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NAC GENERALLY INVESTS IN MID-CAP INDUSTRIAL COMPANIES WITH A MARKET CAP OF $400M-$1B+
MONTHLY INVESTMENT REPORT AND NTA UPDATE AS AT 31 JULY 2019
NET TANGIBLE ASSET VALUE BREAKDOWN
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MARKET INSIGHT

INVESTMENT BELIEFS

For the month of July, the NAC Investment Portfolio increased by +0.50%, underperforming the benchmark
S&P/ASX 300 Industrials Accumulation Index (ASX: XKIAI) which increased by +3.43%. This brings the inception
performance over 4 years and 9 months to +63.24% on a total return basis, outperforming the benchmark index
which has returned +50.85%. The major positive contributors to performance were Smartgroup (ASX: SIQ), AP
Eagers (ASX: APE) and Automotive Holdings (ASX: AHG), which contributed approximately +1.00%, +0.50%
and +0.30% respectively. There was only one major detractor to performance which again was MNF Group
(ASX: MNF), which detracted over -1.50% to portfolio performance. Of these positions, only APE released any
news during July.
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* Investment Portfolio Performance is post all operating expenses, before fees, taxes and initial IPO and placement commissions. Performance has not been grossed up for franking
credits received by shareholders.

The two notable stock specific events in the portfolio came from AP Eagers (ASX: APE) and Lifestyle
Communities Group (ASX: LIC). LIC announced an update to both their FY19 results and their new home
settlements for the year. While the FY19 result and settlements were in line, LIC flagged that FY20 settlements
would be lower than previously expected due to planning delays with two of their projects. The company also
provided settlement guidance for FY21 for the first time, which was better than expectations – driven by new
developments in the pipeline. In our view, the near-term delay is not a result of weakness in demand or problems
with the projects, but rather due to somewhat standard delays that can be experienced during the planning
approval process. Whilst a little frustrating, we believe it does not hinder the long-term growth of the company
and their ability to sustain growth in settlements beyond FY21. We continue to like the stock as we are confident
that their growth can be maintained and self-funded, driving an increasing pool of annuity style earnings over
the long term. In our view, LIC is an excellent business and one of only a few pure play exposures to the
accelerating thematic of the aging demographic in Australia, especially outside of the healthcare industry.

FULLY FRANKED DIVIDEND PROFILE (CENTS PER SHARE)
NAC aims to deliver shareholders a sustainable growing stream of fully franked quarterly dividends.
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MARKET INSIGHT CONTINUED
Finally, APE was given conditional authorisation from the Australian Competition and Consumer Commission
(ACCC) to acquire Automotive Holdings Group (ASX: AHG). As part of the process, APE provided an undertaking
that it would sell a group of dealerships within the Newcastle and Hunter region which, in our view, only
represents a minor concession and further de-risks the merger process. Looking forward we believe the APE
management team will be able to extract significant cost synergies out of AHG with a key focus on the property
portfolio, lease expenses, gross margins and overheads. Regarding revenue synergies, we believe that as with
the current APE business, the management team can focus on increasing the proportion of vehicle sales that
are financed through their dealerships, and with that, benefit from increasing margins over time.
Another interesting point is that even though APE is a business with a $2 billion market capitalisation, to date it
has not been included within the S&P/ASX 200 Index (XJO) or even the S&P/ASX Small Ordinaries Index (XSO)
due to lack of liquidity. Many large fund managers who use such indexes as benchmarks for their own
performance tend not to spend time looking at these businesses as there is little to no opportunity cost. Post
the acquisition, the APE business will have a market capitalisation of over $3 billion and a more liquid share
register. We believe that over time, i.e. 3-12 months, there is a strong possibility APE will enter the XSO index
and then the ASX-200. If this occurs, we believe APE will command a higher earnings multiple, as many fund
managers may be forced to own APE as it forms part of their benchmark.

STOCK CONTRIBUTION ANALYSIS
The table below lists the top 5 positive stock contributors to the investment portfolio since inception.
TOP 5 POSITIVE CONTRIBUTORS

CONTRIBUTION TO RETURN (%NAV)

People Infrastructure Limited (ASX: PPE)

10.76%

Service Stream Limited (ASX: SSM)

6.69%

BSA Limited (ASX: BSA)

6.45%

Elders Limited (ASX: ELD)

5.60%

Event Hospitality & Entertainment Limited (ASX: EVT)

5.13%
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* Investment Portfolio Performance is post all operating expenses, before fees, taxes and initial IPO and placement commissions. Performance has not been grossed up for franking
credits received by shareholders. Since inception (P.A. and Total Return) includes part performance for the month of November 2014. Returns compounded for periods greater
than 12 months.

KEY METRICS – SUMMARY DATA
Weighted Average Market Capitalisation of the Investments
Number of Holdings
Cash Weighting

$404.9 million
11 Long Positions and 2 Short Positions
8.10%

Standard Deviation of Returns (NAC)

10.92%

Standard Deviation of Returns (XKIAI)

11.08%

Downside Deviation (NAC)

5.85%

Downside Deviation (XKIAI)

6.00%

Percentage of Positive Months (NAC)

61%

Percentage of Positive Months (XKIAI)

65%

Shares on Issue
NAC Directors Shareholding (Ordinary Shares)

51,776,353
7,526,514

ENQUIRES
Telephone: (02) 9002 1576
Email: enquiries@naos.com.au
www.naos.com.au

Important Information:
This material has been prepared by NAOS Asset Management Limited (ABN 23 107 624 126, AFSL 273529) (NAOS) as investment manager of the listed investment company referred to herein (Company).
This material is provided for general information purposes only and must not be construed as investment advice. It does not take into account the investment objectives, financial situation or needs of
any particular investor. Before making an investment decision, investors should consider obtaining professional investment advice that is tailored to their specific circumstances. Past performance is not
necessarily indicative of future results and neither NAOS nor the Company guarantees the future performance of the Company, the amount or timing of any return from the Company, or that the investment
objectives of the Company will be achieved. To the maximum extent permitted by law, NAOS and the Company disclaims all liability to any person relying on the information contained herein in relation
to any loss or damage (including consequential loss or damage), however caused, which may be suffered directly or indirectly in respect of such information. This material must not be reproduced or
disclosed, in whole or in part, without the prior written consent of NAOS.

