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What is an emerging leader?
An emerging leader is a quality company that sits
outside the top 100 stocks on the ASX.
There's something about these sorts of companies that
separates them from the pack. They might have a key
competitive advantage, a clear plan or exceptional
leadership. Or they may have all three.
An emerging leader has the potential for strong
growth. But this potential may not have been
recognised by traditional analysis. That's because the
ex-100 universe is under researched.
Since 2019 we've been exploring ASX 200 and ASX300
companies, looking for the hidden gems. In this
handbook you'll see how we've approached this task.
You'll also get to know the people and processes that
set Elston Asset Management and the Emerging
Australian Leaders Strategy apart.
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Our portfolios are intelligently
constructed and actively managed
within a disciplined approach. This
discipline is expressed as the 5Ps.
PHILOSOPHY
A well articulated investment
philosophy that focuses on capital
preservation and long term
investments
POLICY
A robust investment policy that
avoids speculative investments
PROCESS
Elston Asset Management (EAM) was established in 2011.
Our disciplined approach and focus on the long term has
enabled us to grow steadily. With over 10 years investment
experience and over $3.3 billion in funds under
management, EAM offers a breadth of investment
solutions across both multisector and AEQ portfolios. Our
Australian Emerging Leaders Strategy is built on the same
foundations that have kept Elston strong and stable over
the years.
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A disciplined and repeatable
approach to managing
client's capital
PEOPLE
Qualified, experienced and
collaborative
PERFORMANCE
A focus on delivering
performance aligned with
agreed risk parameters

How we work
Purpose

Sensible pricing

Successful individuals and teams
tend to be driven by purpose. At
Elston, we have a clearly articulated
purpose which drives each of us; to
make a better future for our clients.

We also achieve alignment through
our pricing structure. We do this by
striving to charge market leading
management fees then achieve
alignment through the use of
performance fees. When our clients
benefit, we benefit.

Alignment
We strive for alignment of group,
staff and client outcomes. The group
and investment team are coinvestors alongside our clients. On
average, members of the
investment team have 85% of their
investable assets invested in Elston
product. Remuneration is linked to
client outcomes.
Communications
We aim to provide quality
communications, on a quarterly
basis, which provide insights into our
process, beliefs, reasoning, and
views. This helps you understand us
and it improve the conversations
you can have with your clients.
In addition to this, our dedicated
team of client relationship managers
are ready and waiting to assist with
any queries, questions or requests.
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Continual improvement.
We value growth and improvement.
We are constantly looking for ways
to encourage our team members to
grow. For the investment process,
we conduct annual reviews
designed to assess past decisions,
identify areas of weakness and
analyse potential improvements.
What we're not so good at
Economies and markets are
complex adaptive systems where an
unknow number of influences can
move outcomes in multiple
directions. Within this environment
the ability to consistently forecast
short term outcomes is near
impossible. Therefore, we do not
pretend to be macro economists,
currency specialists or to have any
degree of ability to time the markets
in the short term.

Team based
At Elston, we believe in the power of
the team, from initial research and
analysis through to portfolio
construction. We embrace the
wisdom and experience of the
collective rather than the individual.
The Elston Asset Management team
consists of nine investment
professionals who have worked
together as a team for more than
seven years. Within the broader
group is the Emerging Leaders team:
Elston co-founder Bruce Williams,
Portfolio ManagerJustin Woerner
and Associate Portfolio Manager
Gary Merkel.

We believe smaller companies present investors
with opportunities to gain from the tendency for
growth prospects to be mispriced.
Why invest in smaller companies
with Elston?
For many investors, exploring ex-100 companies will feel
like they're venturing into the uncharted waters. That's
pretty natural. It's always been an under-researched
universe. But with the in-depth analysis and strict discipline
Elston brings, it becomes easier to access quality
companies with genuine potential.

Potential Outperformance
Partnering with Elston to gain
exposure to companies outside of
the ASX 100 index opens the way to
the size effect anomaly - the ability
for smaller companies to outperform
larger businesses. It's an effect that's
been discussed since the early
1980’s. We believe smaller
companies present investors with
opportunities to gain from the
tendency for growth prospects to be
mispriced.
Quality Companies
Academic research has established
the superior performance attributes
of high-quality businesses. Portfolios
skewed to higher-quality businesses
have been found to outperform
lower-quality portfolios, generate
lower levels of volatility and perform
better during down markets.
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Concentrated Portfolio
To outperform an index you must be
different to the index. A
concentrated portfolio with a
minimum of 15 holdings allows for
both index differentiation (a high
active share) whilst still capturing in
excess of 90% of the volatility
benefits associated with
diversification.
Under Researched Universe
There tends to be a high correlation
between the level of sell-side analyst
coverage and pricing efficiencies.
More analysts covering a company
should result in wider and deeper
understanding. However, the level
of analyst coverage falls away
dramatically once you move
beyond the ASX 200 and is near
non-existent once you move past
the ASX 300. Close to 60 percent of
the companies outside of the top
300 have no sell-side coverage. We
believe this provides greater
opportunity to discover the
undiscovered gems.

The Elston Process

Discipline

Our investment thesis is simple and
uncomplicated. Identify highPhilosophy
quality, long duration growth
Our philosophy is a simple one;
businesses which can be purchased
buying a diversified portfolio of highat reasonable prices or better and
quality businesses at reasonable
held for the long term. To ensure we
prices provides long term protection
maintain discipline, we implement
of capital and superior
the investment process through a
performance.
structured framework which utilises
checklists and standardised financial
Portfolio Objectives
Copy need to go here. Copy need
to go to
here.
Copy
need
models
guide
our
efforts and
Our primary to
objective
to need to go here. Copy need to go here.
go here. isCopy
ensure consistency across our
Copy
need
to go
here. Copy need to go here. Copy need
outperform the
ASX
Small
Ordinaries
universe and through time.
to
go
here.
Copy
need
Accumulation Index by 3.0% pa, to go here. Copy need to go here.
Copy
need5-year
to go here.
Copy need to go here. Copy need
after fees, over
rolling
periods
Research Driven
to go here. Copy need to go here. Copy need to go here.
without deviating from our stated
Wetoare
research
Copy need to go here. Copy need
go here.
Copydriven,
need bottom-up
philosophy or methodology.
to go here. Copy need to go here.
Copy
need to go
here.
fund
managers.
We
believe in
Copy need to go here.
conducting in-depth research
Sitting below this objective we have
according to a proven
a set of targeted aspirations
methodology to identify the highest
including:
quality businesses. Our focus is on
Maintain a superior ROE / ROIC
uncomplicated business models with
compared to the investment
long term earnings predictability.
universe
Maintain a superior interest cover
Long term investors
and lower net debt to EBITDA
We are long term investors with an
ratio compared to the
investment horizon of at least 5
investment universe
years. We know forecasting is
Generate a higher rate of
difficult, but we feel more confident
earnings per share growth than
in the predictability of forecasting
the investment universe
long term fundamentals than short
term market movements. We aim to
look through short-term noise,
however, we are happy to take
advantage of any short-term
mispricing opportunities.
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The role of ESG
We consider ourselves to be ESG
aware investors. Sustainability has
always been at the heart of our
investment process with ESG factors
assessed within the research phase
and incorporated within the
financial modelling.
Within the Emerging Leaders
strategy, we utilise external ESG data
and we have a dedicated ESG
assessment built into the process
checklist. We identify any potential
risks, the timing of the risks and the
impact to either near term earnings
or terminal valuation.
Generally speaking, the Emerging
Leaders strategy should present low
ESG risks as the portfolio tends to; not
hold mining / resource business, not
hold heavy industry-based
businesses, and has a high focus on
corporate governance and
stakeholder thinking.

We use in-depth
research according to
a proven methodology
to identify the highest
quality businesses.

Protecting capital

Investing in the sweet spot

Let's reduce the risk

Purchased at a reasonable price

We have the relative luxury of
operating in a deep universe, circa
450 business. And without a need to
own any particular business, we
have the opportunity to be very
selective in the businesses we do
own. We strive to identify businesses
which fall into our identified sweet
spot – high quality, lower risk and
purchasable at a reasonable price.

A large portion of outperformance is
derived from avoiding
underperforming businesses. We
believe we can skew the odds in our
favor via identifying businesses
where the risk of extended
underperformance is reduced.

Another key risk to longer term
success is ensuring we pay
reasonable, or better, prices to own
a business. Before acquiring any
business, we ensure the estimated 5year return provides an adequate
margin of safety. We also believe we
gain a degree of price protection
via our clear focus on holding
businesses capable of generating
long term compounding of earnings
growth.

Only the highest quality will do
Quality sits on 7 pillars:
Supportive Industry Structure;
high barriers to entry, structural
growth, limited competitors, low
reg risk.
Strong Moat; sustainable
competitive advantages, strong
value proposition.
Financial Strength; robust
margins, strong cash generation,
low gearing, high interest cover.
Robust Organic Growth; simple
business model, large
addressable market, high ROIC,
ongoing reinvestment.
Management; long term
management tenure, strong
alignment.
Corporate Culture; stakeholder
thinking, truth seekers, inclusive
culture, growth mentality.
Low ESG risk
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Underperformance generally occurs
for one of several reasons;
unreasonably high share prices,
inability to deliver on expectations,
inability to deliver on execution
(product / market extension,
turnaround), change in operating
environment (regulation,
competition, inflated costs, reduced
pricing), or weak balance sheets
(interest rate / debt funding risks).
To reduce these risks, we prefer
easily understood business models
with clear revenue and expense
drivers, businesses which operate
within strong industry dynamics,
business with low levels of gearing
(preferably net cash positions) and
businesses which can grow by
continuing to do what they have
been doing – no “ifs”, “buts” or
“turnaround” investments.

We strive to identify
businesses which fall
into our identified sweet
spot - high quality, lower
risk and purchasable at
at a reasonable price.

We don’t feel a need to hold any
specific business. In fact we believe
we can improve client outcomes
from deliberately avoiding certain
businesses. Businesses which we see
as unpredictable, higher risk or
lacking organic growth.
Complex businesses

What we avoid

Companies with complex business
models where we struggle to;
understand the main drivers of
revenue and expenses, understand
the potential cause-and-effect
impact of external changes, or lack
confidence in forecasting longerterm financials.
Turnarounds
Companies where the investment
thesis is based on an event or series
of events occurring to turnaround
the business. We view these
businesses as being too high risk.
Commodity businesses
Price taking commodity businesses
lack predictability. Future revenues
tend to be unknown, and the
competitive advantages tend to be
limited.
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Low returning businesses
We seek capital compounders.
Businesses unable to organically
grow revenues are generally
pressured to reach for alternative
sources of growth including higher
risk strategies involving acquisitions
or the extension of the business into
previously unproven business
models, products, or geographies.
Limited competitive advantages
Sustainable competitive
advantages protect a business and
increase the level of predictability.
Companies with limited competitive
advantages are more exposed to
competitive threats or new entrants
eroding market share.

Analysis is different in a small caps world.
You have to be very much hands on.
Small caps analysis is different to large caps.
It's not just about going through the books. It's hands on. Want to
know why a particular company is in the portfolio? Just ask us. We'll
tell you about the insights we gathered when we visited the factory,
met the team and talked to their customers.

This material has been prepared for general information purposes only and not as
specific advice to any particular person. Before making an investment decision
based on this advice you should consider whether it is appropriate to your particular
circumstances, alternatively seek professional advice. Where the General Advice
relates to the acquisition or possible acquisition of a financial product, you should
obtain a Product Disclosure Statement (“PDS”) relating to the product and consider
the PDS and the Target Market Determination (TMD) before making any decision
about whether to acquire the product. A TMD is a document which is required to be
made available from 5 October 2021. It describes who the financial product is likely
to be appropriate for (i.e. the target market), and any conditions around how the
product can be distributed to investors and the events or circumstances where the
TMD may need to be reviewed. The TMD is available through the product issuer or
your adviser. Prepared by EP Financial Services Pty Ltd ABN 52 130 772 495 AFSL 325
252 (“Elston”).
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