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1 month 3 months 6 months 1 year 3 years p.a.* 5 years p.a.* Since inception p.a.*

Net Portfolio Return (Wholesale)** -1.5% -1.2% -0.7% 5.2% 4.5% 3.8% -1.18%

Income - - - 4.1% 3.5% 3.5% 3.6%

Capital Growth - - - 1.1% 0.9% 0.3% 1.4%

Volatility - - - 5.0% 5.0% 5.5% 4.8%

Benchmark 0.6% 1.8% 3.6% 6.7% 4.5% 4.3% 4.5%

Security Weighting (%)

BHP Group Limited 3.3

Telstra Group Limited 2.4

Wesfarmers Limited 2.2

Coles Group Limited 2.1

Spark New Zealand Limited 2.0

BONDS &
FLOATING

RATE NOTES
40.1%

OTHER
EQUITIES
26.3%

UTILITIES &
INFRASTRUCTURE
2.4%

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.

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.

Fixed Income Strategies

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.

Fund Facts

Performance

Fund Benefits

Top 5 Holdings
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Portfolio Sectors

CASH
10.7%

REAL ESTATE
INVESTMENT TRUST
(REIT) EQUITIES
11.3%

About your Australian
Income Fund

PREFERENCE SHARES 
INCLUDING CAPITAL NOTES 
9.2%

Hugo De Vries
Investment Analyst

Spiro Courtis
Senior Analyst

Income Strategies

Vincent Chin
Portfolio Manager

Seek regular income above the RBA cash rate in
the form of consistent quarterly cash
distributions.
Are seeking reduced volatility.
Have a minimum investment timeframe of 3
years.

The Fund is designed for investors who:

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.

Risk Management

Investor Suitability
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September proved to be a reality check on
markets, prompting reflection on the
implications of a more robust US economy.
This included the realisation of a slower
decline in inflation and an extended period
of elevated cash rates. Consequently, bond
markets underwent a noticeable
recalibration, marked by a surge in yields to
cycle highs.

2022 was a difficult year for investors as the
diversification benefit of fixed income in
portfolios failed to provide necessary
protection. September was a haunting
reminder of this. In 2022, rising rates and
inflation negatively affected bond yields. In
2023, despite falling inflation and
deteriorating economic data, concerns
persist that central banks will maintain
elevated rates, particularly in Australia, the
US, and Europe, with a likely cash rate
decrease not anticipated until H2 2024 due
to slower declining inflation. This
represents a notable shift in market
expectations compared to previous months.
Further to bond market woes, the US fiscal
situation raises concerns with a looming
government shutdown and the growing
debt pile, hinting at increased Treasury
issuance.

While commodity prices, particularly oil,
rose due to supply restrictions and
improved demand, they pose a risk to
consumers and inflation.

A soft U.S. economic landing is becoming
consensus, but not without market risks,
offering opportunities for active investors as
divergence in global growth and asset
valuations persists. The reset in bond yields
may position fixed income as a diversifier if
weaker growth helps curb inflation.

The current financial landscape is
characterised by elevated interest rates,
posing challenges for businesses and
households with the highest borrowing
costs in 15 years. Furthermore, there are
clear indications of a global economic
slowdown, particularly in Europe's
manufacturing and services sectors, which
may suggest a broader economic
deceleration. Adding complexity are
ongoing geopolitical issues, including the
Russia-Ukraine conflict and recent Israel-
Hamas tensions.

Given this challenging backdrop, caution is
warranted.

The Fund produced a negative return of
-1.5% for the September quarter as the
allocation to the real estate investment
trust (REITs) sector along with the Iress
Limited (IRE.ASX) holding continue to
weigh on performance. The benchmark
return was x.x% for the September 2023.
Over the quarter, the 10-year bond was
sold off with the yield increasing by 0.50%
to close at around 4.49% while the
Australian equity market, as measured by
the ASX200 Accumulation Index, was down
-3.51%. 
 
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. As time has
progressed we've changed our view on
COVID-19 risks. Long COVID-19 risks have
reduced enough that we don't need to
monitor it further, at this stage. 

1.Property asset capitalisation (cap) rate
expansion cycle

The Fund has historically had an
overweight allocation to REITs to benefit
from the higher income generated by these
investments. Given the overarching market
environment we are mindful of the impact
of the 10-year bond yield on the valuation
of property assets given the inverse
correlation between the two.  In an
environment where the 10-year bond yield
has moved up significantly, property
valuations have as a result come under
pressure. The result has been two
consecutive periods of cap rate expansion,
one as at 31 December 2022 and another as
at 30 June 2023. The increase in cap rates
recorded ranges from around 10 to 107
basis points and depends on the property
type, quality, and lease expiry profile.
Assets that have seen a larger impact in
downward vlautions include industrial
REITs with specialist REITs including
childcare, healthcare and storage options
being impacted less. Retail REIT cap rates
have expanded roughly in line with the
average while office REITs have expanded
more than average.  

Our mid term outlook for REITs is depicted
below. In our assessment we have assumed
that interest rates will peak by early to mid-
2024 and eventually be cut by mid-2025.

TIn the meantime, the challenge lies in
selecting the REITs that will be able to
provide a sustainable income yield whilst
trading at a sufficient discount relative to
its net tangible assets (NTA) over the mid-
term, while we wait for the interest rate
cycle to turn. We have incrementally
reduced the portfolio exposure to office
REITs since the pandemic broke which has
seen the overall exposure to REITs
decrease. However, we remain overweight
relative to the ASX200. Despite short term
instability, we remain positive on REITs. In
terms of the REIT exposure within the
portfolio, this is skewed to specialised
(childcare, healthcare, Agriculture) and
industrial REITs.

2.      Risk of recession

The most recent GDP data released for the
period ending 30 June 2023 indicated that
the Australian economy grew by 0.4% in the
quarter, and 2.1% in 12 months. The
reported growth is attributable to
population growth and on a look through
basis GDP per capital has actually gone
backwards. Given elevated inflation levels,
the pain for households is real which could
see households, the world over, likely to
cut back on spending. This may increase
the risk of recession should spending cut
backs persist. While inflation appears to
have peaked, it has remained elevated. As a
result, global central banks, including the
RBA are likely to maintain a rate hike bias.
Whilst the certainty of more hikes is less
clear, it is likely that rates will remain
higher for longer, atleast until inflation risk
is has diminished. Moreover, the oil price
has drifted higher recently, due to Saudi
Arabia and Russia cutting supply, which
may put further pressure on inflation in the
near term. We believe unless there is a
severe downturn globally, it is unlikely that
inflation levels will get back to the 2-3%
target quickly.

We believe the likelihood of a recession
occurring depends heavily on
unemployment rates. A very low a rate of
unemployment, however, can have
negative consequences, such as stickier
inflation and reduced productivity. 

3.      Climate change

Climate change is a global issue. Our
collective response to the challenge will
impact the stability of financial markets
and economies and thus our livelihood.
Since our June 2023 quarterly update, the
average temperatures recorded for July
2023 have broken previous records with the
daily global mean surface air temperature
record being broken on four days in a row,
from 3-6 July. All days throughout the rest
of July were hotter than previous records.
During the first and third weeks of the July,
temperatures temporarily exceeded the
1.5°C threshold limit set in the Paris
Agreement. This is the first time this has
occured in the month of July. 

Market Commentary Portfolio Commentary 

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



Portfolio Commentary 
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Europe's move away from Russian oil
and gas due to the conflict in Ukraine.
A significant increase in green
investments from the US Inflation
Reduction Act.
China's shift towards renewable energy,
electric vehicles, and nuclear power.

Source: Nature

Positively, the renewable energy sector is
advancing faster than expected, especially
in China with their rapid expansion of solar,
wind, hydro energy along with increased
storage capacity. China is also a major
player in new Electric Vehicle (EV)
production, recording strong sales. In
response, the EU and US are making
significant strides in their decarbonisation
efforts. According to the International
Energy Agency (IEA), reducing carbon
emissions from mobile transport, which
accounts for 22% of global emissions, is a
significant victory in addressing climate
risk.

A Financial Times opinion piece authored by
the IEA's executive director, Birol
mentioned that in the 2024 World Energy
Outlook, set to be published in October
2023, the IEA for first time expects global
demand for major fossil fuels to peak before
2030. This accelerated shift is attributed to
three key factors:

Despite this positive development, there is
still much work to be done to prevent a
climate disaster. From an investment
perspective, it appears that the decades-
long process of decarbonising our energy
sources will likely speed up, with tangible
results expected in coming years. We
believe there is downside risk with investing
in fossil fuels over the medium term. Our
preference is to focus on environmentally
responsible metals and companies that are
committed to addressing climate change.

3.Geopolitics and geoeconomics

Geopolitics and geoeconomics play a
central role in the global economy.
Encouragingly, since our previous update,
the US and China have been willing to
engage with each other. Nevertheless,
lingering mistrust, particularly on national
security matters, suggests that derisking
between G7 nations and China is gaining
momentum, with the USA and China
actively seeking support from other nations. 

Following the onset of the pandemic,
supply chain bottlenecks led to a rise in
costs and inherently inflation,
prompting central banks to rapidly
increase interest rates. This resulted in
a significant bond sell-off last year.
Which, in turn, contributed to the
failure of several larger US regional
banks late last year and early this year.
High inflation creates elevated
uncertainty, which may necessitate a
higher equity risk premium (ERP) for
investing i.e., higher expected return
commensurate with the risk taken.
However, the market may not have
fully factored this in or is still in the
process of adjusting.
Climate risks are driving global
decarbonisation, potentially causing
initial inflationary pressures whilst the
necessary infrastructure is developed.
The impacts of climate change on areas
such as food production, health, and
severe weather-related property
damage remain uncertain.
Demographic shifts, particularly an
ageing population, will lead to fewer
working adults as older workers retire.
This could strain government budgets
due to reduced tax revenue. For
example, the US government is running
a systemic budget deficit, leading
credit rating agency Fitch to recently
downgrade US debt from AAA to AA+.
This may result in increasing yields for
US treasuries over time, just as deficits
are projected to grow, with unknown
consequences.
Geoeconomic factors play a role as the
western world reduces its dependance
on China, potentially meaning that
inflation globally may not quickly
return to the 2-3% target range put in
place by central banks.

Monitoring the evolving global landscape is
crucial due to shifting global regulatory
risks. Investing requires considering
national security risk, as nations are
reducing their interdependence, altering
the dynamics of global trade.

5.      Stochastic risks:

We believe there are new risks in this
decade that weren't as noticeable or as
serious in the past. These unexpected
problems probably stem from the actions
of investors, policymakers, and
governments over time. For instance:

The world (society and economy) is
undergoing significant transitions across
various fronts, many of which we believe
are not fully priced into the market. A
common thread resulting from these
changes is the emergence of higher
inflation, ultimately contributing to
heightened uncertainty.

The number of unintended
consequences and risk events that may
emerge in the future remains uncertain.
Markets will likely experience a higher
frequency of such unintended risks,
causing periodic downturns. Therefore,
it is essential to maintain discipline and
periodically take profits when the
market or individual stocks experience
rapid increases.
When evaluating a company for
investment, the culture of senior
executives and their willingness to take
risks are significant factors to consider.

Have a higher cash allocation, even if
temporarily, given cash is earning more
than what was achievable during the
COVID-19 period. This will enable
investors to take advantage of
investment opportunities as they arise.
Investing in top-quality stocks with
gradual dividend growth is a good
choice even if their dividend yield is
lower than the market average. This
approach allows for a 4% annual
income yield (from fixed income assets
held within the portfolio) without
impacting the portfolio negatively. 

As investors, there are important lessons to
be learned:

While it is impossible to predict the future
with certainty, a combination of the risks
mentioned earlier or a series of events
occurring in close succession could lead to
a prolonged period of market volatility.
 
The official cash rate in Australia remains at
4.1% with a possibility of one additional
rate hike expected from the RBA. With this
in mind we believe it makes sense to:

In summary, risks related to geopolitics,
macroeconomic factors, inflation, interest
rate hikes, earnings, and undefined risks
are expected to remain elevated in 2023
and beyond. Given the current market
backdrop, it is likely that near term capital
growth may be relatively muted. However,
we remain confident in the Fund's ability to
provide regular quarterly distributions due
to the significant proportion of fixed-
income securities in the portfolio and the
higher interest payments supported by the
Bank Bill Swap Rate (BBSW).



Distributions*

*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.

Period Ending Wholesale Units (cents per unit)

30-Sep-23 0.903

30-Jun-23 1.555

31-Mar-23 1.116

31-Dec-22 1.0735

BUY Fixed Income Assets

Nufarm Finance (NZ) Ltd notes (NFNG) Top up on price weakness. 

Suncorp Tier 2 Subordinated floating rate note.
We participated in the new issuance which was priced at 2.35% over the 90-day
BBSW. 

Equity Assets

APA Group (APA)

APA was introduced to the portfolio by placement through the recent capital raising
to buy the Alinta Energy Pilbara assets. The purchase of the Alinta Energy asset has
sped up the APA renewable energy transition process given these assets consist of
543MW of operating generation, storage assets and more than 200 kilometres of
operating electricity transmission lines. Moreover, there is a further development
pipeline of 82MW of solar and battery energy storage system projects under
construction.  

Duxton Water Ltd (D2O) We topped up our position on price weakness.     

Commonwealth Bank of Australia (CBA)
CBA is the clear leader amongst the four major banks and will likely continue to race
ahead over the medium term when compared to the other three.

CSL Limited (CSL)

CSL researches, develops, manufactures, markets, and distributes,
biopharmaceuticals and vaccines mainly in Australia, the United States, Germany, the
United Kingdom and Switzerland. CSL is a quality stock with defensive qualities and a
large research and development pipeline for future growth. CSL's current dividend is
below 2% currently, however, we believe it will grow in time whilst also providing
capital growth as time passes.

Region Re Limited (RGN.ASX) and Infratil Ltd (IFT)

These holdings were introduced over the last two quarters.
 We topped up the RGN allocation on price weakness. It is a consumer stapled REIT
yielding more than 6.5%.
 IFT focusus on renewable energy, healthcare and data centre infrastructure assets. It
is a business that is leveraged to the multi-decade structural growth trajectory due to
climate change, ageing population and technology. 

SELL Fixed Income Assets

NAB subordinated Tier 2 floating rate note. Took profit and exited.

AMP Capital Notes 2 (AMPPB.ASX) and Macquarie
Bank Capital Notes 2 (MBLPC).

Took profit with a view of exiting in the near term. 

Portfolio Activity
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Equity Assets
BHP Group (BHP), Iress Limited (IRE), National
Australia Bank (NAB), Northern Star Resources Ltd
(NST), and Telstra Group Ltd (TLS).

We took some profit on these stocks over the period. In the case of IRE, we were
reducing our exposure slightly leading up to their results. Indeed, reducing exposure
to IRE was timely. 

Fortescue Metals Group Ltd (FMG).

Although FMG's FY23 results was strong, we took profit and exited the stock on
valuation grounds. Additionally, significant management changes, including the CEO
of less than 6 months, does not give us confidence about the execution of their long
term strategy. We are attracted to the businesses long term strategy of diversification
away from being a pure iron ore company to a more green energy focused business so
we will continue to monitor FMG for a more attractive entry level at a later date.

Integral Diagnostics Ltd (IDX).
We exited the position and allocated proceeds towards the CSL allocation which we
have more conviction in.

Portfolio Activity

Invest in people, who invest in you.
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.

Invest in people, who invest in you.
Client Services 1300 788 568 | info@clime.com.au | clime.com.au 
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https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843

