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Your Smaller
Companies Fund

Markets consolidated the exceptional gains of November

and December and ended January a touch higher.



millions (M)

0 - 100 M
8.8%

Industry Weighting 

Cash 2.7%
Software & Services 7.1%

Energy 13.7%

Materials 5.6%

Retailing 7.2%

Commercial & Professional Services 6.9%

Real Estate 11.3%

Capital Goods 9.8%

Health Care Equipment & Services 5.8%

Diversified Financials 8.9%

Technology Hardware & Equipment 7.8%

Food Beverage & Tobacco 2.5%

Consumer Services 10.6%

1 month 3 months 6 months 1 Year 2 Years 3 Years 5 Years
Inception

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ -0.3% 16.1% 8.6% 3.9% -8.2% -6.2% 5.9% 7.3% 61.2%

ASX Small Ords Accumulation 0.9% 15.8% 3.7% 2.1% -1.2% 1.3% 5.4% 6.1% 49.4%

Benchmark -2.2% 10.1% -2.8% -5.0% -6.1% 1.0% 6.6% 7.5% 63.0%
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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. 

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. 

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.

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.

Inception date: 24 April 2017
*Performance figures for more than 1 year are annualised. 
*Net returns are after all fees, taxes, and costs
^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. 
Past results are not a reliable indicator of future performance and results.

About your Smaller
Companies Fund

Fund Benefits

Asset Allocation by Industry 

Risk Management

Investor SuitabilityFund Facts

Performance

Asset Allocation by Market Cap 

100 - 250 M
17.1%

500+ M
61.7%

250 - 500 M
12.7%

CASH
2.7%

#Blended benchmark comprising 50% S&P/ASX Small Ordinaries Accumulation Index and 50% S&P/ASX Emerging Companies Accumulation Index.
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Top 5 Stock Holdings

Company ASX

Audinate Group Ltd AD8

Lycopodium Limited LYL

Mach7 Technologies Ltd M7T

MMA Offshore Limited MRM

Stanmore Resources Ltd SMR

The Clime Smaller Companies fund continued to outperform in January, finishing
the month +1.87% ahead of its benchmark, after fees. Over the last three, six and
twelve months the fund has outperformed its benchmark by +6.02%, +11.38% and
+8.88% respectively (after fees). We are confident in the fund’s positioning, which
currently has a neutral cash position, providing us optionality to jump on select near
term opportunities this February earnings season. 

After a very strong Santa rally in December, the Small Ordinaries index delivered a
more measured return of +0.87% in January, slightly underperforming the ASX100
which returned +1.12%. Economic releases have been particularly strong year to
date, including US payrolls, consumer confidence, and global PMIs. GDP forecasts
have improved, and recession forecasts have fallen, which is reflected by the
markets expectation of rate cuts by the Fed. 

Despite the modest global growth rate of 3.1%, which is lower than usual, it still
surpassed expectations. The US economy, in particular, has shown surprising
strength, with US shares achieving all-time record highs. In contrast, China's
economy is currently facing significant challenges. Australia, however, seems to
have a low risk of recession, supported by strong migration and signs that the
housing market has bounced off its lows and is beginning to recover. While overall
market valuations are somewhat high, specific sectors are still showing value. The
resources sector is robust, and Real Estate Investment Trusts (REITs) appear
attractive, offering opportunities to lock in yields.

Key Trends

Investors are increasingly favouring cyclical stocks, whose performance is linked
to the economic cycle, as concerns about the macro-outlook wane.
Falling interest rate expectations has caused valuations on high growth stocks to
increase.
Resilient consumer behavior is proving advantageous for high-quality consumer
discretionary companies. Certain retailers have released robust trading updates,
showcasing margin expansion that has pleasantly surprised the market, which
had initially anticipated more conservative figures.
Agricultural names have been strong, as future conditions look better than
feared. Pricing for livestock is improving also.

Markets consolidated the exceptional gains of
November and December and ended January a
touch higher. Good performance in asset markets
was driven by inflation falling faster than
expectations, bond market yields lower, and
central banks pivoting from raising rates to
thinking about when rates might be lowered. 

After major economies showed surprising resilience
in 2023, some anticipated a mild contraction in
2024. But the steepest interest-rate-hiking cycle in
decades has set global economic activity on a
course that is difficult to map. The much talked
about ‘soft landing’ appears to have arrived – at
least in the US. American exceptionalism has been
demonstrated by its strong GDP growth compared
with G7 peers, reflected in new record highs
achieved by its share market indices in late
January.

Over January, the ASX 200 Accumulation Index rose
by 1.18%, somewhat less than most other
developed markets. In the US, major indexes were
higher across the board, with the S&P 500 up by
1.59%, the Dow Jones by 1.22%, and the Nasdaq by
2.7%. European markets generally rose: Germany’s
DAX was up 0.91%, the French CAC up 1.51%, and
the British FTSE was down 1.33%. Japan’s Nikkei
225 was firmer by 8.44% over the month. Chinese
markets continued to perform poorly, reflecting the
crisis in their real estate sector and disappointment
with their economic recovery post the pandemic.

US and global bond yields ended the month mostly
unchanged, first rising but then declining at
month’s close. Bond rates appear to indicate that
inflation risks are receding, and that rate rises have
likely peaked, although they may plateau at current
levels for some extended period before falling
further – perhaps in the second half of 2024. The
AUD slipped lower over the month, from around
USD 0.6800 to close at around USD 0.6570. Crude oil
rose a few dollars on increased tensions in the
Middle East while gold was a touch weaker.

Portfolio Commentary 

After rallies across many financial markets in late 2023 and continuing into 2024,
riskier assets appear priced for an economic soft landing and may be
underestimating downside risks. Most equity markets have been rising due to
price/earnings (PE) expansion, rather than robust earnings per share (EPS) growth.
Of course, as interest rates come down later in the year, this might provide the
impetus required for corporate profitability growth, and so justify current
valuations. 

Taking all factors into account, we remain optimistic that inflation will surprise on
the downside, and that a soft landing for the global economy is the most probable
outcome. 2024 is likely to see positive returns helped by falling rates in the latter half
of the year, with a low risk of recession.

The Australian economy is supported by strong immigration, rebounding tourism
and substantial construction spending. On the other hand, retail sales, disposable
household income, consumer sentiment and residential building approval levels
remain weak. However, we expect these weaknesses to turn as rate rises are put on
hold and housing bottoms. The labour market remains strong, and households still
have some excess savings left over from the pandemic. Likely, this combination of
factors points to another below-trend growth year for the Australian economy. We
continue to be optimistic about prospects for asset markets in 2024.

Market Commentary (continued)

Market Commentary



Portfolio Commentary 
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The energy sector lead performance in the Small Ordinaries, driven by the uranium price. This surge was fueled by several favourable
demand-side factors such as the U.S. Department of Energy's announcement of plans to bolster domestic uranium production and the UK
Government's introduction of a Civil Nuclear Roadmap. Additionally, supply-side dynamics also played a role, particularly with
Kazatomprom, a major uranium producer, revising its 2024 production forecast downwards, indicating a potential decrease in supply.
Lithium producers are currently experiencing pricing challenges due to uncertainties surrounding the schedule of capital expenditure by
Original Equipment Manufacturers (OEMs) for scaling up electric vehicle (EV) production.

Looking ahead 

Looking forward, we anticipate that small cap companies stand to benefit substantially from an improvement in economic confidence and an
increased willingness among banks to lend to the corporate sector. As we enter the February reporting season, we are highly confident in the
positioning of your portfolio. We have conducted extensive fundamental research on our watchlist and believe that it may lead to some
promising additions.

Positive Attributors
Portfolio

Return
Comment

MMA Offshore Limited
(MRM)

11.2%

MRM was once again a key contributor to portfolio performance, as the market comes to terms with the
strength implied by their half year guidance numbers provided in November. We believe MRM is in a structural
earnings upgrade cycle, with strong demand across oil and gas, wind, defense and decommissioning projects.
We look forward to what we anticipate will be another strong 1H result.

Zip Co Ltd (ZIP) 18.1%

ZIP finished the month strongly with its 2Q24 report and quarterly cashflow report indicating a significant
turnaround following years of losses, as their operating cashflow became positive during the quarter, as well
as good use of cash in incentivising a large portion of convertible notes to be written away from their balance
sheet.

Jumbo Interactive
Limited (JIN)

12.9%

Jumbo Interactive saw strong SP momentum during February, with the heavily publicized $100m, $150m and
finally $200m jackpots generating huge public interest in the Powerball. This effectively acted as a huge free
publicity event, with the Oz Lotteries app at the top of the national download charts for Apple and Android,
temporarily placing it above the global social media apps. It was estimated at least 1 in 10 Australians played
each of the draws above $100m, which should translate into a great period for customer acquisition for
Jumbo.

Negative Attributors
Portfolio

Return
Comment

Calix Ltd (CXL) -50.9%

CXL share price is highly correlated to the EU carbon permit price which has fallen circa 30% over the last 6
months. On top of that was news that CXL's flagship Leilac-2 project will move from one Heildelberg site to
another location, resulting in a minimum 6 month delay due to poor macro conditions in Germany. Despite
these setbacks, we continue to see value in CXL, anticipating a recovery due to the ongoing significant social
and economic impacts of carbon emissions.

Mach7 Technologies
Ltd (M7T)

-10.8%

M7T's recent quarterly cashflow and updated FY24 guidance showed a promising 25% increase in sales orders,
signalling solid business growth. However, despite the strong pipeline and achievable second-half revenue
projections, revisions in revenue guidance have spooked some investors. This contributed to weaker share
performance throughout the month, even as the company remains on track for cash flow positivity despite a
higher proportion of SaaS sales than expected.

Latin Resources Ltd
(LRS)

-40.4%

LRS share price has struggled in line with the broader lithium mining sector as weaker than anticipated lithium
prices have caused indiscriminate downgrades to earnings expectations. LRS is a low cost miner operating in
Brazil and is fully funded until its Definitive Feasibility Study. LRS is on a permitting fast track and catalyst rich
with both offtake agreements and resource upgrades to come in 2024. The portfolio is retaining a small
allocation to lithium.

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.

Client Services 1300 788 568 | info@clime.com.au | clime.com.au 
Invest in people, who invest in you.
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