Central banks have made it very clear that they will
-~ /) ko |
continue raising rates to combat inflation, but the pace
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of increases may soon begin to decelerate.
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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 2.9

Telstra Corporation 2.3
NAB Capital Notes 6 2.1

Spark New Zealand 2.0

Investor Suitability Vincent Chin

Portfolio Manager

. . . Income Strategies
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.

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
Dealer & Analyst

Portfolio Sectors

BONDS &
FLOATING
RATE NOTES
34.2%

CASH
10.4%

OTHER
EQUITIES
20.5%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
14.7%

PREFERENCE SHARES
INCLUDING CAPITAL
NOTES

e S 0 ° V)

UTILITIES &
INFRASTRUCTURE
4.4%

Rural Farm Group 1.9

Performance

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

Net Portfolio Return (Wholesale)** 2.5% -1.0% -4.0% -2.3%

Income 3.8% 3.0% 3.4% 3.5%

-5.9% 0.0% 0.4%

Capital Growth 1.8%

Volatility 6.6% 6.5% 5.3% 4.9%

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 deteriorating global economic outlook
has driven warnings about a damaging
stagflationary environment. The broad-
based tightening in global conditions is
acting to slow spending growth,
accentuated by the high costs of basic foods
and  energy. European  geopolitical
uncertainty is also weighing on business
confidence. Likewise, COVID-19 restrictions
and lockdowns in China continue to cause
supply chain disruptions and add costs and
complexity to global trade. Despite all these
concerns, markets rebounded during
October following a sense that most of the
correction may be behind us.

With greater certainty that central banks are
committed to confronting inflation, the VIX
volatility index fell to 25.88 from 31.62 by
month end. US Treasuries fell in price, with
yields on benchmark 10-year bonds rising
from 3.8% to 4.07%. After trading in a wide
range, the Australian dollar ended the
month virtually unchanged at USD 0.64.

Peak central bank hawkishness

Of course, central banks have made it very
clear that they will continue raising rates to
combat inflation, but the pace of increases
may soon begin to decelerate. Following
the most recent 75 basis point (bps) US rate
rise, Fed Chair Powell was keen to
emphasise that any pause in rate increases
would be premature. While we anticipated a
75 bps increase in early November, that may
well prove the last of the outsized rate
increases as central banks decide to wait
and see how data unfolds.

US consumers

The Biden administration’s response to the
pandemic left household and business
finances in unusually strong shape, with
higher savings buffers and lower interest
expenses. According to the Fed’s estimates,
since late last year, households have
decumulated about one-quarter of these
excess savings. Broadly similar
circumstances pertain in Australia.

Central banks combat inflation by slowing
the economy through tighter financial
conditions which curb spending, reducing
employment and income. In 2020, however,
developed country governments’ response
to the pandemic interrupted the usual
recessionary dynamics of rising joblessness
that amplifies declines in income and
spending. It means private-sector balance
sheets are in a historically strong position.
State and local governments are also flush
with cash, leaving them in a far better
position than after the recession of 2007 to
2009.

In many respects, the usual indicators that
economists have used in the past to
forecast a slowdown or recession might not
be particularly useful in the present post-
pandemic circumstances, creating a high
degree of uncertainty.

Euro inflation

Inflationary pressures in Europe remain
particularly worrying. Europe faces a large
problem as the European Central Bank
(ECB) is forced into action to tame inflation,
just as the war in Ukraine and the
attendant sanctions aimed at Russia have
exposed the continent to further supply
shocks. Our view is that Europe is at greater
risk of stagflation (high inflation, low
growth) than either the US or Australia.

China

In contrast to the US and Australia where
economic indicators are holding up
reasonably well, China has been in an
economic slide since its property
clampdown 12 months ago, aggravated by
renewed lockdowns. Unemployment is
rising and could reach levels not seen in
many years.

Chinese export growth has slowed and is
expected to decelerate further on
weakening external demand. China may
still outperform other export-oriented
economies due to its diversified export
products and trading partners as well as
less vulnerability to global energy
shortages.

A safe and orderly exit from its zero-COVID
policy in the near term is difficult for China
as the government has yet to sufficiently
vaccinate its elderly population. But
continuing  the  zero-COVID policy
indefinitely also seems unpractical as local
outbreaks have become more frequent,
more widespread, and more costly to the
economy.

Australian Federal Budget

The Albanese government’s first mini-
Budget was framed as “hard decisions for
hard times,” stressing the need to stabilise
national finances in an inflationary
environment with soaring energy prices, a
weak economic outlook, and spiking costs
of the poorly designed NDIS. Treasurer
Chalmers was keen to portray himself and
the government as “a safe pair of hands”.
The Budget contained $7.5 billion in cost of
living measures in the form of cheaper
childcare, medicines, and paid parental
leave.

The Budget assumptions are worth noting:
e Annual consumer price inflation is
expected to hit 7.75% by the end of the
year.
e Local economic growth is forecast to
fall to 3.25% this year and slow to only
1.5% next fiscal year

e Unemployment is forecast to rise from
3.5% to 4.5%.

e Expectations are for the Reserve Bank
of Australia (RBA) to raise rates three
more times, in 25bps increments,
taking the cash rate from 2.6% to a
terminal rate of 3.35%.

Australia’s prospects

We do not expect rate rises in Australia to
unduly stifle growth, and therefore do not
anticipate a recession. Australian export
income should continue to be buoyed by
sustained ~ commodity  prices  and
agricultural exports. There are solid
reasons to expect that Australian corporate
earnings will remain relatively robust and
outperform the rest of the world. The
return of tourists and students, boosted by
a low AUD, will provide welcome growth.

This does not mean there are no earnings
risks in the Australian economy. Some
slowdown is inevitable, particularly in
those sectors most vulnerable to rising
interest rates (such as discretionary
consumption and housing). However, the
impact on overall earnings should be
mitigated.

Gold

In Q3, retail investors bought gold as a
store of value amid surging global inflation,
while central banks are interested in
diversifying their holdings amidst currency
and geopolitical uncertainty. The big move
in the price of gold was down to global
central bank purchases that leaped to
almost 400 tonnes in Q3 marking the eighth
consecutive quarter of net purchases and
lifts.

Seasonality

With October behind us, we are now in
what has historically been the strongest
month of the year for the US stock market.
Prospective Price Earnings (PE) ratios
ended October at long term averages in the
US (at 16x), whereas in Australia the
prospective PE is some 8% below its long
term average of 14x, indicating the market
is somewhat cheap.

We remain confident that solid profitable
businesses that benefit from inflation and
moderate economic growth will continue
to do well. Similarly, premium real estate
continues to provide attractive returns.
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Portfolio Commentary

The portfolio returned 2.5% during October
2022. Equity markets remain hostage to
central bank (notably US Fed) interest rate
trajectories with the significant sell-off
observed in September having been almost
entirely reversed in October 2022. In our
opinion, this oscillation between “risk on”
and “risk off” will likely linger in the short
term until clarity around recessionary and
inflationary risks are confirmed. In October
2022, the Australian 10-year bond yield
closed slightly lower at 3.76% after an
intramonth high of 4.23%. At close, the
equity market in Australia rallied with the
ASX200 Accumulation index up in the order
of 6.1% for October 2022.

For the first time in a long while, our mid-
term outlook is shifting to be more positive
for the bond and corporate bond markets.
This is because the bond yield globally now
has a positive yield following the significant
recent massive drawdown. It is now
possible to get more than a 2.0% yield from
German Bunds which for over 10 years have
had a negative yield. This implies that the
bond market (except for the Japanese
market) is now behaving more rationally.
As an example, in the Australian bond
market, the bond vyield across the term
structure is now in the mid 3.0-4.0% mark.
Moreover, the yield curve has normalised
suggesting bond investors believe the local
economy is relatively healthy.

As a result, we have started to rebalance
and consolidate the fixed income
component of this portfolio, taking
advantage of the movement in bond yields
and maturities as indicated in the portfolio
activity table that follows. These
transactions were completed for the
following reasons:

e toimprove portfolio yield

e to provide a higher running yield

e to consolidate the fixed income
component of the portfolio.

We continue to take advantage of increased
market volatility to accumulate quality
securities, making use of any market
volatility —or price weakness. The
characteristics we seek in investments
within the portfolio include excellent
management teams, a strong balance
sheet, long-term sustainable growth, a
defensive business model, ESG awareness,
and consistent income.
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Distributions*

Period Ending Wholesale Units (cents per unit)
30 September 2022 0.7643
30 June 2022 2.1208
31 March 2022 1.1113
31 December 2021 0.4431

*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

:10)'% Fixed Income Assets

Brisbane Airport Fixed Rate Yield pickup as it was well below par with 3+ years to
Bond maturity.

Heritage Bank Tier 2 Floating . .
High running yield.

Rate Note
Macquarie Bank Tier 2 Yield pickup and high running yield on a risk adjusted
Floating Rate Note return basis.

Peet Limited Over The

Counter (OTC) Floating Rate High running yield.
Note

Member Bank Floating Rate

Note High running yield.

Transurban QLD Senior Bond High running yield.

Equity Assets

ALQ is a global business in the testing, inspection and
ALS Ltd (ASX: ALQ) certification market. The market is a long-term sustainable

growth sector within a positive megatrend.
Arena REIT No. 1 (ASX: ARF),
Iress Ltd (ASX: IRE) and Rural
Funds Group (ASX: RFF)

We topped up the allocations to these holdings on price
weakness.
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Portfolio Activity (cont.)

SELL Fixed Income Assets

NAB Tier 2 Floating Rate Note We exited this position and switched to an FRN with a higher running yield.

Liberty Financial senior bond Near maturing bond with low yield.
Ausgrid Floating Rate Note Near maturing bond with low yield.

Newcastle Permanent

Floating Rate Note We exited this position and switched to an FRN with a higher running yield.

Suncorp Tier 2 Floating Rate

Note Near maturing bond with low yield.

QBE Tier 2 Floating Rate Note We exited this position and switched to an FRN with a higher running yield.

Peet Limited Bonds (ASX:

PPCHB) Matured.
AAl Limited Floating Rate
Called and redeemed.
Note
Sunland 6.2% bond Early call at 2.5% above face value.

Equity Assets

Client Services 1300 788 568 | info@clime.com.au | clime.com.au
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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.
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