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Fund Facts

The Clime Smaller Companies Fund (“Fund’) is a
concentrated portfolio comprised of high-quality
businesses outside the ASX200 at the time of initial
investment. The Fund invests in niche leaders that
have superior business economics, strong balance
sheets and significant growth prospects, provided
they are attractively priced relative to our assessed
value.

Fund Benefits

The Fund provides exposure to a portfolio of high
quality smaller Australian companies. Companies
outside the ASX200 typically have limited research
coverage and the lower levels of liquidity prevent
large institutions from meaningful participation in
this market segment. This results in a structurally
inefficient market that creates an opportunity to
deliver strong risk-adjusted total returns.
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Performance

1month 3 months 6 months

Fund Net Return* (Wholesale)A 1.5% 6.4%

ASX Small Ords Accumulation -1.3% 2.2%

Benchmark -2.7% 2.2%

ller

Investor Suitability

The Fund is designed for investors who:
e are seeking strong risk-adjusted total returns by
investing in a portfolio of high quality smaller
Australian companies; and
e have a minimum of 5 years to invest.

Risk Management

Will Riggall
Chief Investment Officer

Ronni Chalmers

Portfolio Manager
All Cap Australian Equities

Gareth Abernethy

The Fund is intended to be a high-risk investment.
Clime’s investment process seeks to mitigate risk by
acquiring a part share in a range of high quality
smaller companies whilst maintaining valuation
discipline. At all times, an allocation will be retained
in cash deposits in order to meet redemptions and
fund income distributions. The Fund may also
periodically hold market portfolio protection
instruments to hedge liquidity and market risk.

Investment Analyst /
Head of Dealing

Hugo De Vries
Investment Analyst

Asset Allocation by Industry

Industry Weighting

Cash

Software & Services

Energy

Materials

Retailing

Commercial & Professional Services
Real Estate

Capital Goods

Health Care Equipment & Services
Diversified Financials

Technology Hardware & Equipment
Food Beverage & Tobacco

Consumer Services

Inception

1Year 2Years 3 Years 5Years

p.a.
2.4%

0.9% -1.1% -8.1% 3.0% 2.4%

-1.0% -4.5% -6.5% 6.0% 7.5%

#Blended benchmark comprising 50% S&P/ASX Small Ordinaries Accumulation Index and 50% S&P/ASX Emerging Companies Accumulation Index.

Inception date: 24 April 2017

*Performance figures for more than 1 year are annualised.

*Net returns are after all fees, taxes, and costs

AThe 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.

Past results are not a reliable indicator of future performance and results.

4.4%

Inception
Total




N7
%ﬁ Your Smaller Companies Fund | August 2023

Top 5 Stock Holdings

Company ASX
Audinate Group Ltd AD8
Mach7 Technologies Ltd M7T
RPMGlobal Holdings Ltd RUL
Stanmore Resources Ltd SMR
Straker Ltd STG

Market Commentary

Following strong performances since the start of
the year, most markets took a well-deserved
breather in August. The ASX 200 Accumulation
Index fell by -1.42%, with the Utilities and
Technology sectors lagging whilst Consumer
Cyclicals was the top-performing sector. In the US,
major indexes were lower across the board, with
the S&P 500 down by -1.77%, the Dow Jones by -
2.36%, and the Nasdaq by -1.74%. European
markets were likewise weaker: Germany’s DAX was
off -3.04%, the French CAC down -2.42%, and the
British FTSE down -3.38%. Japan’s Nikkei 225 was
weaker by -1.60% over the month.

Australian 10-year bonds were mostly higher
closing the month at around 4.0% on expectations
underlying inflation could be sticky, but well off the
high of 4.3% reached mid-month. After trading up
as high as USD 0.657, the AUD ended August around
USD 0.647. Gold and oil were both weaker in
August.

There are three prominent issues influencing
markets at present:

1. Rising bond yields
2. Weakness in China
3. Weakening real economy

Rising bond yields

We saw bond yields rising across August, with US
10-year Treasuries hitting 4.34%, the highest level
since 2007.

Equities have largely shrugged off the move higher
in the benchmark US 10 year, where the real rate
(that is, the adjusted inflation rate) is now a touch
under 2% bringing it to its highest level since the
during global financial crisis (GFC). But real rates at
this level have historically been correlated to price-
to-earnings multiples for markets of about 17
times, rather than the 20 times the S&P 500 is
currently trading on.

The question here is whether we are moving into a
higher-for-longer regime or whether higher yields
retreat as inflation reduces. The move up in rates
has been driven by investors demanding higher
returns for longer-term risks.

Those risks include higher US budget deficits requiring more bond issuance,
concerns about America’s credit rating and debate about whether the neutral rate
(the rate at which the economy is neither stimulated nor cooled) has now moved
higher.

Weakness in China

Despite all the bad news out of China, the belief that a big stimulus is coming
remains high, putting a floor under commodity prices and keeping our big miners
more buoyant than perhaps they should be.

China’s structural problems are enormous, with no easy fixes. Real estate and its
related sectors account for nearly 30% of China’s gross domestic product. It is
heavily financed by the country’s notoriously opaque $2.9 trillion trust industry,
which appears to be wobbling.

The next six months are likely to be telling: either stimulus arrives, and it works, or
the slowdown in China broadens.

Weakening real economy

This is something that has been in sharp focus during results season. Local earnings
in Australia were slightly better than expected in terms of 2023 results and 2024
guidance. But weaker economic conditions and weaker profits are still ahead, with
analysts cutting 2024 earnings forecasts by around 5%.

The ASX 200 is trading on 15.5 times earnings, compared to a long-run average of
14.5 times which perhaps indicates a degree of complacency regarding the
challenges ahead.

In the US, resilient economic data is keeping the Federal Reserve (Fed) watchful on
inflation and the market remains nervous about rates.

The next few months and the approach to year end could be, particularly testing.
Will rates tick up again? Will China’s slowdown broaden? Will the resilient US
consumer start to feel the pinch and stop spending?

Lots of questions remain.

Portfolio Commentary

Market Backdrop

The Australian financial markets experienced a subdued August. The Small
Ordinaries Index delivered a return of -1.57%, slightly underperforming the ASX 100
which posted -1.42%. The market's performance was primarily driven by the
culmination of the reporting season and evolving macroeconomic indicators.
Interest rates hovered near their peaks as inflationary pressures receded. The RBA
chose to pause, aligning with the prevalent sentiment that the likelihood of
upcoming rate hikes appeared to diminish, shifting the conversation towards
potential rate reductions next financial year. Domestically, unemployment figures
took an unexpected turn, rising to 3.7% from 3.5%. This prompted renewed
discussions around the resilience of consumer strength, especially when juxtaposed
against several positive corporate earnings reports.

Key Themes

1. Resource Sector Dynamics: Despite the overarching weak performance, some
segments within the resource sector witnessed a surge. External factors, such as
potential industrial movements in Western Australia, contributed to an upswing in
global oil prices. Furthermore, increasing gas prices in the European Union led to
notable rallies within the uranium and oil and gas sectors.

2. Consumer Sector Resilience: One of the standout revelations was the enduring
strength of the consumer sector. Despite several macroeconomic headwinds,
numerous companies reported robust trading updates and optimistic outlooks for
FY24.
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Portfolio Commentary

3. Tech Advancements: Companies benefiting from technological advancements, particularly those positioned within the Al niche,
continued their upward trajectory. Yet, the country's limited exposure to the technology sector remains a concern, given the sector's
comparative underperformance against global benchmarks.

4. Travel Sector Hesitations: After enjoying a consistent run of strong performance, travel-associated equities took a backseat. Concerns
around the medium-term outlook for this sector became more pronounced, partly exacerbated by government decisions which could
potentially curb industry growth.

5. Merger and Acquisition (M&A) Activities: The corporate landscape was abuzz with M&A discussions. Various schemes and deals were
under the spotlight, emphasizing the dynamic nature of the industry and the potential for restructuring and consolidation.

Looking Forward

As the year continues, several themes are poised to dominate market discussions. The trajectory of interest rates will remain at the
forefront, especially as the market increasingly grapples with the timing of potential rate cuts slated for 2024. Additionally, China's economic
direction, coupled with the potential for stimulus measures, will have consequential impacts, especially for the resource sector. The health
of consumer sentiment, amidst conflicting market signals, will also be under the microscope. Given the ASX200's forward price to earnings
ratio (PE) currently sitting at 15.4x, which is slightly above its long-term average, valuations seem somewhat stretched in light of impending
challenges. Nonetheless, active stock-pickers appear well-positioned to capitalise on emerging opportunities, particularly as volatility rises
in small-caps.

o . Portfolio
Positive Attributors Comment

Return

AD8 produced one of the best results of reporting season, delivering huge growth in revenues and profit in a
volatile operating environment. Whilst the company had already weathered the global chip supply chain
Audinate Group Ltd 48.2% issues well, its ‘audio products per protocol’, used to measure success versus peers, has seen its lead increase
(AD8) ’ further. Additionally, AD8’s nascent video division is rapidly growing off a small base and appears to be
following a similar adoption curve to the audio division, with management quoting the growth as multiples of

audio at the same point in the release cycle.

JLG released its full year result to the market during August, revealing pleasing revenue and profit growth

across its subsidiaries and operating geographies. The company’s expansion into North America continues

Johns Lyng Group Ltd along pleasingly, with the company seeing continuing work off the back of Hurricane lan in Florida. The
21.4% . . S . .

(JLG) company also revealed it has a multi-year pipeline in Australia after the East Coast floods. We remain

attracted to JLG with its inflation protected revenue model and exposure to higher environmental disaster

frequencies.

STG saw a bounce back in August on low volumes after it held its Annual General Meeting late in the month.
Whilst no new financials were released, management presented positive comments around their latest
strategic initiatives utilising workplace apps (Teams and Slack) as sales channels as well as talking to the
opportunities that generative artificial intelligence would present their business.

Straker Ltd (STG) 10.5%
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https://www.bing.com/ck/a?!&&p=4ae8f96bf2e16b3dJmltdHM9MTY2NTI3MzYwMCZpZ3VpZD0xZjg5MGJjMy1iY2JkLTY1ZGEtMGM5ZS0xYTE1YmQ4ZjY0YTkmaW5zaWQ9NTQzMQ&ptn=3&hsh=3&fclid=1f890bc3-bcbd-65da-0c9e-1a15bd8f64a9&psq=mto+asx&u=a1aHR0cHM6Ly93d3cubXNuLmNvbS9lbi1hdS9tb25leS93YXRjaGxpc3Q_dGFiPVJlbGF0ZWQmaWQ9YWE3eDNtJm9jaWQ9YW5zTVNOTW9uZXkxMSZkdXJhdGlvbj0xRCZyZWxhdGVkUXVvdGVJZD1hYTd4M20mcmVsYXRlZFNvdXJjZT1NbEFs&ntb=1
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Portfolio Commentary

Portfolio

Negative Attributors Comment
Return

In August CXO addressed the markets concerns of rising project costs and higher than expected cash burn by

Core Lithium Ltd announcing a capital raise at a 26% discount to last close. We exited the CXO position due to increasing
-38.3% . . . o . . ) .
(cx0) operational risk. We continue to see the recent lithium price weakness as an opportunity to find value in the
sector.

PXA published a mixed result during the month, with a few moving parts. The core business, PEXA Exchange,
performed well in the second half with solid margins and revenue declines less than market. On the

PEXA Group Limited . . ) ) . A
-12.8% international expansion front, management have continued to invest heavily, however revenue forecasts are
(PXA) being pushed out and cost forecasts are up. Whilst the international result did not meet our expectations, we
believe the prize is still there for PEXA as market leader in the UK.
August was a volatile month for CTT’s share price, initially seeing a surge on the back of a strong full year
result and commentary on its outlook, which was followed by a decline on the back of some large sales of
. shares by insiders. Whilst the director sales could have been better dealt with by being bundled with the CEOs
Cettire Ltd (CTT) -1.7%

transaction, we are looking beyond the short-term volatility. The exit growth rate, improving unit economics
and subsequent visitation data points post reporting date continue to give us confidence in CTT’s growing
position in the luxury retail sector.
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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 Smaller Companies Fund (ARSN: 633 254 654). 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.

Clime Smaller Companies Fund's Target Market Determination is available here. A Target Market Determination describes who this financial product is likely to be appropriate for (i.e. the target market),
and any conditions around how the product can be distributed to investors. It also describes the events or circumstances where the Target Market Determination for this financial product may need to be
reviewed.
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