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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 Stock Holdings

Company Weighting (%)

BHP Group (BHP) 2.8
Telstra Corporation (TLS)
Coles Group (COL)

Rural Funds Group (RFF)

Spark New Zealand (SPK)

Performance
1 month

Net Portfolio Return (Wholesale)** -3.3%

3 months 6 months 1year

Investor Suitability

The Fund is designed for investors who:

« 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.

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.

Portfolio Sectors

OTHER
EQUITIES
20.2%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
14.4%

UTILITIES &
INFRASTRUCTURE
4.1%

-5.1% -6.1%

Vincent Chin
Portfolio Manager
Income Strategies

Vg
N y

Spiro Courtis
Senior Analyst
Fixed Income Strategies

Hugo De Vries
Dealer & Analyst

BONDS &
FLOATING
RATE NOTES
37.4%

PREFERENCE SHARES
INCLUDING CAPITAL
NOTES

11.7%

3yearsp.a.* 5yearsp.a.* Sinceinceptionp.a.*

Income 3.6% 3.0% 3.4% 3.5%
Capital Growth -4.5% 0.1% 0.7% 1.8%

Volatility 6.0% 6.3% 5.1% 4.8%

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

The pace of global economic growth is
clearly slowing. The International Monetary
Fund (IMF) downgraded its forecast for US
2022 growth from 3.7% to 2.9% and reduced
its 2023 growth estimate from 2.3% to 1.7%.
It noted "material risk" that current
headwinds will prove more persistent than
expected. However, the IMF sees the US
narrowly avoiding recession, arguing that
“front-loaded” US Federal Reserve (Fed)
tightening will help reduce inflation and
protect real incomes, sustaining economic
growth. This is one view; other strategists
have dialed up recession probabilities in the
wake of increasingly hawkish central bank
rhetoric.

In June, Reserve Bank of Australia (RBA)
Governor Philip Lowe delivered a speech
indicating faster monetary policy tightening
is expected in the near term to curb
inflation. He spoke about monetary policy
intervention to tackle inflation in the
evolving environment, and noted worsening
business conditions:

e 31% of businesses are having difficulty
finding suitable staff.

e 46% of businesses have and continue to
experience increased operating
expenses.

e 41% of businesses have faced supply
chain disruptions.

The broad-based tightening in global
monetary and financial conditions is acting
to slow spending growth, accentuated by
high costs of basic foods and energy.
European geopolitical uncertainty has also
weighed heavily on business confidence
and investment intentions worldwide.
Likewise, COVID-19 restrictions in regions of
China continue to cause supply chain
disruptions adding cost and complexity to
global trade.

Inflation is the highest we have seen in
many years and so far, shows little sign of
moderating. At the same time, the
Australian economy and a few other
economies such as the US, are still growing
at a moderate pace.

In the US, the labour market is extremely
tight, as indicated by a variety of measures
including reports of many employers unable
to find workers despite significantly raising
wages. That tightness is contributing to
inflation because labour is the largest input
cost for producing goods and providing
services.

After arguably waiting too long, the Fed and
other central banks, including the RBA, are
now acting decisively to get inflation under
control. The US Federal Open Market
Committee (FOMC) raised the federal funds
rate by 75 basis points (bp) at its most
recent meeting and indicated that further
increases will be appropriate in the months
ahead. The RBA raised the official cash rate
by 50bp in early June from 0.35% to 0.85%.
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Depending on how the economy evolves, further increases in official cash rates will be
needed, with the case for further rate hikes made stronger by the current level of real rates?.
With inflation much higher than official cash rates, the real rate in most developed
economies is negative, even after the rate increases recorded this year. Since inflation is
unacceptably high, it does not make sense to have nominal rates well below near-term
inflation expectations.

Actions to tighten monetary policy do not come without risk. But in the view of central
banks, their primary responsibility is now to reduce inflation. Maintaining the commitment
to restore price stability is, in their opinion, the best course to support a sustainably strong
economy. Valuations on global share markets have become more attractive as share prices
have declined and we remain wary of potential downgrades to corporate earnings
expectations.

1 Arealinterest rate isan interest rate that has been adjusted to remove the effects of inflation. Once
adjusted, it reflects the real cost of funds to a borrower and the real yield to a lender or to an investor.

Distributions
30 June 2022 2.1208
31 March 2022 1.1113
31 December 2021 0.4431
30 September 2021 0.5921

*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 Commentary

The portfolio returned -5.1% in the quarter, compared to 1.6% for the benchmark return of
RBA cash rate plus 3.0%. The Fund has an asset allocation of more than 14% in property, the
return for the quarter continued to be materially impacted by the significant
underperformance of the REIT sector. The ASX200 REITs total return for the quarter was
-17.7% while the ASX200 accumulation index was -11.9%, a trend that began around
February 2022 when the 10 year bond yield started to rally sharply (i.e., bond price drop)
from below 2.0% to over 3.7% by quarter end. This is a very big move in the bond market. As
property valuation is strongly corelated to the 10 year bond, REITs were sold off more than
the general equity market as this large underperformance was caused by sensitivity to the
rising interest rate.

The equity market is being held hostage by higher inflation due to the war in Ukraine and
supply chain issues out of China. As a result, central banks are hiking in larger increments
risking a recession while trying to tame inflation. As the bulk of the elevated inflation is
caused by the sharp rise in the cost of energy, the risk to higher prices and slow growth (i.e.,
stagflation) is also rising. Credit spreads continue to widen likely due to the rising cost in the
slowing economy hurting business cash flows resulting in an increased risk to default.
Businesses are generally reluctant to make major investment commitments until they can
better see and understand where the global economy is heading.

Within equity asset classes, interest sensitive sectors such as REITs were sold off and
continue to underperform. Past rate cycles suggest REITs underperform at the early part of
rate hike cycle followed by outperformance in later stages. We expect this trajectory will play
out and are comfortable with the relatively high (~14%) REIT exposure. With REITs we look to
identify strong assets with quality tenants for high certainty of rental cash flow with strong
CPI adjustments preferred. We favour certainty of cash flow, long WALE with attractive
thematic and low gearing.

We are of the view that in this environment, the rate of recovery (of the share market) may
be slower than previous drawdowns so buying the dip may not necessarily be the right
strategy. This is because the world is facing much higher inflation not seen since the 1980’s.
Not only are central banks not accommodating by lowering rates and introducing
quantitative easing (QE), but they are hiking rates and ceasing QE instead. The market
conditions are now somewhat different, and recovery will depend on fiscal policy and when
central banks decide to revert their tightening policies. This will depend on global economic
activities and inflation rate trajectories in the near to midterm.

We continue to be vigilant of market conditions while focusing on certainty of income from
stable securities. We remain confident of the Fund’s ability to provide regular quarterly
distributions. As of 30 June 2022, the portfolio weighted price to earnings (P/E) is 9.4 times.
Under a sustained inflation or stagflation scenario, we will monitor this to assure we don’t
deviate far from a P/E of 10 times in the basket of securities held in the portfolio.



P

LS Your Australian Income Fund | June 2022

Portfolio Activity

:1V)'% Fixed Income Assets

Equity Assets

We topped up BHP as we continue to view the business positively post spinning off its petroleum assets to
BHP Group (BHP) Woodside Energy Limited (WDS). The Fund has received WDS shares as fully franked dividend. As the Fund
is ESG aware, we will be looking at any opportunity to exit WDS in the near term.

We have introduced FMG as the share price came back quite a bit due to the recent fall in the iron ore
- rice. We believe FMG management is moving in the right direction in relation to investment into the
Fortescue Limited (FMG) P . g & . & . .

green energy space via Fortescue Future Industries (FFI). FMG is forecast to pay a dividend close to 10%

fully franked.

To mitigate a sustained higher inflation level in a low growth environment, we have introduced NST. With
Northern Star Limited (NST) the risk of stagflation rising we believe it is prudent to have gold exposure in the portfolio. Moreover, NST
is forecast to yield close to 3% fully franked which is aligned with our income focus.

SELL Fixed Income Assets

We exited ANZPJ with the proceeds to be allocated to the new NAB Capital Notes (NABPI) which are listing

ANZ Capital Notes (ANZPJ) in July 2022

Omni Bridgeway Floating

OBLHA maturity is December 2022 but they have been redeemed in June 2022.
Rate Notes (OBLHA)

This bond was due to mature in October 2022 however an early redemption has occured. It was redeemed

Elanor Fixed Rate Bond .
in June 2022.

Equity Assets

Centuria Capital Limited

(CNI) We exited Centuria Capital to further reduce the risk of high growth stock in a slowing economy.
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o Invest in people, who invest in you.
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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. 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.



https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843

