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Fund Facts Investor Suitability

The Clime Australian Income Fund (“Fund”) is a multi- asset class  The Fund is designed for investors who:
portfolio that invests in high-quality income generating assets. The e Seek regular income above the RBA cash rate in

Fund provides exposure to higher yielding securities in both listed the form of consistent quarterly cash

and over the counter markets. The Fund aims to achieve a total distributions.

return of 3% p.a. (after fees) over the Reserve Bank of Australia cash e Are seeking reduced volatility. Po‘::?:l?::;::;er
rate, whilst maintaining relative price stability. This fund is e Have a minimum investment timeframe of 3 Income Strategies
available to retail and wholesale investors. years.

Fund Benefits Risk Management

The Fund provides exposure to a diversified portfolio across We aim to identify and manage risk as far as is
multi-asset income securities, including access to investments practicable at both the individual investment and the

across the entire capital structure of a company. The investment  Fund level. Risk management is conducted principally

approach employed leads to lower overall portfolio risk when by careful portfolio construction. Hugo De Vries
. Investment Analyst
compared to equity markets.

At times, the level of cash or cash equivalents may be higher
where elevated market uncertainties present an elevated risk of
capital loss.

Top 5 Holdings Portfolio Sectors

Security Weighting (%)
OTHER

EQUITIES
BHP Billiton Limited 3.7% 23.6%

EN—

. REAL ESTATE
Wesfarmers Limited 2.2% INVESTMENT TRUST

(REIT) EQUITIES
11.6%

Telstra Group Ltd 2.2% BONDS &
FLOATING

UTILITIES & RATE NOTES
INFRASTRUCTURE 38.1%

Coles Group Ltd 2.2% 6.5%

M . PREFERENCE SHARES
acquarie 1.8% INCLUDING CAPITAL NOTES

Group Limited 10.3%

Performance
1month 3 months 6 months 1year 3yearsp.a.* 5yearsp.a.* Sinceinceptionp.a.*

Net Portfolio Return (Wholesale)** 3.3% 4.4% 3.1% 5.2% 4.6% 4.9% 5.44%

Income 4.2% 3.8% 3.5% 3.6%

Capital Growth 1.0% 0.7% 1.3% 1.8%

Volatility 4.7% 5.0% 5.6% 4.8%

Benchmark 0.6% 1.8% 3.7% 7.1% 4.9% 4.4% 4.6%

Note: Compound (geometric) returns are used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of
Income and Capital Growth components. Performance figures calculated after all applicable fees and taxes. Figures for more than 1 year are annualised. Compound (geometric) returns are
used in the above table’s segmentation of Income and Capital Growth. This may result in small differences when compared with a simple addition of Income and Capital Growth components.
*Inception: 1 July 2015. **The returns shown above are reflective of the Wholesale class only. Returns for the Retail class will be lower due to the higher fees associated with this investor class.
Portfolio return is based on the change of the unit price including distributions but excluding franking credits. Franking credits will enhance portfolio returns and historically, have added
about 0.2% pa to Fund returns. Past results are not a reliable indicator of future performance and results.
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Market Commentary

Markets had a strong month in December,
capping off a far better year than had been
expected. Good performances in asset
markets were driven by inflation falling
faster than expectations, bond market
yields peaking, and the view that interest
rate rises are over.

Over calendar 2023, the ASX 200
Accumulation Index rose by 7.84%, which
was relatively disappointing compared with
the stellar returns experienced in many
other developed markets. In the US, for
example, major indexes were sharply higher
across the board, with the S&P 500 up by
24.23%, the Dow Jones by 13.70%, and the
Nasdaq by 43.53% for the year. European
markets were likewise strong performers for
the 12 months to 31 December: Germany’s
DAX was up over 19%, the French CAC up
15.6% and Japan’s Nikkei 225 increased by
almost 33%. Chinese markets performed
poorly, however, reflecting disappointment
with  their economic recovery post
pandemic lockdowns.

US and global bond yields fell, and prices
rose as markets anticipated that rate rises
have likely peaked, although they may
plateau at current levels for some extended
period before falling further - perhaps in
the second half of 2024. US 10-year bond
yields fell from 4.22% at the start of
December to 3.88% by year end, as growing
optimism about interest rate cuts by the
Federal Reserve in coming months fueled a
rebound from a low baseline.

Prices of government debt around the world
followed the US higher, with yields
declining. In line with global trends,
Australian 10-year bond yields were lower,
falling from 4.40% to close December at
3.96%. There is a view that Australian cash
rates are still too low relative to underlying
inflation and to US rates, which implies that
there is a possible further rate increase in
early 2024, although forward markets
suggest otherwise. After trading below USD
0.63 in October, the AUD surged off its lows
to close the year over USD 0.68.

Gold rose over the month to USD 2,080, iron
ore prices increased from USD 133 per
tonne (/T) to USD 142/T and remained
elevated, but crude oil has drifted aimlessly
to end the year around US 71 per barrel.

Australia’s position in global markets

As noted above, the Australian share market
underperformed its global peers in 2023.
The US was exceptionally strong over the
year, with growing expectations of a US
Federal Reserve (Fed) pivot from raising
rates to leaving them at current levels for a
while, before starting to reduce rates mid-
year.
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While the prevailing narrative that rates
have peaked has resulted in some markets
surging, our view is that buying
opportunities remain available, particularly
for investments at the quality end of the
spectrum and in the small cap sector
(which has been left behind in the scramble
to get set for the market recovery). Most
markets still appear to be reasonably
valued, particularly if one excludes some of
the popular Mega-Cap Tech companies,
and smaller companies are cheaper still. In
addition, the US dollar is coming off its
peak, and there are growing expectations
of a soft landing for the US economy. While
Australian markets have their particular
drivers, it is still the case that the ASX
usually follows Wall Street, and that is
likely to continue. Therefore, we would
expect the ASX to play catchup in the
coming year, representing an opportunity
for investors to get set.

Outlook for 2024

Further to our update last month, we
remain cautiously optimistic that inflation
will surprise on the downside, and that a
soft landing for the global economy is the
most probable outcome. 2024 is likely to
see positive returns helped by falling rates
in the latter half of the year, with the risk of
a shallow recession.

We expect the Reserve Bank of Australia
(RBA) cash rate to fall around a percent or
so by the end of 2024, and the AUD to rise
closer to USD 0.70. Commodity prices will
probably be a mixed bag, with green
transition metals like lithium, copper and
nickel recovering from sold off levels, and
oil remaining volatile. Gold is likely to
remain firm while the USD weakens. The
property sector, particularly residential,
may face some profit-taking.

While the prevailing narrative that rates
have peaked has resulted in some markets
surging, our view is that buying
opportunities remain available, particularly
for companies at the quality end of the
spectrum and in the small cap sector. We
are optimistic about prospects for asset
markets in 2024.

Portfolio Commentary

It is evident that the US Federal Reserve
(Fed) has stopped increasing interest rates.
As we have indicated previously, in such
situations, income securities including real
estate investment trusts (REITs) tend to
outperform. In the December quarter of
2023, our Fund achieved a return of x.x%,
surpassing the benchmark return of 1.77%.
The 10-year bond yield dropped to 3.96%,
or 53 basis points, during the quarter
compared to the end of the September
quarter in 2023. This led to an 8.4%
increase in  Australian equities, as
measured by the ASX200 Accumulation
Index, over the same period.

Portfolio Commentary

It is evident that the US Federal Reserve
(Fed) has stopped increasing interest rates.
As we have indicated previously, in such
situations, income securities including real
estate investment trusts (REITs) tend to
outperform. In the December quarter of
2023, our Fund achieved a return of x.x%,
surpassing the benchmark return of 1.77%.
The 10-year bond yield dropped to 3.96%,
or 53 basis points, during the quarter
compared to the end of the September
quarter in 2023. This led to an 8.4%
increase in  Australian equities, as
measured by the ASX200 Accumulation
Index, over the same period.

Below we provide an update on the themes
which we have highlighted in previous
reports. We continue to use these to guide
us as we navigate the near and medium
term while focusing on sustainable income
generation for the portfolio.

1.Climate change (long term theme)

Climate change is a global issue and a
threat to our living conditions. Since our
last update, an El Nino event has been
declared - this is a naturally occurring
weather pattern over the Pacific region that
typically brings drier conditions and an
increased risk of drought to the East Coast
of Australia. El Nino can be exacerbated by
the Indian Ocean Dipole and human-
induced climate change as shown with the
record-breaking temperatures recorded in
2023.

To comprehend the impact of climate
change on heat, scientists employ a peer-
reviewed methodology known as the
Climate Shift Index (CSl) to determine the
daily temperatures that would have existed

without  carbon  pollution in the
atmosphere.
Global Climate Shift Index Score 2023
‘.;_' “ = 1
e W

fimate Shift index Score.



S

i,

b

Your Australian Income Fund | December 2023

Portfolio Commentary

The findings reveal that Australia is among the countries least affected. Regions in South and Southeast Asia, the African continent (especially
the sub-Saharan region), Central Americas, and areas south of Central Americas are the most impacted. A common factor among these regions
is that they are mostly located in highly populated countries or areas with higher population growth but are predominantly poorer,
underdeveloped, or developing nations. This implies:

e The human toll of climate change will disproportionately affect nations least equipped to handle it.

e If human-induced climate change remains unresolved, we can anticipate increased mortality, widespread human disease, starvation, and
climate-related suffering, particularly in these regions.

e The longer affluent nations delay their carbon reduction efforts and assistance to poorer nations in transitioning, the higher the likelihood
of facing a new wave of "climate" refugees.

All of these factors have consequences that we, as long-term investors, should consider in terms of both risks and opportunities.

On a positive note, the transition to renewable energy is gaining momentum, especially in China. Bloomberg NEF's analysis reveals that China's
rapid expansion of renewables will increase its renewable capacity to approximately 3.9 terawatts by 2030, more than three times the amount
in 2022, putting China on track to peak emissions well before its 2030 deadline.

During COP28 in Dubai from November 30 to December 12, 2023, over 100 nations, including Australia, pledged to triple their renewable energy
capacity by 2030. While somewhat diluted, for the first time in 28 years of COP meetings, they agreed to transition away from all types of fossil
fuels. According to the International Energy Agency (IEA), mobile transport accounts for 22% of the world's carbon emissions, while energy for
operational utility is about 27%, suggesting that carbon emissions related to world energy in mobile and operations amount to approximately
50%. Therefore, overcoming these two major emission sectors by the two largest greenhouse gas-emitting nations (China and the USA) would
significantly contribute to addressing human-induced climate change.

In terms of investment opportunities, the ongoing multi-decade push to decarbonise our energy requirements is expected to gain momentum.
Concentrating on companies that facilitate the shift towards renewable energy is likely to yield favourable results. We acknowledge a possible
downside risk linked to investments in fossil fuels in the midterm, consistent with the conclusions drawn from the latest report by the
International Energy Agency (IEA), projecting a peak in fossil fuel usage within this decade. This is corroborated by the results of COP28. As a
result, we intend to focus our efforts on green metal exposed energy stocks.

2. Global interest rates risk (long term theme)

Since the 1990s, the Western world, spearheaded by the US, has consistently embraced ultra-low monetary and unconventional quantitative
easing (QE) strategies, coupled with lax fiscal policies. This trend became particularly pronounced after the 2007/2008 Global Financial Crisis
(GFC) and more recently during the 2020 pandemic. The persistent use of ultra-low interest rates has led to global interest rates dropping
below 1%, and in certain areas, even turning negative.

Following the pandemic, the global economy's reopening triggered a surge in inflation due to disruptions in the supply chain. Instead of easing
swiftly, the inflation shock intensified due to the conflict in Ukraine, driven by rising energy (fossil fuel) costs. Additionally, the Western world,
led by the G7 nations and the US, is reducing exposure to China for national security reasons, potentially adding inflationary pressure.

These developments indicate a potential shift from the multi-decade ultra-low interest rate environment, suggesting a transition to a period of
higher interest rates. This eventual increase in interest rates may not be as favourable for growth and higher-risk assets compared to the ultra-
low interest rate regime of the past decades. Consequently, a reevaluation of asset allocation, as well as investment types and ideas, is
necessary as we enter this new environment.

In the immediate and midterm, investors confront the unintended consequences of decades of ultra-low monetary and lax fiscal policies. There
is a belief that these policies have inevitably led to the accumulation of risks over the years.

3. Geopolitics and geoeconomics (long term theme)

Geopolitics and geoeconomics present a relatively new and likely escalating challenge for investors in this and the next decade. It is a
multidimensional and complex issue, requiring cautious navigation by investors. At its core, it revolves around national security and can be
broadly categorised into trade, capital, technology, and potential armed conflicts.

Over the past 5-6 years, we have observed instances of all four key examples:
e US initiated trade sanctions against China.
e Russia’s war with Ukraine.
e Russia is facing capital controls, import restrictions on certain products (primarily technology).
e Ongoing conflicts in the Middle East.
While these geopolitical risks persist in various forms, they were notably absent or insignificant during the peak of globalisation.

In the past year, the relationship between the USA and China reached a low point. However, at the sideline of the APAC leader summit in San
Francisco late last year, Presidents Biden and Xi met. It is reassuring (based on our assessment) that the potential for armed conflict between
the two nations has eased, with the leaders agreeing to collaborate on narcotics control and artificial intelligence (Al), and resuming military-
military communication. In our view, several factors have contributed to each nations decision to step back:

e The USA has attempted various sanctions against China, with limited success.

e Both the USA and China now recognise a mutual need for each other, especially in the immediate to midterm, to achieve their respective
domestic objectives. For instance, the global reliance on China for renewable and storage capacity aligns with climate risk obligations,
while China continues to value trade with the USA (and other nations) to support its slowing economy.

e The USA is currently preoccupied with and providing support (arms and financial funding) for conflicts in Europe and the Middle East,
making it impractical to take on additional challenges in the Indo-Pacific region.
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Portfolio Commentary

Therefore, in our opinion, balancing idealism and pragmatism, both nations have chosen the latter, opting to pause and reset their
relationships in the interim. Does this mean a reduction in geopolitical/geoeconomic risk? In our view, not necessarily. Time will tell.

4. Technology (long term theme)

While the US-China confrontational rhetoric has eased, we believe the competition has entered a new phase where the US is now focusing on
implementing technology restrictions. This strategic shift stems from their confidence in being ahead and anticipating the ability to
outmaneuver China.

Across various fields, from biotech to semiconductor chip technology, quantum computing, and Al, there is a rapid and transformative
evolution, largely propelled by Al. The Al landscape itself is undergoing swift changes. Since the initiation of technology restrictions in
December 2018 by the US Department of Commerce on Huawei, the list of Chinese technology companies facing restrictions has expanded to
over 600 and continues to grow.

The effectiveness of this approach is yet to be determined. Our initial observations suggest that it may be less effective than initially assumed.
Chinese technology companies, led by Huawei, have overcome some of their limitations in about half the time compared to the consensus
estimates. In essence, although the Chinese are still playing catch-up, they are progressing faster than anticipated by the US. The success and
eventual impact of this containment strategy on China's technology advancement remain uncertain.

5. Property asset capitalisation (cap) rate expansion cycle (near to mid term theme)

The Fund has consistently favoured an overweight allocation to REITs due to their superior income-generating capabilities. However, we must
remain vigilant about the impact of the 10-year bond yield on the valuation of property assets. This is crucial because property asset valuation
is determined by the cap rate, which is inversely correlated to the 10-year bond yield. In an environment where the 10-year bond yield has risen
significantly over the past approximately two years, property valuations have faced pressure.

As noted previously, we have observed promising signs of inflation easing, leading central banks, especially the US Fed, to likely conclude their
rate-hiking measures. The market is now anticipating a rate cut by mid-2024, resulting in a material decline in the 10-year yield from its peak of
over 5% to 3.84% at the quarter-end. Global bond yields, including our Australian 10-year bond yield, have followed the US yield downward and
are now at 3.95% as of the quarter-end.

This is a positive signal for REIT valuations. Despite significant pressure on REIT performance in the portfolio over the past 15-18 months, we
anticipate a reversal in the near future.

Nevertheless, we believe the interest rates globally are transitioning to more realistic levels post the ultra-low levels observed over recent
decades. Assuming inflation decreases to be within the expected central bank range in the midterm, we expect the Australian 10-year yield to
stabilise around the high 3% and low 4% range. The current 10-year yield is approximately 4.1%, suggesting it is currently hovering around the
high end. It may potentially decrease when inflation eases in the midterm. In this scenario, investing in REITs and other income securities
should become even more attractive, boding well for the Fund.

Nevertheless, we anticipate the continuation of the cap rate expansion cycle in the near term. While there is typically a time delay for these
adjustments, the pace of expansion appears to be stabilising, particularly for appealing asset categories. Notably, defensive/consumer-staple
assets featuring prominent supermarkets like Coles or Woolworths as tenants are currently being transacted within +2.0% of the 30 June 2023
book value. This suggests that, at least for these property types, valuations will stabilize and eventually revert, narrowing the discount to the
stated 30 June 2023 net tangible asset level (NTA) as the interest rate hike cycle concludes.

Our midterm outlook for REITs is depicted below:

REIT sub-sector Outlook

Office negative
Premium retail neutral to slightly positive
Consumer staples slightly positive
Industrials moderately positive
Agriculture positive
Childcare positive
Healthcare positive

The fund is overweight specialised REITs (childcare, healthcare, Agriculture) and industrial REITs.
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Portfolio Commentary

While the global economy has shown resilience despite multiple hikes over the past 18-24 months, there are indications of a slowdown. One
possible explanation for the absence of a recession approximately 12 months after the inversion of the 2 and 10-year bond in June 2022 is the
substantial household savings accumulated during the pandemic period. In the US, USD 4.6 trillion in Federal Government allocations during
the pandemic were paid to state governments, private corporations, and households. This constitutes about 20% of US GDP, suggesting a
significant buffer of savings.

Whether the US experiences a soft landing i.e., mild/shallow recession, or not will likely hinge on inflation normalising quickly enough for the
US Fed to commence its easing cycle.

The Australian cash rate currently stands at 4.35%, with high uncertainty about further hikes. It is more likely that the RBA will maintain the
cash rate at current levels for an extended period with a bias toward hiking.

In summary, it's difficult to imagine that the global markets have fully incorporated all the significant risks mentioned above. With the ongoing
global transition on various fronts, there is a potential for increased volatility in the near to midterm. We remain confident in the Fund's
capacity to deliver reliable quarterly distributions.

We expect the interest rate cycle to slowly normalise in the midterm, stabilising a bit below the present level. Investing in high quality stocks
characterised by sustainable income and effective management is likely to result in positive capital returns alongside high income returns
during this period.

Distributions*
31-Dec-23 1.1814
30-Sep-23 0.903
30-Jun-23 1.555
31-Mar-23 1.116

*The distributions and franking credits shown above are reflective of the returns for the Wholesale class only. Returns for the Retail class will be lower due to the higher fees associated with
this investor class.

Portfolio Activity
BUY Fixed Income Assets
Nufarm Finance (NZ) Ltd notes (NFNG) Top up on price weakness.

Equity Assets

As Australian net migration numbers continue to surprise, MPL has strong upside

potential given its large network for higher-margin insurance products. On top of this,
Medibank Private Ltd (MPL). the higher yield environment improves their investment income, and the slower
recovery of hospital activities post COVID-19 reopening are all beneficial to MPL's
future insurance margins.
NEM, a globally diversified gold miner, recently dual-listed after acquiring Newcrest
Mining. With robust gold and copper production growth, strategic divestitures of non-
core assets, and a leading quarterly dividend yield, NEM is an attractive position to
add to the portfolio.

Newmont Corporation (NEM)

APA Group (APA), Duxton Water Ltd (D20),
Commonwealth Bank of Australia (CBA), CSL Limited Top up on price weakness.
(CSL), Region Re Limited (RGN).
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Portfolio Activity

SELL Fixed Income Assets

ANZ Capital Notes 6 (AN3PI), Macquarie Bank Capital

Taki fit.
Notes 3 (MBLPD) and NAB Capital Notes 6 (NABPI). | 2 n&someprofit

PERLS XII (CBAPI) Exited and allocated proceeds to CBA.

Equity Assets

BHP Group (BHP), Dexus Industria REIT (DXI . . . . . .
P ), (Dx1), Took some profit as these stocks. For DXI we reduced this position with the intention

North StarR Ltd (NST d Telst . . .
orthern star Resources ( ), and Telstra to exit the stock over time and split the proceeds across D20 and RGN. For NST, we
Group Ltd (TLS), Spark New Zealand Ltd (SPK), and . ) L
are taking profit and switching to NEM.

Worley Ltd (WOR)

ly °
%
> C ( :
All statistics referenced are sourced from the named Company’s ASX announcements or share prices unless otherwise stated.

Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the Clime Australian Income Fund (ARSN: 633 255 099). Equity Trustees is a subsidiary of EQT
Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Securities Exchange (ASX: EQT).

This publication has been prepared by Clime Asset Management Pty Limited ABN 72 098 420 770, AFSL 221146, to provide you with general information only. In preparing this report, we did not take into
account the investment objectives, financial situation or particular needs of any particular person. It is not intended to take the place of professional advice and you should not take action on specific
issues in reliance on this information. Neither Clime Asset Management Pty Ltd, Equity Trustees nor any of its related parties, their employees or directors, provide any warranty of accuracy or reliability
in relation to such information or accepts any liability to any person who relies on it. Past performance should not be taken as an indicator of future performance. You should obtain a copy of the
Product Disclosure Statement before making a decision about whether to invest in this product. You can access the Fund’s Target Market Determination here.
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