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Fund Facts

The Clime Australian Income Fund (“Fund”) is a
multi- asset class portfolio that invests in high-
quality income generating assets. The Fund provides
exposure to higher yielding securities in both listed
and over the counter markets. The Fund aims to
achieve a total return of 3% p.a. (after fees) over the
Reserve Bank of Australia cash rate, whilst
maintaining relative price stability.

This fund is available to retail and wholesale
investors.

Fund Benefits

The Fund provides exposure to a diversified
portfolio across multi-asset income securities,
including access to investments across the entire
capital structure of a company. The investment
approach employed leads to lower overall portfolio
risk when 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

Security Weighting (%)

BHP Group 36

Telstra Group Ltd 2.5

Coles Group Ltd

NABPI Perpetual Note

National Australia Bank
Limited

Performance

1 month

Net Portfolio Return (Wholesale)** -1.2%

Income

Capital Growth

Volatility -

3 months 6 months

Investor Suitability

Vincent Chin

Portfolio Manager

The Fund is designed for investors who: Income Strategies

« are looking to diversify their portfolios across asset
classes outside of higher growth, higher

risk equities.

« are seeking a steady accumulation of wealth over
the longer term at reduced volatility to equity
markets.

« have a minimum investment timeframe of 3 to 5
years.

Spiro Courtis
Senior Analyst
Fixed Income Strategies

Risk Management

The Fund is intended to be a low - medium risk
investment. We aim to identify and manage risk as
far as is practicable at both the individual
investment and the Fund level. Risk management is
conducted principally by careful portfolio
construction.

Hugo De Vries
Investment Analyst

Portfolio Sectors

OTHER
EQUITIES
24.0%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
13.9%

o

UTILITIES &
INFRASTRUCTURE

2.5% ~

PREFERENCE SHARES
INCLUDING CAPITAL
NOTES

11.8%

BONDS &
FLOATING
RATE NOTES
37.9%

1lyear 3yearsp.a.*

1.2% 2.8% 0.9% 4.0% 4.5% 5.6%

4.4% 3.1% 3.5% 3.4%

-3.5% 0.8% 0.9% 2.0%

6.1% 6.5% 5.4% 4.8%

5yearsp.a.* Sinceinceptionp.a.*

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

Global markets have been volatile so far this
year. In January, stocks rose strongly, and
bond yields fell as expectations for further
rate increases abated. In February, we saw
these trends reverse, as data again raised
expectations of prolonged inflationary
pressures and further rate hikes. This serves
as a reminder that markets are inherently
unpredictable.

The ASX 200 Accumulation Index fell by -
2.45% in February. In the US, all major
indexes fell, with the S&P 500 down by -
2.44%, the Nasdaq by -1.01%, and the Dow
Jones by -3.94%. European markets bucked
the trend on optimism that recession would
be avoided, and that the energy crisis had
become a less serious impediment to
growth. The German DAX was up 1.57%, the
French CAC was up 2.63%, and the British
FTSE was up 1.76%.

Global bonds had a weak February, with
bond traders realising that central banks
were holding the line on continuing rate
rises until inflation data showed convincing
signs of easing. US Treasuries fell in price,
with yields on benchmark 10-year
Treasuries rising from 3.52% at the end of
January to close February around 3.92%.
Australian 10-year bond vyields rose from
3.37% to end the month around 3.7%. The
Australian dollar (AUD) fell from USD0.6952
to USDO0.6885.

Australian economic data

For the December quarter, GDP in Australia
demonstrated a slight fall from the last
read, equating to 2.7% through the year.
Whilst this is the fifth consecutive rise in
quarterly GDP, growth has slowed in both of
the last two quarters. Also noteworthy was
the decline in the household saving ratio,
which fell to the lowest level since
September 2017. The significant drop in the
savings ratio from 7.1% to 4.5% suggests we
are now seeing Australian households tap
into their savings to afford the everyday
rising cost of living—and for many—
increased mortgage repayments.

The AUD dropped in February as weak
domestic jobs data, coupled with robust US
economic data that supported the case for
further Federal Reserve tightening, weighed
on the currency. The Reserve Bank of
Australia delivered a widely expected 25
basis point increase last month, lifting the
cash rate by an aggregate of 3.25% since
May 2022 and bringing borrowing costs to a
10-year high of 3.35%. It pledged further
interest rate increases as inflation remained
elevated. The move surprised investors,
who were betting on a more dovish tone or
any sign of a possible break in tightening.
Money markets now see a peak rate around
4.0% by mid-2023. Inflation in Australia
reached 7.8% in the last quarter of 2022, the
highest level since 1990.

The Australian corporate reporting season
concluded with company results generally
meeting rather than either exceeding or
missing consensus expectations across
earnings and dividends per share. Although
revenues did slightly beat expectations.
Reflecting prevailing nervousness and
uncertainty, the price reaction to a results
miss was far greater than for a results beat,
with misses generally punished severely.
Guidance commentaries that did not meet
analyst  expectations were likewise
punished heavily. It’s fair to conclude that
investor confidence appears somewhat
fragile.

The US

In the US, various members of the Federal
Reserve (Fed) called for continued rate
hikes to above 5% to make sure inflation
does not pick up again while noting that
the central bank’s rate hikes were not
having much of an impact on the services
sector.

The yield on US 10-year Treasury notes,
seen as a proxy for global borrowing costs,
approached 4%, nearing a 14-year high of
4.3% (reached last October), as a batch of
hot  economic  data  strengthened
expectations that the Fed will raise interest
rates to a higher level and keep them
restrictive for longer. Data from the US
Department of Labor showed that the
number of Americans filing new claims for
unemployment benefits unexpectedly fell
last week, pointing to a still-tight labour
market and opening the door for further
interest rate increases.

Market volatility continues unabated, with
investors lurching from recession worries
to overheating worries in a single month.
This has challenged many of the trends that
prevailed in January. We expected
improving growth to come with these
challenges, but as often with markets, the
moves have been faster than many
anticipated. Market pricing so far still
seems consistent with the notion that we
are correcting an excessive shift towards
pricing disinflation, a Fed pause, and a US
recession, as both sentiment and data
overshot and then reversed.

The big question is whether the recent
shifts are:

(a) a correction to a rate market that got
too optimistic about the speed of US
disinflation and too pessimistic about US
recession risks in January; or

(b) a shift back to a sustained period of
hawkish policy and tightening as we saw
through much of 2022.

Our view is still more consistent with slow
disinflation amid some further
improvements to global growth. That mix
should maintain the upward pressure on
yields but ultimately limit the damage to
equities and provide a tailwind to
commodities.

The next few months will probably be
dominated by this kind of back and forth.
Between strong data that raises concerns
about a longer policy cycle and some
softening that brings back recession risks;
and between geographies, as focus shifts
between the cyclical and policy pictures in
the US, Europe, China, and Australia.

Portfolio Commentary

The portfolio returned -1.2% in February as
the Australian 10-year bond yield increased
on hawkish Reserve Bank of Australia (RBA)
comments post the 0.25% rate hike early in
the month. The market is currently pricing
in a cash rate closer to 4.10% compared to
3.70% prior to the RBA’s comments. The
unexpected strong job numbers out of the
US and Canada along with higher than
expected US Personal Consumption
Expenditures Price Index data (the Federal
Reserve's preferred measure of inflation)
saw global equity markets decline and
global bond vyields drift higher. The
Australian equity market was also sold off.

The 1H23 reporting season presented no
surprises for real estate investment trusts
(REITs) in terms of capitalisation (cap) rate
expansion which we alluded to in the
December 2022 quarterly report. Generally,
cap rate expansion ranges from 1-2 basis
points (bps) up to 30+ bps depending on
many factors including rental growth,
property type, quality of the asset, number
of similar properties and re-valuations
(internal and external) during the period.
Post results, most REITs continue to trade
at a 10-25% discount to their reported net
tangible assets (NTA) as of 31 December
2022. Implying further cap rate expansion
over the next 2-3 reporting periods is
already priced into the market. With a 2-3
year view, a select few of these REITs seem
more attractive.

Inflation remains stubbornly high (ex-
China), meaning interest rates will in turn
stay higher for longer. With the consecutive
interest rate hikes recorded over the past
10 months, investors should be cognisant
that this Fund, which has an absolute
return objective, may experience a lag in
short-term performance. This is offset by
higher expected income levels from the
fixed income component of the portfolio.
Due to the majority of the underlying
instruments held being floating rate notes
(FRNs) and hence benefiting from elevated
interest rates when coupon rates are reset
every quarter. In line with the minimum
recommended investment timeframe, we
encourage investors to focus on 3 and 5
year results rather than monthly
performance.

Two senior bonds matured in February
2023 taking the Fund’s cash level close to
10%. We will continue to seek attractive
investments to replace these maturities.
The focus will be to find suitable FRNs to
ensure the portfolio continues to benefit
from the higher interest rate environment.
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Portfolio Commentary (cont.)

For the equity component of the portfolio,
we will take advantage of increased market
volatility to accumulate quality securities,
including making use of any market or price
weakness. We note our concern of a
possible US recession later this year. This is
important to keep in mind given the strong
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To mitigate these risks, the characteristics
we seek for investments held within the
portfolio include having an excellent
management team, strong balance sheet
and a long-term sustainable business, with
a good track record of providing consistent
income/dividends.

correlation between the Australian and US
equity market and the impact a US
recession may have on the local equity
market.

Distributions*

Wholesale Units (cents per unit)

Period Ending

31st December 2022 1.0735
30th September 2022 0.7643
30th June 2022 2.1208
31st March 2022 1.1113

*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

N/A

Equity Assets

ALS Ltd (ALQ.ASX) and I1GO Ltd (1GO.ASX) Increased allocations on price weakness.

SELL Fixed Income Assets

Credit Union Australia and Members Bank Senior  Matured in February 2023 with funds going to cash as we seek suitable investments to
Bonds allocate proceeds to.

Equity Assets
MyState Limited (MYS.ASX) :EGxgced position with proceeds allocated to increase the allocation to both ALQ and

Invest in people, who invest in you.

N °
LIS C ‘ Client Services 1300 788 568 | info@clime.com clime.com.au
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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