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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.

Asset Allocation by Industry

Industry Weighting

Software & Services 22.7%

250-500M

Retailing 14.8%

Health Care Equipment &

0,
Services 11.7%

Technology Hardware &
Equipment 9.6%

Diversified Financials 9.0%

100-250M
Media & Entertainment 8.7%
Capital Goods 6.7%
Consumer Services 5.1%

Semiconductors & 2.8%
Semiconductor Equipment -S70

Consumer Durables &
Apparel 2.1%

Communication Services 0.9%

Cash 5.8%

Performance

1 month 3 months

Fund Net Return*

0 519
(Wholesale)A 1.7% 5.1%

ASX Small Ords

9 0
Accumulation 1.4% 2.0%

Benchmark 2.9% 5.1%

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

Asset Allocation by Market Cap

millions (M)

21%_

Investor Suitability

The Fund is designed for investors who:

+  are seeking strong risk-adjusted total returns by
investing in a portfolio of high quality smaller
Australian companies; and

«  have a minimum of 5 years to invest.

Risk Management

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.

Security
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256% — o

Will Riggall
Chief Investment Officer

Jonathan Wilson
Portfolio Manager
Small Caps

Top 5 Stock Holdings

Jumbo Interactive

Mach7 Technologies

Navigator Global

RPM Global

6 months 1 Year 2 Years p.a. 3Years p.a.

-4.8% 12.3% 12.7% PARN)

5.5% 16.9% 13.0% 15.7%

16.6% 29.8% 24.0% 19.8%

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.

Investments

Inception p.a.

Inception
Total

17.7% 114.7%

11.7% 68.3%

16.1% 101.6%
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Market Commentary

Share markets were volatile during
December but rallied towards month end
with solid gains. The ASX 200 Accumulation
Index rose by 2.8% to finish the calendar
year with a gain of 17.2%, as investors
pondered whether 2022 would continue to
deliver positive returns. In the US, calendar
year gains across the major indices were
exceptionally strong: the S&P 500 was up
28.7%, the Nasdaq rose by 22.2%, and
the Dow Jones lifted by 21.0%. Leading
contributors to the S&P 500’s performance
were Microsoft and Apple, the world’s two
largest companies by market capitalisation.

European and Japanese market returns
were likewise robust over the last 12 months,
whereas Chinese stocks performed poorly.
Over the course of 2021, bond yields rose,
energy prices and agricultural commodities
maintained high levels, and the Australian
dollar fell from US$0.77 to USS$0.73.

Early in the new year, the pall of COVID-19
still hangs over us. Omicron has proved
a less lethal variant than Delta, though it
spreads faster. COVID-19 cases have surged
around the world amid concerns over
how far the new strain could affect supply
chains, the cost of goods, and economic
performance. Volatility underscores how
confidence can be shaken by unexpected
pandemic twists.

Heading into the new year, we remain
cautiously optimistic about the potential for
stocks to continue their upwards trajectory
even as the pandemic continues.

2022 Outlook

As the new year unfolds, central banks,
governments, and markets have a huge
stakeininflation coming down in an orderly
way. Much will depend on the course of the
pandemic. We expect the global economic
recovery will continue but at a slower pace.
Amongst the major economies, we continue
to monitor China. Slower growth in China
will impact the prices of Australia’s major
commodity exports.

There appears limited room for the global
economy to surprise on the upside, with the
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outlook for highly priced growth assets to
be tested by moderately higher bond yields.
However, solid businesses that benefit from
inflation and moderate economic growth
will continue to do well.

The key risks to our 2022 outlook include:

« further adverse developments with
the pandemic;

+  asustained outburst of higher inflation;
or

«  policy error caused by central bank or
government misjudgement.

Increased volatility in markets during the
year ahead appears to be a likelihood and
will be utilised to acquire appropriate
investments.

Portfolio Commentary

The portfolio returned -5.1% (after fees)
for the December quarter, compared to
the Small Ordinaries Accumulation Index
(XSOAI) and Benchmark returns, comprised
0f 50% XSOAI and 50% Emerging Companies
Accumulation Index (XECAI), returns of
+2.0% and +8.3% respectively. Since
inception, the Fund has returned 17.7%
p.a. (after fees), ahead of the respective
annualised XSOAI and Benchmark returns
of 11.7% and 16.1%.

It has been an extraordinary period for
small caps, one that in our view has been
characterised by heightened speculative
activity. Since 30 June the XECAI, which
comprises more early-stage microcaps,
returned 29.9%, far outstripping the XSOAI,
which returned 5.5%. Over the decade
preceding COVID and associated stimulus,
the XECAI significantly trailed the XSOAL. In
time, we expect risk appetite to normalise.

Key contributors to the portfolio return for
the quarter were Jumbo Interactive (JIN),
RPM Global (RUL), and Nick Scali (NCK),
while key detractors were Electro Optic
Systems (EOS), Mach7 Technologies (M7T),
and Codan (CDA).

JIN returned 20.4% on the back of a strong
run of large jackpots in the December
quarter, with 15 jackpotsin 2Q22 versus 7 in
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2Q21. Regulatory approval JIN’s acquisition
of Canadian lotteries manager provider,
Stride, was delayed from 2Q22 to 4Q22.

RUL returned 10.5% due to continued
growth in subscription software sales. We
expect RUL to report annualised recurring
revenue (subscriptions and maintenance)
of approximately $42m as of 31 December.

NCK returned 38.1% for the quarter
following a positive October Annual General
Meeting (AGM), as well as finalisation of the
Plush acquisition in November. Per AGM
commentary, despite COVID disruptions,
NCK has experienced ‘buoyant’ trading,
while gross margins improved slightly to
63.5%. With a net cash balance sheet, a
strong order book and planned doubling
of the Plush network, NCKis well positioned.

EOS declined 31.8% during the quarter
on delayed completion of Spacelink
Tranche 1 funding totalling ~$100m, after
contracting OHB Systems to manufacture
4 satellites for the initial constellation. OHB
has cornerstoned the funding round with a
$25m investment. We expect an update to
be provided shortly. The market is frustrated
with delays; however, we believe these issues
will be largely resolved in 1H22.

MT7T fell 21.9% after the business experienced
operating cash outflows in 1Q22. In
November M7T announced Al Visualize, a
company with no operations, had brought
a patent infringement litigation against
Nuance and M7T. Nuance was recently
acquired by Microsoft for $19bn. We believe
the litigation is likely without merit and that
M7T will report a much stronger 2Q22.

CDAfell 27.8% on cautious AGM commentary
suggesting slower growth within its metal
detection business, which grew 38% in
FY21 supported by travel restrictions and
the locked down metal detection enthusiast.
Consensus earnings out to FY25 were paired
back by between 6% and 10%. CDA continues
to demonstrate product leadership globally
with market share gains across geographies.

All statistics and information referenced are sourced from the
named Company’s ASX announcements, share prices, website,
or discussions with Clime unless otherwise stated.

Invest in people, who invest in you.

Client Services 1300 788 568 clime.com.au

The information contained in this document is published by the Clime Asset Management Pty Limited ABN 72 098420 770, AFSL 221146. The information contained herein is not intended to be advice and does not take into account
Yyourpersonal circumstances, financial situation and objectives. We encourage you to obtain advice fromyour Financial Adviser, and consider the Product Disclosure Statement, Reference Guide, and any other disclosure documents,
before making a decision to invest in the Fund. Please be aware that investing involves the risk of capital loss and past results are not a reliable indicator of future performance and returns. 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
https://clime.com.au/

