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Market Commentary - October 2019

The month of October delivered several market and macroeconomic themes worth highlighting.
The IMF provided a more circumspect update specific to global growth forecasts; optimism sur-
rounding a ‘phase one’ trade deal emerged; both the RBA and the US Federal Reserve cut inter-
est rates; and the domestic ‘AGM season’ kicked off.

Australian equities lagged the 1.9% return of global markets during the month, with negative
returns from gold, information technology and financial sectors more than offsetting the strong
returns generated by the health care sector (+7.3% for the month). The rise in global equities for
the month was significantly driven by Asian markets, with the Japanese market up +5.4% and the
MSCI Asia ex Japan index delivering a return of +4.6%.

We suspect the rally in Asian equities particularly reflects the emerging optimism related to the
announced ‘phase one’ trade deal between the US and China. US President Donald Trump
suggested that the two countries have come to a ‘substantial phase one deal’, one that would
seek to address issues encompassing agricultural trade, intellectual property and financial ser-
vices.

Officials from both China and the US have since indicated that a roll back of tariffs on each other’s
goods would likely occur on completion of the phase one deal. In a sign of the geopolitical times,
we remain measured when assessing the probability of a significant reduction of trade related
hostilities in the near term.

The significant slowdown in manufacturing activity particularly highlighted the meaningful ripple
effects being felt globally. A more cautious business sector, whereby significant investment de-
cisions continue to be postponed, is now directly impacting economic growth rates. As we have
highlighted in recent updates, weak manufacturing data continues to emanate from major econ-
omies including China, Germany and the US, though easier monetary policy has somewhat soft-
ened broader ramifications (to date).

The International Monetary Fund (IMF) presented its outlook for global growth during the month,
with its message best described in its blog headline, ‘Synchronised Slowdown’. The IMF has fore-
cast global growth to be 3.0% for 2019, its lowest level since 2008-09, and a 0.3 percentage point
downgrade from the April 2019 World Economic Outlook.

Despite projecting a rebound to 3.4% growth in 2020, the IMF did acknowledge that ‘with uncer-
tainty about prospects for several countries, a projected slowdown in China and the United States,
and prominent downside risks, a much more subdued pace of global activity could well material-
ize.

Domestically, we have observed a further round of weak (versus expectations) retail sales data
coupled with another month of negative new vehicle sales data. Post month end, the Federal
Chamber of Automotive Industries (FCAI) noted that new vehicles have now seen
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the 19th consecutive month of decreasing sales in the Australian market, with October 2019 sales
down 9.1% compared to October 2018. In aggregate, we continue to see sluggish domestic con-
sumption trends.

While extremely low interest rate settings have largely driven equities higher in CY2019, we note
that concurrently forecast earnings trends have continued to moderate. This is particularly appar-
ent within ASX large caps, with the ASX100 forecast to generate earnings growth of just +4.1%

for FY2020 and -2.0% for FY2021. This contrasts with small cap earnings forecasts, which remain
positive for both FY2020 and FY2021. We therefore continue to see significant merit in Clime’s do-
mestic ‘all cap’ strategy, which seeks to generate returns by investing in quality companies across
the market cap spectrum.

We look ahead to November with significant interest, with the month bringing substantial opportu-
nity to continue implementing our research program. Several investor conferences, coupled with
a large number of AGM updates and company management meetings, will see your investment
management team well positioned to execute in the coming months.

Head of Investments - Adrian Ezquerro

With expertise in equity analysis and investment management, Adrian is fo-
cused on the delivery of strong risk-adjusted returns for clients. Adrian joined
Clime Investment Management in 2007 and is responsible for the manage-
ment and overall performance of Clime’s investment strategies, represent-
ing gross funds under management in excess of $900 million.

Adrian’s role includes the identification and evaluation of investment op-
portunities across a broad range of asset classes, sectors and market cap
segments. His prior investment management roles at Clime have included
Analyst, Senior Analyst and Portfolio Manager - Smaller Companies. Adrian
was the Founding Portfolio Manager of the Clime Smaller Companies Fund,
having seeded the fund and overseen its growth and significant success
since inception. He also researched, developed and implemented Clime’s
proprietary Quality Score, a quantitative filter used to score and rank equi-
ties.
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Fund Performance - October 2019

Portfolio Return Fund Size Recent Distribution Income Wholesale
Wholesale (Month) Wholesale (Wholesale) (Annual)

Wholesale Unit Price
(Exit)
(As at 31 Oct 2019)

2.2% $28.9m 0.5160 4.3% $1.1346

(cents per unit)

The market started October in bearish mood due to US-China trade tension and a slowing global economy. By the
third week of month, with the first phase of the US-China trade negotiation appearing to be resolved, the market ral-
lied strongly but turned negative towards the end of the month to finish down -0.4%.

Despite some volatility over the month, the Fund posted a flat return during October. This is due to the positive return
from defensive assets plus interest accrued offsetting some negative returns in the other sectors. Whilst having a flat
return is not a great outcome, we must view it from the context that the fund has over 50% risk equity weighted and
thus when the equity markets decline we expect to follow at a lower magnitude. Achieving a flat return for a very vola-
tile month should be considered acceptable.

As expected, the US Fed cut the cash rate by 25bp on 30 October 2019 for the third time this year, resulting in a flat
yield curve. It appears that interest rates may have more scope to decline further based on the market consensus
view. Locally, the market is also expecting another 25bp cut, most likely early next year. This is a clear sign that the
domestic economy’s growth rate continues to decelerate. Investors should expect the cash rate will fall further. The
US and Australian 10-year bond rose slightly, with the Australian yields finishing up 12bp while US 10y Treasuries
rose 3 bp to finish 1.14% and 1.69% respectively.

Post the cut in the US, we note that the US yield curve has flattened across most durations. We expect the equity
markets to rally in the short term and US 10-year yield rise up further due to the supply of US treasuries to fund their
deficit. Since the Australian 10-year bond is usually correlated to US treasuries, we expect the Australian 10-year
bond yields to also rise in the near term.

In October, we increased our holding in Amcor Limited (AMC), AusNet (AST) and Rio Tinto (RIO). We also top up
the holding in Arena REIT (ARF) and managed to purchase a small parcel of IMFHA which we have introduced in the
portfolio. We have participated in the Australian Unity Bond offering in September and it debut in ASX trading above
par this month. We were not surprised by this as the offer was heavily oversubscribed and we will look to increase
our exposure over time. In October, we have also participated in the new CBA PERLS Xll but we were scaled back
significantly. This indicated the demand for defensive yields remains very strong.

Consistent with the objective of providing relative capital stability while generating regular quarterly income, the
Fund’s 1-year portfolio volatility has dropped back slightly to 2.9% (from 3.0%) while headline S&P/ASX200 (equity)

Index increase slightly at 11.3% measured over the same period.

Performance (Wholesale)

1 month 3 months 6 months 1 year 2 years 3 years Inception*
Fund Return 0.0% 0.1% 3.4% 8.7% 5.2% 6.9% 6.9%
Income - 0.5% 2.8% 4.3% 4.1% 4.1% 3.7%
Capital Growth 0.0% -0.3% 0.6% 4.2% 1.1% 2.7% 3.0%

Volatility - - - 2.9% 2.8% 2.7% 3.2%
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Prominent Holdings Distributions

Security Weighting Period Ended V(Y:g%ltessgg BR:E)S

Multiplex Sites 2.4% 30 September 2019 0.5160
CBA Capital Notes (CBAPD) 2.2% 30 June 2019 0 5854 +
— imitedd 0 o 0.2533 franking credits
roup Limite 2%
31 March 2019 0.8096
Macquarie Bank Income Security 2.2%
UBS 5y AT 219 371 December 2018 0.8859
. (o]

Asset Allocation

Other Equities
10.1%

Cash
18.2%

REITS
17.7%

Utilities & Infrastructure
6.8%

Bonds & FRN's
30.7%

Preference Shares Including
Capital Notes
12.3%

Income Securities
4.2%

The information contained in this document is published by the Clime Asset Management Pty Limited. The information contained herein is not intended to be advice and does not take into account your personal
circumstances, financial situation and objectives. The information provided herein may not be appropriate to your particular financial circumstances and we encourage you to obtain your own independent advice
from your financial advisor before making any investment decisions. Please be aware that investing involves the risk of capital loss and past results are not a reliable indicator of future performance and retums.
Clime Asset Management Pty Limited (Clime), its Group companies, its directors, employees and agents make no representation and give no accuracy, reliability, completeness or suitability of the information
contained in this document and do not accept responsibility for any errors, or inaccuracies in, or omissions from this document; and shall not be liable for any loss or damage howsoever arising (including by
reason of negligence or otherwise) as a result of any person acting or refraining from acting in reliance on any information contained herein. No reader should rely on this document, as it does not purport to be
comprehensive or to render personal advice. Please consider the Information Memorandum and our Financial Services Guide before investing in the product.
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Investment Objective

The Clime Australian Income Fund (CAIF) seeks attractive returns over the long term through investing in a portfolio
of Australian listed and unlisted securities that display low volatility traits.

The Fund seeks to deliver a level of annual income of 3% above the RBA Cash rate after all fees and usual expenses
and is suitable for those attempting to preserve capital whilst enjoying an income stream above term deposits.

The Clime Australian Income Fund is appropriate for investors who:

Seek to diversify their portfolios across asset classes other than higher growth, higher risk equities and
Are happy with a steady accumulation of wealth over the longer term at reduced volatility to the equity market.

Investment Methodology
Through rigorous fundamental analysis Clime seeks: a range of equities, preferred shares, debt securities, income
notes, A-REITs and cash.

All holdings are subjected to our rigorous and disciplined qualitative and quantitative selection process. The portfolio
has a natural bias towards the S&P ASX 100 stocks and their associated debt securities, and generally defensive
sectors including property management, infrastructure, healthcare, telecommunications and financials.

Portfolio returns are likely to be added to by franking credits. Clime seeks to identify high quality securities issued by
businesses which contain many if not all of the following characteristics:

» Astrong balance sheet enabling the business to service debt comfortably,

* A high cash return on equity,

+ Relatively low capital requirements allowing a business to generate cash while growing,

* High market share in their principal product and/or service lines, and

»  Short customer repurchase cycles and long product cycles.

Quantitative Filtering and Sector specific screening will identify appropriate

* REITs (LPT)

»  Utilities and Infrastructure

» Consumer staples and other defensive sectors such as healthcare and energy retailer
* Banks’ preference shares

» Bank income securities (and debt)

Portfolio Manager - Dr Vincent Chin

Vincent joined Clime in February 2009. He has a wide range of investment experience spanning fixed income to equity.
He has more than 10 years of portfolio construction and managing risk across multi-asset classes. Before joining Clime,
he gained his investment experience in the late 1990s to 2000s at Ausbil Dexia and Maxim Asset Management (now
wholly subsidiary of Charter Hall) where he has developed multi-factors quantitative models for stock selections and
attribution performance analysis. Vincent is passionate about ethical investment across any assets including alternate
investments. Prior to this, Vincent worked in semiconductor device and material research in academia and industry for
more than 15 years. His research spanned Ill-V and IV groups semiconductor materials and its application. He special-
ised in transport properties (numerical modelling and characterisation) in these semiconductors for devices and solar
cells applications. He has published about 50 international refereed scientific publications and co-edited a proceeding in
opto-electronics.

Vincent has a PhD Physics, MSc Physic, BSc (Hons) Chemical Engineering, and Grad. Dip. Finance



