of non-core assets. With the asset sale process
complete, Bellatrix has returned to growth with 2017 production
expected to grow by over 15%. The company believes it can sustain 15%
production growth for the next few years. Bellatrix is one of the deepest
values in the sector with a net asset value calculated to be in excess of
$10 per share, which is attractive when compared to today’s share price
of $2.25.

Despite difficult relative performance year to date for value investors, we
remain excited by the many compelling opportunities in our portfolio
and believe our patience will be rewarded in the next year.

We look forward to updating you again next quarter.

Top 10 Holdings (%) 08/31/17

Gain Capital 8.5%
Metals X Limited 8.5%
Revolution Lighting Technologies Inc 8.5%
The Bancorp Inc 7.8%
Ardmore Shipping Corp 7.3%
Autobytel Inc 7.3%
Amerigo Resources LTD 7.1%
Build-A-Bear Workshop Inc 6.8%
Bellatrix Exploration LTD 6.3%
Ruby Tuesday Inc 5.5%
Total Top 10 Holdings (%) 73.6%

Returns

2016 30.71% 18.40% 31.74%
Year to Date 8/31/17 -2.17% 4.32% -1.31%

From Inception (6/30/2015) Annualized 10.29% 8.35% 8.51%
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