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DISCLAIMER: This document should not be viewed as complete credit research. It is a summary document only
designed to help the reader identify the key elements of the company or financial product referred to in this document
and should be read in conjunction with the offering documentation available.

Issuer Overview

NAOS Asset Management Ltd is a specialist fund manager providing investors with exposure
to Australian listed industrial companies outside of the ASX-50. NAOS launched its first
listed investment company (LIC) in 2013 with 400 shareholders and today NAOS manages
three LIC vehicles with close to 7,500 shareholders:

- NAOS Small Cap Opportunities Company generally invests in up to 30 small-cap
ASX listed companies with a target market cap in the range of $100m-$1bn

- NAOS Emerging Opportunities Company generally invests in up to 15 micro-cap
ASX listed industrial Companies with a target market cap of less than $250million

- NAOS ex-50 Opportunities Company generally invests in up to 20 mid cap ASX
listed companies with a target market cap of $400m- $1bn.

The NAOS Small Cap Opportunities Company (NAOS), an LIC listed on the Australian
Securities Exchange (ASX: NSC) holds strategic equity investments in a range of Small-Cap
Company investments divided amongst the Telecommunications, Human Resources,
Engineering, Agriculture, Information Technology, Finance, Retirement, Construction
Materials and Tourism sectors. NAOS obtains funding for those investments from equity
investors and bond holders.

NAOS currently has one fixed rate issue totaling $27million unsecured, unsubordinated bonds
carrying an interest rate of 4.95% with a 5-year maturity date (original) of December 2024.

The fair value of Financial Assets, being the investments held by NAOS as of 30 June 2020,
totaled $134million. This reflects a gearing level of approximately 20% which indicates that
despite the fall in the market across most of the investments in the portfolio, NAOS remains in
a strong financial position.

The NAOS investment portfolio returned a positive contribution of 1.53% in July and 3.17%
in August. These contributions provide a positive outlook for the portfolio with all holdings,
apart from one, releasing their FY20 financial results, and in some cases providing a broad
outlook for FY21. The most notable positive contributors to performance for August were
Consolidated Operations Group (ASX: COG), which announced a maiden dividend; Eureka
Group Holdings (ASX: EGH) which surpassed market expectations and resumed its earnings
growth momentum; and Over The Wire (ASX: OTW) which announced an acquisition and
reported a strong trading result for 2HFY20.
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Coupon
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Issuer / Bond N/A
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Key Information

The primary assets of the issuer comprise holdings in ASX listed entities. As of 30 June 2020,
total debt to total tangible assets stood at approximately 20%. Loan to value coverage with
just $27million of debt compared with a current portfolio value (comprising ASX listed
securities) of circa $134million equates to a strong asset coverage of approximately 5 times.

Bond holders also benefit from a Negative Pledge, such that whilst any bonds are outstanding,
NAOS cannot create or permit to subsist any security interest upon the whole or any part of its
present or future assets other than up to $1m in a Permitted Security Interest.

In addition, NAOS has entered into Financial Covenants such that whilst any bonds are
outstanding, NAOS must ensure the Loan to Value Ratio (LTV) does not exceed 45.0% at the
close of business on any Business Day. Moreover, NAOS must not incur any new financial
indebtedness or refinance, amend and restate or extend any financial indebtedness, other than
Permitted Financial Indebtedness of $27million including the bonds, and not make a dividend
distribution to equity holders if doing so would cause the LTV Ratio to exceed 35.0%
immediately after such distribution.

Risks

NAOS is subject to the prevailing equity market conditions. The value of the portfolio of
investments may fluctuate due to several factors, all of which may change for a variety of
reasons. The Small-Cap investments held by NAQS are, by their nature, somewhat illiquid.
However, given the debt to assets ratio of approximately 20%, bond holders need not be



overly concerned about the asset backing behind the bonds until there is a 30% - 40% decline
in the price of small-cap investments.

Bond holders are exposed to a variety of risks include small companies risk, liquidity risk,
concentration risk, market risk, equity investment risk, economic risk, regulatory risk,
investment strategy risk, reputational risk, industry risk, key person risk, interest rate risk and
a number of general market risks.

In addition, bond holders are exposed to early redemption risk and transferability risk.

Summary

NAOS offers clients exposure to a diversified range of small-cap businesses. The risks
associated with the investment are currently being compensated for in the return.

Disclaimer

The information contained in this report is provided to you by Australian Bond Exchange Pty. Ltd. as
general advice only and is made without consideration of an individual’s relevant personal
circumstances. Australian Bond Exchange Pty. Ltd. ABN 73 605 038 935, its related bodies corporate,
directors and officers, employees, authorised representatives and agents (Bond Exchange) do not accept
any liability for any loss or damage arising from or in connection with any action taken or not taken on
the basis of information contained in this report, or for any errors or omissions contained within. It is
recommended that any persons who wish to act upon this report consult with their Australian Bond
Exchange investment adviser before doing so. Those acting upon such information without advice do so
entirely at their own risk.

This report was prepared as private communication to clients of Bond Exchange and is not intended for
public circulation, publication or for use by any third party. The contents of this report may not be
reproduced in whole or in part without the prior written consent of Bond Exchange. While this report is
based on information from sources which Bond Exchange believes are reliable, its accuracy and
completeness cannot be guaranteed. Any opinions expressed reflect Bond Exchange’s judgement at this
date and are subject to change. Bond Exchange is under no obligation to provide revised assessments in
the event of changed circumstances. This report does not constitute an offer or invitation to purchase
any securities and should not be relied upon in connection with any contract or commitment whatsoever.

Disclosure of interest

Bond Exchange may from time to time hold an interest in any security referred to in this report and may,
as principal or agent, sell such interests. Bond Exchange may previously have acted as manager or co-
manager of a public offering of any such securities. Bond Exchange affiliates may provide or have
provided banking services or corporate finance to the companies referred to in the report. The knowledge
of affiliates concerning such services may not be reflected in this report. Bond Exchange advises that it
may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection
with the making of a recommendation or a dealing by a client in these securities. Some or all of Bond
Exchange Authorised Representatives may be remunerated wholly or partly by way of commission.



