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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 JANUARY 2020
NET TANGIBLE ASSET VALUE BREAKDOWN
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MARKET INSIGHT

INVESTMENT BELIEFS

For the month of January, the Investment Portfolio increased by +2.31%, underperforming the benchmark
S&P/ASX 300 Industrials Accumulation Index (ASX: XKIAI) which increased by a not insignificant +5.97%. This
brings the inception performance to +99.96% on a total return basis, outperforming the benchmark index which
has returned +60.53% over the same period. At the end of the month the Investment Portfolio was made up of
13 long positions with a cash weighting of 8.69%, and the weighted average market capitalisation of the
investments was $455.1 million. From a contribution perspective, four of the NAC investment contributed more
than +0.40% and one position contributed more than +1% to the total return. There were no major detractors
to performance with two holdings detracting ~-0.40% each to investment portfolio performance.
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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 one significant announcement in January came from Objective Corporation (ASX: OCL), which released a
trading update for 1H FY20. Pleasingly, the Company confirmed that they remain on track regarding their organic
growth profile and increasing recurring revenue base. In 6 months alone the Annualised Recurring Revenue
(ARR) base of the business increased by 11%, and now equates to 75% of the total revenue profile. All research
and development expenditure was again fully expensed and cash conversion was >200% of NPAT. To put this
in context, operating profit for 1H FY20 is expected to be $5.8 million with the cash balance of the business
growing by $4.8 million, even after the payment of $6.7 million for a small acquisition and dividend payments
of $5.6 million. We continue to believe that OCL remains one of the highest quality businesses listed on the
ASX, and importantly it remains under-owned and under-researched due to the very low liquidity profile and the
assumption that it may look expensive from a P/E perspective as all R&D is expensed as incurred and not
amortised over a number of years. The latter approach benefits the short-term profitability of the business, and
is the approach taken by peers such as Technology One (ASX: TNE), which we believe capitalised in excess of
50% of its R&D in FY19. Even so, TNE trades on a FY20 P/E multiple of 40 times and EV/EBITDA multiple of 26
times.
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MARKET INSIGHT CONTINUED
Heading into half year reporting season it is worth noting that we have already seen a number of significant
downgrades. These include women’s retailer Mosaic Brands (ASX: MOZ) which has seen its stock fall -23%,
geospatial mapping business Nearmap (ASX: NEA) which fell almost -35% over the month, and finally two of
Australia’s largest engineering businesses, CIMIC Group (ASX: CIM) and Downer (ASX: DOW), both falling by
approximately -20%. Each of these businesses blamed company specific issues, but with the market heading
into February near all-time highs it is clear that any company that does not meet market expectations will be derated in a significant manner. Over CY19 90% of the ASX-200’s uplift was caused through P/E expansion as
opposed to earnings expansion. Earnings went backwards in CY19 with the other 10% of the positive overall
return coming from dividend payments. Clearly this valuation expansion has been driven by record low interest
rates and the global scramble to invest in assets that can generate a greater return than that of government
bond yields, which domestically currently offer a yield of ~1.30%.
Equities are very much being valued in a relative sense, but as we have seen in the previous few weeks earnings
trajectory is still the single most important variable for a company’s valuation, regardless of whether or not a
business is a cyclical business or a high growth technology business. What adds intrigue to the forthcoming
reporting season is how investors react to recent macro variables of the tragic bushfires in Australia and the
Coronavirus outbreak, and whether the market will view these events as one-off occurrences from a valuation
perspective or capitalise them in a company’s earnings profile going forward.

STOCK CONTRIBUTION ANALYSIS
The table below lists the top 5 positive stock contributors to the investment portfolio since inception, November
2014. The stocks listed below may or may not be current holdings within the portfolio.
TOP 5 POSITIVE CONTRIBUTORS

Chairman
David Rickards (Independent)
Directors
Warwick Evans
Sebastian Evans
Sarah Williams (Independent)

CONTRIBUTION TO RETURN (%NAV)

People Infrastructure Limited (ASX: PPE)

13.40%

MNF Group Limited (ASX: MNF)

12.68%

Service Stream Limited (ASX: SSM)

7.80%

BSA Limited (ASX: BSA)

7.51%

Smartgroup Corporation (ASX: SIQ)

6.95%
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OUR TEAM

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

$455.1 million
13 Long Positions
8.69%

Standard Deviation of Returns (NAC)

11.13%

Standard Deviation of Returns (XKIAI)

10.97%

Downside Deviation (NAC)

5.61%

Downside Deviation (XKIAI)

5.83%

ENQUIRES

Percentage of Positive Months (NAC)

65%

Percentage of Positive Months (XKIAI)

63%

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

48,170,404

www.naos.com.au

Shares on Issue
NAC Directors Shareholding (Ordinary Shares)

7,925,323

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. This announcement has been authorised for release to the ASX by the Board of Directors of NAOS Ex-50 Opportunities Company
Limited.

