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MONTHLY INVESTMENT REPORT AND NTA UPDATE AS AT 31 JULY 2020
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MARKET INSIGHT

The NSC Investment Portfolio returned +1.53% for the month of July, compared to the benchmark S&P/ASX
Small Ordinaires Accumulation Index (XSOAI) which posted a positive monthly return of +1.39%. Over the past
3-4 months as the COVID-19 situation has unfolded, the majority of the NSC investments have provided detailed
market updates as trading conditions change rapidly. In July this pattern slowed, with just one of the core NSC
investments providing a meaningful update, which in this case was Consolidated Operations Group (ASX: COG).

PERFORMANCE MONTHLY RETURNS®
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FY21 +1.53% +1.53%
FY20 -0.18% +12.91% +8.10% +0.17% -1.80% -0.57% +2.50% -10.15% -18.50% -1.65% +8.22% +7.77% +2.59%
FY19 -0.60% +4.07% -1.34% -7.61% -3.04% -3.21% +4.16% -3.88% +1.14% +0.69% -5.17% +1.33% -13.29%
FY18 +1.11% -0.93% -0.57% +0.25% -3.35% -1.16% +1.24% -3.44%

* Investment Portfolio Performance is post all operating expenses, before fees, taxes and interest. Performance has not been grossed up for franking credits
received by shareholders.

COG released a market update with its unaudited FY20 results, stating that NPATA is expected to come in +6%
ahead of last year’s result, which we believe is an excellent outcome in the current environment. Most of the
earnings were derived from the broking and aggregation division which contributed $11.1 million in EBITDA for
the year. These businesses are very similar in nature to insurance broking businesses Steadfast (ASX: SDF) or
PSC Insurance (ASX:PSl), which exhibit excellent cash flow conversion and minimal ongoing capex
requirements. We would implore the COG board to use these earnings to fund capital management initiatives
such as a buyback or a maiden dividend.

Looking forward to the August reporting season, it is an important month for the highly concentrated NSC
Investment Portfolio with all investments reporting their full year results. We detail below what we will be looking
for in the results and outlook provided by core holdings MNF Group (ASX: MNF), BSA Group (ASX: BSA), Over
The Wire (ASX: OTW) and Eureka Group (ASX: EGH). MNF has not provided a financial update to the market
since the two trading updates provided back in late April. We believe the core earnings drivers of the MNF
business have experienced, and continue to experience, significant industry tailwinds which was clear in the Q2
results provided by MNF peer Bandwidth (US: BAND) at the end of July. BAND reported that CPaaS annual
revenue had grown by 40% YOY, together with customer accounts up 30% YOY. Looking forward management
provided guidance for ~30% revenue growth in its CPaa$S division for Q3 as businesses return to a more normal
working environment. In our view, MNF should be a beneficiary of similar trends and we expect a strong FY20
result with solid growth in group recurring gross margin together with an update on the opening of their
Singapore network, and the potential for further geographic expansion in FY21.

FULLY FRANKED DIVIDEND PROFILE (CENTS PER SHARE)

NSC aims to deliver shareholders a sustainable growing stream of fully franked quarterly dividends.
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MARKET INSIGHT CONTINUED

For OTW we are hopeful that the FY20 result will be the start of a road to redemption for OTW and its
management team after a 24 month period of unpredictable results for what should be a highly predictable
business. The key focus points will be on the organic revenue growth of the recurring business, together with
margin expansion that should occur due to this organic revenue growth. The management team has provided
a detailed forecast of what they believe the organic revenue trajectory of the business should be over the next
18 month period, and it will be key to see whether not this is on track in a volatile market environment, but also
one that potentially benefits OTW as many businesses look to upgrade their IT capability across many facets of
their business operations. Finally, OTW has not made an acquisition for almost 2 years and with significant
balance sheet capability it will be interesting to see if management will provide any update on this part of their
strategy.

Regarding BSA and EGH, these results should be somewhat simpler in nature due to their respective operations
but the key for both businesses is how they develop and then execute on a strategy to grow their respective
revenue bases and as well as their margins both organically and inorganically. Both businesses have had
historical issues that have now been resolved, so it will be key for us to see how they can execute on growth
strategies and prove their respective service offerings possess a competitive advantage and add real value to
their client base.

STOCK CONTRIBUTION ANALYSIS

The table below lists the top b positive stock contributors to the investment portfolio since inception,
December 2017. The stocks listed below may or may not be current holdings within the portfolio.

TOP 5 POSITIVE CONTRIBUTORS CONTRIBUTION TO RETURN (%NAV)

MNF Group Limited (ASX: MNF) 5.11%
Over The Wire Holdings Limited (ASX: OTW) 4.20%
Enero Group Limited (ASX: EGG) 3.46%
Service Stream Limited (ASX: SSM) 1.24%
360 Capital Total Return Fund (ASX: TOT) 0.74%

INVESTMENT PORTFOLIO PERFORMANCE
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Benchmark

* Investment Portfolio Performance is post all operating expenses, before fees, taxes and interest. Performance has not been grossed up for franking credits
received by shareholders. Inception performance (P.A. and Total Return) is from 1 December 2017.

KEY METRICS - SUMMARY DATA

Weighted Average Market Capitalisation of the Investments $177.4 million

Number of Holdings 9 Long Positions

Cash Weighting 0.76%
Standard Deviation of Returns (NSC) 19.30%
Standard Deviation of Returns (XSOAI) 21.22%
Downside Deviation (NSC) 13.13%
Downside Deviation (XSOAI) 15.13%
Percentage of Positive Months (NSC) 47%
Percentage of Positive Months (XSOAI) 53%
Shares on Issue 158,190,839
NSC Directors Shareholding (Ordinary Shares) 2,213,910
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ENQUIRIES
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. Tothe 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 Small Cap Opportunities Company

Limited.
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