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Sigma experience

• We focus on Invested Capital (Debt & Equity).  
Whatever the source, any capital should still earn 
a return

• We don’t focus on WACC and EPS as these can 
be influenced in ways that don’t add value

2

• Capital Management & Return on 
Invested Capital (ROIC) has been 
the key focus in the last six years

• We use ROIC essentially as a 
surrogate for long term enterprise 
value which drives share price
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Context

• ROIC for Sigma is a very simple formula:

• The opportunity exists to drive both sides of the equation

• Three ways to raise capital*:
1. Internally generate
2. Raise debt
3. Raise equity

• Five ways to use it:
1. Re-invest in your business
2. Buy new businesses
3. Repay debt
4. Pay dividends
5. Repay debt

• Shareholders should expect firms to be good allocators of capital

3

Earnings before interest & tax
Capital employed

* The Outsiders, William Thorndike 



Sigma’s approach

• In thinking about investment decisions or capital 
management, we don’t target WACC
or EPS

• Instead our focus is on ROIC, allocating capital well 
and ensuring we earn a return

• In 2011, our balance sheet was bloated with working 
capital

• It has taken five years to reduce Days Sales 
Outstanding from 72 to 51– every day is $8.0m

• In making investment decisions, our focus is on Risk 
vs Reward

• Therefore we focus on ROIC, payback period and 
doing sensitivity analysis
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Conclusions

• I like to keep things simple!

• Pick a measure that will drive long term sustainable 
value, then have the discipline to use it

• Be purposeful about how you allocate capital, and 
understand the impact on your business

• Understanding sensitivities will tell you where your 
risks are, which will drive better capital allocation 
decisions

• Driving an ever increasing ROIC is not always 
possible:  increasing the base you earn it on is also 
value accretive
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Thank you


