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Emerging Equities: Time for a Golden Era?
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Important Information
This material has been prepared by NAOS Asset Management Limited (ABN 23 107 624 126, AFSL 273529) (NAOS) for general information  purposes only 
and must not be construed as investment advice. It does not constitute an offer to purchase any security or financial product or  service referred to herein. 
Any such offer or solicitation shall only be made pursuant to a relevant offer document, which is available by calling  NAOS on (02) 9002 1576. This 
material 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.

Where past performance information is shown, it is intended to be for general illustrative purposes only. Past performance is not a reliable  indication of 
future performance. In relation to any NAOS financial product or service referred to herein, NAOS does not guarantee its future  performance, the amount 
or timing of any returns or that any investment objectives will be achieved.

Statements contained in this material that are not historical facts are based on the current expectations, estimates, projections, opinions,  assumptions 
and beliefs of NAOS, which are subject to change without notice. This material may also contain forward-looking statements.  Forward-looking statements 
are not guarantees or predictions of future performance and involve known and unknown risks, uncertainty and  other factors beyond NAOS’ control. 
Unless otherwise expressly stated, no independent person has reviewed the reasonableness of any such  forward-looking statements or assumption. 
Undue reliance should not be placed on forward-looking statements as actual events or results or the  actual performance of a NAOS financial product or 
service may materially differ from those reflected or contemplated in such forward-looking  statements.

Neither NAOS or any of its respective officers or employees makes any representation or warranty (express or implied) with respect to the  correctness, 
accuracy, reasonableness or completeness of any information contained in this material and to the maximum extent permitted by  law, NAOS disclaims all 
liability to any person relying on the information contained in this material 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. Certain economic, market or  company 
information contained in this material may have been obtained from published sources prepared by third parties. Any trademarks, logos  or service marks 
contained herein may be the registered or unregistered trademarks of their respective owners. Nothing contained herein should  be construed as granting 
by implication or otherwise, any license or right to use any trademark displayed without the written permission of the  owner.
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Acknowledgement of Country

We acknowledge the Traditional Owners of Country throughout Australia and 
recognise their continuing connection to lands, waters and communities. We pay 
our respect to Aboriginal and Torres Strait Islander cultures; and to Elders past 
and present.
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We are NAOS

We are active, long-term investors in emerging companies. Our aim is to compound 
shareholders’ capital and deliver dividend growth over the long-term, and we have a resolute 
commitment to investing our capital alongside our shareholders. 

With a focus on quality over quantity, we predominantly take significant minority 
shareholdings (10%-35%) in our investee businesses to support the execution and 
achievement of their long-term goals. 
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Let’s Reflect on 
FY22

FY24 in Review 
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Factors That Contributed to Poor FY24 Performance

• Many of our investments failed to grow earnings at the rate we expected in FY24. 

• Subdued economic activity led to several core investments downgrading 2H FY24 earnings.

• Significantly reduced valuation multiples for emerging companies (especially <$500 million).

• Divergence of valuations applied to large liquid businesses and those that are smaller and/or illiquid.

LIC FY24 Investment
Portfolio Performance*

Inception 
Performance (p.a.)

NCC -26.49% +5.28%

NAC -27.98% +6.28%

NSC -22.93% -1.30%

*Investment Portfolio Performance is post all operating expenses, before fees, interest, taxes, initial IPO commissions and all subsequent capital raising costs. 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 February 2013 (NCC), November 
2014 (NAC) and December 2017 (NSC). Returns compounded for periods greater than 12 months. All figures as at 30 June 2024.
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Select Core Holdings Performance – FY24 vs FY23

Source – Iress, Company Annual Reports, NAOS.  Figures as at 30 June 2023 and 30 June 2024.

FY23 FY24

EPS NPAT Share Price Market Cap EPS NPAT Share Price Market Cap

$0.124 $23.7m $1.38 $140.0m $0.123 $24.2m $1.13 $117.1m

% Change -1% +2% -18% -16%

$0.08 $9.5m $1.12 $106.6m $0.0996 $11.3m $0.81 $86.6m

% Change +5.4% +12% -28% -19%

$0.139 $7.7m $2.65 $245.7m $0.121 $6.6m $1.96 $218.1m

% Change -13% -14% -26% -11%

$0.082 $5.9m $0.60 $60.1m $0.258 $18.9m $0.73 $70.1m

% Change +215% +219% +22% +17%

$0.29 $24.8m $2.49 $242.4m $0.115 $9.8m $1.36 $152.6m

% Change -60% -61% -46% -37%
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Emerging Equities: Time for a Golden Era?
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Unique Times For Company Valuations
• In FY18, CBA reported net profit of $9.3Bn and traded at ~$80/share, with a market cap of $120Bn.
• In FY24, CBA reported net profit of $9.4Bn and traded at $128/share, with a market cap of $240Bn.
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FY24 - A Dynamic Period 
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Investors Demand Liquidity Regardless of EPS Growth

1 yr TSR* P/E Multiple^ FY24 EPS Growth

Wesfarmers Limited (ASX: WES) +31.08% 31.6 +3.71%

Commonwealth Bank of Australia (ASX: CBA) +34.41% 23.6 -3.65%

Reece Limited (ASX: REH) +30.19% 41.3 +8.19%

JB Hi-Fi (ASX: JBH) +59.27% 19.7 -15.88%

Goodman Group (ASX: GMG) +36.65% 29.4 +14.0%

James Hardie Industries (ASX: JHX) +16.87% 20.9 +0.87%

Source – Iress, NAOS
Note - * Total Shareholder Return is 1 year to 31 August 2024. ^Forward 12 months P/E as at 31 August 2024.
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Valuation Dispersion At Record Levels Between Large and 
Small Companies 

Source – Iress

Record valuation 
dispersion.

Small Ordinaries 
Industrials 
Accumulation Index has 
now underperformed by 
~53% since Jan-00. 
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Let’s Reflect on 
FY22

What Drives Emerging Company Outperformance? 
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Performance Following Recessionary Environments

Recessionary 
Event Years Recovery 

Years
XSOAI Index 

Trough
XSOAI 

Index Peak
XSOAI Trough to 

Peak Return

‘The Recession We Had 
to Have’ 1990-1991 1992-1999 Q4 1990 Q4 1999 +214.1%

Dot Com Crash 2000-2002 2003-2006 Q3 2001 Q4 2007 +270.0%

GFC 2007-2008 2009-2019 Q1 2009 Q1 2020 +202.2%

COVID-19 2020-2021 2022-2024 Q2 2020 Q1 2022 +78.3%

Source – Iress, NAOS
Note : XSOAI = S&P/ASX Small Ordinaries Accumulation Index
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What Drives Emerging Company Outperformance? 

1. Ability to grow profitability in earnings per share (at a reasonable rate).

2. A more accommodating and certain economic environment. 

3. Increased investor risk appetite. 
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Ability to Grow Earnings Per Share

Demand for goods and services:

• Is the demand profile for goods and services stable and predictable? 

• Are customers happy to enter into long-term contracts? 

• How easy is it for businesses to pass on genuine cost increases?

• Is competitor activity rational and predictable? 

• Are customers more price sensitive or going out to tender to reduce price?
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Ability to Grow Earnings Per Share

Flexibility to manage cost base in a reasonable manner:

• Staff costs often represent >50% of a company’s cost base.

• Occupancy costs are becoming increasingly significant, especially for distribution businesses. 

• Freight, electricity, and insurance cost increases are all significant. 

• For businesses with debt, interest costs are a cost that can't be passed through to the customer. 
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A More Accommodating Economic Environment 

A more suitable inflationary environment. 
• Inflation is often directly correlated to many of the cost variables mentioned previously.

Interest rates that make it attractive for companies to borrow and invest.
• Can a company generate an adequate return given the interest rate level? 

A stable and predictable regulatory backdrop. 
• Do businesses have medium-term certainty that regulation won’t affect their operations?

A consumer that has both the capacity and intention to increase consumption. 
• Do consumers have the means to increase consumption in a measured way? 
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Increased Investor Risk Appetite 

• What risk adjusted returns are investors able to easily access?

• Are higher risk asset classes seeing increased demand globally?

• Is there more certainty on the outlook for riskier asset classes? i.e. equity earnings, high yield 
debt serviceability



20CONVICTION. LONG TERM. ALIGNED | Copyright 2024 NAOS Asset Management Limited       20  

The Challenging Macro Backdrop Remains
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Operating Margins Under Pressure 
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The Economy is Growing….. Just 
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Let’s Reflect on 
FY22

Is Opportunity on the Horizon?
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The Outlook is Improving

Corporate Earnings
• Overall economic activity has stabilised, albeit at a low base.
• Cost inflation remains elevated despite slowing from the increases seen in FY23 and FY24.

A More Accommodating and Certain Economic Environment 
• Interest rates have reached a ceiling and the Bank of England, US Federal Reserve & RBNZ have all 

now entered a rate cutting cycle. 
• Uncertainty remains over timing of domestic rate cuts.

Investor Risk Appetite
• Lower risk investment alternatives are seeing early signs of lower returns, e.g. term deposit rates.
• We expect earnings expectations for small caps to turn positive in 2H FY25 (share prices move 

ahead of earnings).
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Recent Russell 2000 Index Outperformance

Source: Koyfin, 20 September 2024
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US 10-Year Yields Have Fallen Significantly
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Summary

• Previous bull markets have provided stellar returns over a multi-year period for emerging equities .

• We are seeing early signs of earnings stabilisation which we believe will lead to increased investor 
confidence. 

• As interest rates fall, investors will seek investment alternatives such as emerging equities. 

• We do not believe it will be a “rising tide lifts all boats” scenario. Cash flow generation, balance sheet 
strength and minimal capital requirements will be key to delivering substantial EPS growth.    
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How Are We Positioned & Outlook 
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We Are Laser Focused on Maximising Shareholder Value 

• Six new core investments. 
   

• Board representation strategy yielding results.  

• Increased board representation.  

• Continued focus on quality not quantity of investments. 

• Directors and NAOS (the investment manager) continue to increase their alignment to 
NCC, NAC & NSC.
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New Core Investments 
Six New Core Investments:

AMA Group Ltd ASX: AMA Australia's largest smash repair network now ~net debt free with a 
proven board in place.

Dropsuite Ltd ASX: DSE A global provider of data backup recovery software. 

EVT Ltd ASX: EVT Well-known brands with a highly credible management team trading 
below NTA.

Hancock & Gore 
Ltd ASX: HNG Recent events could see HNG as the leading school uniform provider in 

both Australia and the UK. 

Objective 
Corporation Ltd ASX: OCL Provider of digital government software in Australia, New Zealand and 

the UK.

PWR Holdings Ltd ASX: PWH A leading provider of cooling equipment to the likes of Formula One.
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What we look for
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Board Appointee Strategy  

BSA Ltd (ASX: BSA)
• Produced its strongest financial performance in FY24 and soon to be 

net debt free. 

BTC health Ltd (ASX: BTC)
• A rejuvenated management team and strategy.
• Strong FY24 result with a positive outlook into FY25.

Saunders International (ASX: SND)
• FY25 was the 5th consecutive year of record profit and EPS.
• Now has a national presence and an offering covering tanks, piping, 

automation and civil works.  

Strategy paying dividends with BSA, BTC health and Saunders International:
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1-Year Total Shareholder Return of BSA, BTC & SND
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Board Appointee Strategy

Urbanise.com Ltd (ASX: UBN)
• Darc Rasmussen appointed as Independent Chairman. 
• Also has board position on highly successful software businesses 

Objective Corp (ASX: OCL) and Gentrack Group (ASX: GTK), which are 
current or previously held investee companies.

Maxiparts Ltd (ASX: MXI)
• Brendan York appointed as Non-Executive Director. 
• Ensure strong focus on organic growth strategy (margin improvement) and 

capital management execution following three acquisitions and two equity 
raisings. 

Extended in FY24 through Maxiparts and Urbanise.com



35CONVICTION. LONG TERM. ALIGNED | Copyright 2024 NAOS Asset Management Limited       35  

Portfolio Composition – Emerging Companies 
The NAOS LICs have exposure to emerging companies with unique moats, often benefiting from 
structural industry changes.

Source – NAOS (as at 23 September 2024)

Industry Exposure

Financial Services Building Materials Construction/Fuel Storage

Logistics/Freight Contractor Technology

Healthcare Agriculture Specialised Manufacturing

Market Capitalisation Buckets

<$50m $50-$250m $250-500m >$500m

Investment type

Listed Unlisted
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• Directors' shareholdings have significantly increased since the inception of each LIC.
• Investment Manager Fee Reinvestment: NAOS is also reinvesting a portion of its management fees 

each month into buying LIC shares on-market.
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Potential to Grow NTA Significantly Over Long Term 

90.0%

50.0%

14.5%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

NAOS Core Investment Analysis for FY25

% Est. NAOS Total Portfolio FY25 EBIT growth
(Weighted Average)

% of Core Investments Net Cash (by end FY25)

% of Core Investments Generating Free Cash

Source – NAOS (as at 31 August 2024)

• Valuations multiples are depressed.

• Long-term structural growth trends are intact.

• Each of the NAOS LICs are geared, thus amplifying portfolio performance on NTA per share movement. 
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Potential FY25 Valuation Upside May Be Significant

Note – Multiples using NAOS normalised estimates for FY25

Company ASX Code Share Price Implied P/E Multiple 

Saunders International Ltd ASX: SND $0.89 9.5 

BSA Ltd ASX: BSA $0.95 3.4

MaxiPARTS Ltd ASX: MXI $1.845 12.1

COG Financial Services Ltd ASX: COG $0.945 7.2

Big River Industries Ltd ASX: BRI $1.50 12.7

Hancock & Gore Ltd ASX: HNG $0.31 13.2

Company Stock Code Share Price Implied ARR* Multiple 

Urbanise.com Ltd ASX: UBN $0.44 2.0

Dropsuite Ltd ASX: DSE $3.44 3.2 

*ARR = annualised recurring revenue. ^Select group of ANZ-listed software businesses

Source – NAOS 

Small Ordinaries 
Industrials P/E for 

FY25 is 21.16

ANZ SaaS^ median 
EV/ARR ~5

Share prices as at 26th September 2024
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Implied Valuations for Investments With Increased Execution Risk 

Source – NAOS

Although the execution risk is significant in these investments, if they can deliver on their respective strategies, 
we believe their valuation multiples will expand materially.

Company Our Target Timeframe Implied P/E Multiple

AMA Group Ltd 8% EBITDA Margins End FY26 7

EVT Ltd Pre-COVID EBITDA End FY26 17

Move Logistics Group 3.50% EBIT Margins End FY26 8

PWR Holdings Ltd 15% EBIT Margins End FY27 29
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Summary

• We are acutely aware that the performance over the past 24 months has been poor, and we are 
committed to restoring value and growing shareholder returns significantly. 

• History has shown us many times that being true to a sound investment philosophy yields outsized 
results during long-term bull markets. 

• Dividend yields will support our returns today. As investor confidence returns, we believe we will see a 
significant increase in valuations, and then finally earnings/profit growth as economic conditions 
improve.
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Questions & Answers

Thank you for your ongoing support
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Appendix
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NCC Overview as at 31 August 2024

$0.43 
Pre-Tax NTA*

$0.53 
Post-Tax NTA*

$0.42
Share Price

13.69%
Dividend Yield^

10
Number of 
Holdings

$105.7m 
Weighted Average 

Market Capitalisation 
of the Investments

*The above NTA figures are inclusive of the 2.00 cents per share fully franked FY24 final dividend, which goes ex-dividend on 9 October 2024 and will be paid on 31 October 2024. 
^Dividend yield based on the FY24 full-year dividend of 5.75 cents per share and the 31 August 2024 closing share price of $0.42.
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NAC Overview as at 31 August 2024

$0.48
Pre-Tax NTA*

$0.63
Post-Tax NTA*

$0.55
Share Price

10.91%
Fully Franked 

Dividend Yield^

6
Number of 
Holdings

$95.4m 
Weighted Average 

Market Capitalisation 
of the Investments
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* Inclusive of the 1.50 cents per share fully franked Q4 FY24 dividend, which went ex-dividend on 10 September 2024 and was paid on 30 September 2024. 
^Dividend yield based on the FY24 full-year dividend of 6.0 cents per share and the 31 August 2024 closing share price of $0.55.
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NSC Overview as at 31 August 2024

$0.53
Pre-Tax NTA*

$0.61
Post-Tax NTA*

$0.48
Share Price

10.42%
Fully Franked 

Dividend Yield^

10
Number of 
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$127.4m 
Weighted Average 

Market 
Capitalisation of the 
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* Inclusive of the 1.25 cents per share fully franked Q4 FY24 dividend, which went ex-dividend on 10 September 2024 and was paid on 30 September 2024. 
^Dividend yield based on the FY24 full-year dividend of 5.0 cents per share and the 31 August 2024 closing share price of $0.48.
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Why Invest via a Listed Investment Company?
We strongly believe LICs are a highly effective structure to give investors the highest quality exposure 
to specific asset classes, which in the case of NAOS is emerging businesses.

A Listed Investment Company structure:

• Allows the investment manager to build a concentrated portfolio of high-quality investments without 
needing to worry about short-term liquidity requirements.

• Fund size is generally limited to the upside, allowing investors to maintain a significant exposure to the 
underlying investments and not be diluted by new investors, which may occur in an open-ended fund.

• Enables a smoother distribution profile as profits can be retained, as opposed to managed funds which 
distribute all taxable income annually. Dividends from a LIC may also be fully franked.

• Can provide access to a range of alternative asset classes which may not be suited to an open-ended 
structure.
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NAOS ESG Framework
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NAOS Asset Management 1% Pledge
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FOLLOW NAOS
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