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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 Market Cap

millions (M)

Performance

Fund Net Return* (Wholesale)A

ASX Small Ords Accumulation

Benchmark

Inception date: 24 April 2017

0-100M

o 1.2%

100-250 M
13.6%

250-500 M
25.3%

1month 3 months 6 months

3.9% 2.9%

6.6% 7.6%

6.9% 7.2%

*Performance figures for more than 1 year are annualised.

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

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

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.

Asset Allocation by Industry

Will Riggall
Chief Investment Officer

Ronni Chalmers

Portfolio Manager
All Cap Australian Equities

Gareth Abernethy
Investment Analyst /
Head of Dealing

Hugo De Vries
Investment Analyst

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

1Year 2 Years 3Years

1.0% -18.9%

2.3% -4.4% 1.0% 2.4% 4.4%

1.6% -1.1% 4.2% 8.1% 9.8%

5Years

-10.9% -5.3% 5.2%

4.1%
16.6%
12.5%
9.9%
9.6%
8.3%
1.7%
7.4%
7.3%
6.2%
4.2%
3.2%
3.0%

Inception Inception
p.a. Total

7.9% 55.2%
6.8% 46.3%

9.8% 71.6%

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.
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Top 5 Stock Holdings

Company ASX
Lycopodium LYL
Mach7 Technologies M7T
RPMGlobal Holdings RUL
Stanmore Resources SMR
Straker Translations STG

Market Commentary

Global share markets ended January substantially
higher, continuing a broad recovery that
commenced in the last quarter of 2022. Global
bonds likewise had a strong month, with bond
traders forecasting that central banks are getting
close to the end of their rate rising cycle.

In a positive report issued at the end of January, the
IMF raised its growth outlook for the first time in a
year, saying it sees a “turning point” for the global
economy. It expects global growth to slow from
3.4% in 2022 to 2.9% in 2023, and then rebound to
3.1% in 2024. The risk of a global recession remains,
as well as one in the US, but it is diminishing,
thanks to resilient US consumer spending and
China’s reopening. This is a major turnaround from
last year when the IMF cut its 2023 outlook three
times.

Economic growth data has proved surprisingly
resilient in the last month, with strong labour
markets, robust household consumption and
business investment, and a better-than-expected
response to the energy crisis in Europe. Inflation
showed improvement, with overall measures now
decreasing in most countries. Even if core inflation
in some regions has yet to peak.

Elsewhere, China’s re-opening paves the way for a
rapid rebound in activity. This has helped spur
commodity prices. Global financial conditions have
improved as inflation pressures started to abate.
And a weakening of the US dollar from its
November high provided welcome relief to
developing countries.

Australia’s prospects

Australia’s economic prospects remain good. We do
not expect rate rises in Australia to unduly stifle
growth, and therefore do not anticipate a domestic
recession. We think that inflationary pressures will
soon start to abate, and retreat to more moderate
levels over 2023, allowing the RBA to end its rate
rises within the next few months. Mortgage rates
will rise further, which will drag down residential
property, but the good news is that 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. Key themes to
watch in the FY23 earnings reporting season unfolding now include:

e changing trends in consumer demand and consumer confidence levels
e the impact of the currency

e positioning in resources

e costinflation

e shortagesin labour and supply line issues

e balance sheet strength.

Company outlook statements and dividend payout ratios are sure to be closely
scrutinised. Quality of earnings, revenue growth, margins, and so on will be
analysts’ focus as the macroeconomic background takes a back seat to
company fundamentals.

The resource sector has responded strongly to the China re-opening theme.
Discretionary retail earnings are vulnerable to rising rates, with 10% of
Australian households potentially affected by the looming “fixed rate
mortgage cliff”. Healthcare stocks could be an area of disappointment due to
the effects of the pandemic (e.g., lower rates of covid testing, and skilled
labour shortages).

The broad valuation de-rating in 2022 will give some comfort that valuation
metrics are not too far from long-term averages. While the index has surged
some 16% since October, the forward PE now sits around 14.8x, not far above
its long-term average of 14.5x.

Outlook

We think the peak in global inflation is behind us, and the combination of a
moderation in demand growth, improvements in goods supply, and tighter
monetary policy will be sufficient to bring inflation back toward central banks'
targets over the next two years.

In the US, we expect GDP growth to slow somewhat in 2023, reflecting higher
interest rates. We expect the Federal Reserve to deliver 0.25% rate hikes in
February and March, for a terminal rate of around 5.0%, before pausing to wait
and watch for the impact on the data as it feeds through the system. In the
Euro area, we have been pleasantly surprised by the resilience of the economy
in the face of the energy crisis with recession appearing to have been avoided
to date. In China, we expect a sharp recovery of at least 5.0% in 2023, driven by
China’s rapid reopening, weighted towards the second half of the year.

Market valuations are far more attractive than they were a year ago. We
remain confident that solid well managed and profitable businesses will
continue to do well. Similarly, premium real estate continues to provide
attractive returns. Investment markets are forward-looking meaning the
improving global economic outlook for next year and beyond should provide a
tailwind for both equity and property markets.
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Portfolio Commentary

In January, small caps returned +6.5% marginally
outperforming the ASX100 (+6.3%), as equity
markets showed renewed momentum and reversed
the December lows. The domestic economy and
consumer segment appeared stronger than offshore
peers, but macro indicators remained mixed with a
higher than expected January CPI print of +1.9%
and a decrease in December 2022 retail sales of
-3.9%.

Although the January rally boosted near-term
sentiment, there is investor caution heading into
2023 with increasing volatility due to interest rate
hikes and pressure on corporate earnings.

Quality small cap stocks remain attractive, while
geopolitical tensions disrupt supply chains and
impact commodity prices. Companies that can grow
earnings outside the economic cycle and have
pricing power are favoured. The February 2023
reporting season will be a critical period to gauge
2023 with a focus on conservative outlooks due to a
decelerating economy. The domestic property
market is showing declines in volume and pricing,
potentially dampening consumer sentiment.

Key Trends in Small Caps in January 2023:

e Small Resources showed an impressive +7.25%
return in  January, outperforming Small
Industrials which had a +6.23% return. The
strength was driven by the continued
momentum in commodity prices and positive
results from mining companies during their
quarterly reporting seasons.

e The January rally likely caught many by
surprise, with most portfolios positioned
defensively before CY22, overweight in cash.
Trading volumes were light, as is typical for
January.

e Investors bought into consumer discretionary
names on the back of better than expected
updates and the reopening of China helping. On
the flip side defensive names underperformed
during the risk-on rally.

Coming into Feb reporting season:

e The market will be closely monitoring the
forward guidance provided by companies in
their February results announcements.

e Early feedback has been mixed regarding post-
Christmas consumer strength; the market will
search for weaknesses in February 2023 results.

e The February reporting season will be a crucial
period for the direction of the market in 2023.
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All statistics referenced are sourced from the named Company’s ASX announcements or share prices unless otherwise stated.
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Portfolio
Return

Positive

Attributors

Mach7
Technologies Ltd 24.6%
(M7T)
Stanmore
Resources Ltd 15.9%
(SMR)
Cettire Ltd (CTT) 49.8%
Negative Portfolio
Attributors Return
Straker
Translations Ltd -16.4%
(STG)
RPMGlobal

. -5.1%
Holdings Ltd (RUL)
Sequoia Financial

-16.1%

Group Ltd (SEQ)

Comment

Early in the year M7T signed its largest contract to date
with NASDAQ listed outpatent radiology provider Akumin.
The $16.7 million capital licence agreement boosts our
confidence that FY23 guidance is achievable. With a
healthy pipeline and potential blue sky from the Nuvodia
relationship, we see upside to the current share price.
Metallurgical coal continues to see strong prices on the
back of the further reopening of the Chinese economy. Key
steel ingredients including iron ore have been bid up as
there is a growing consensus that China's growth will not
be as weak as previously thought. SMR also produced a
strong quarterly during the month, with solid production
numbers despite some wet weather in Central
Queensland.

CTT enjoyed a strong month in the market due to both an
adjusting of sales assumptions around retail exposed
stocks as well as a recovery in the tech indices both in the
US, where Cettire operates, and Australia. Website usage
data continues to paint CTT in a positive light relative to its
biggest peer, Farfetch.com.

Comment

STG released its quarterly report for the December
quarter, showing a slowdown in its European exposed
subsidiaries and a delay in one of its IBM projects.
Management have indicated that the slowdown was due
to the general macro environment in Europe, with no loss
of customers but rather a delaying of jobs being
responsible for the miss. We remain positive on the
medium-long term opportunity to consolidate a large part
of the translations market, despite the recent hiccup.

During the month of January, RUL experienced a
decline in its stock price following a strong
performance in the preceding half and an absence of
recent news updates. Despite the price decline, we
maintain our confidence in the company's ability to
generate substantial returns for investors, on the back
of a robust mining capex cycle.

SEQ provided an update to market during January,
which called out some one-off charges which would
cause it to miss its previous guidance. The primary
drivers of the miss include adviser costs and a slower
than expected integration of recent acquisitions in the
direct investment division. We remain positive with the
update also revealing an increase in advisers under
InterPrac and increasing market share at Morrison
Securities - combined with the undemanding multiple
and opportunities for capital management.

Invest in people, who invest in you.

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

Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the Responsible Entity for the Clime Smaller Companies Fund. Equity Trustees is a subsidiary of EQT Holdings Limited (ABN
22607 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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