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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

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
¢ 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
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Gareth Abernethy
Head of Dealing

Hugo De Vries
Dealer & Analyst
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millions (M) Industry Weighting (%)

100-250 M Cash >1
19.4% Software & Services 18.2
0-100M Retailing 114

7.6%
CASH Health Care Equipment
& Services

5.1% °

Industry Weighting (%)
Consumer Services 4.3
Real Estate 4.3
Capital Goods 3.6

Communication

3.1
10.0 Services

9.4 Commercial &
Professional Services

Diversified Financials

Media & Entertainment 7.6

250 -500 M Materials 57
27.4% Energy 5.4

Technology Hardware &
Equipment

2.9

Transportation 2.0

Semiconductors &
Semiconductor 1.6

4.8 Equipment

Consumer Durables &
Apparel

Performance

1month 3 months 6months 1Year 2Yearsp.a. 3Yearsp.a. Inceptionp.a. Inception Total

Fund Net Return* (Wholesale)” -9.2% -23.8%  -24.4% 2.2%

ASX Small Ords Accumulation -3.6% -11.0% -4.6% 10.0% 5.5% 7.9%

Benchmark -2.9% -9.3% 3.8% 22.3% 13.4% 11.9%

*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.
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Top 5 Stock Holdings

Company ASX
Hansen Technologies Ltd HSN
Mach7 Technologies M7T
Navigator Global Investments NG
Limited

RPM Global Holdings RUL
Straker Translations Limited STG

Market Commentary

Global share markets ended May stronger following
two months of correction. The ASX200
Accumulation Index fell by -2.6%. In the US, major
indexes were largely flat, with the S&P 500 up by
0.2%, and the Dow Jones up by 0.3%. European
markets also climbed. So-called “safe haven” assets
such as gold were mostly off their highs, but US
Treasuries performed strongly in price, whilst yields
on benchmark bonds declined.

The pace of global economic growth is slowing. The
broad-based tightening in global monetary and
financial conditions is acting to slow spending
growth, accentuated by the high cost of basic food
and energy staples. European geopolitical
uncertainty is also weighing heavily on business
confidence and investment intentions worldwide.

Central banks have made it clear that they will be
raising rates in the most widespread tightening for
more than two decades. Monetary policy is
responding to inflation reaching multi-decade highs
in  many countries, fueled by supply chain
disruptions during pandemic lockdowns, and
soaring energy and food costs since Russia invaded
Ukraine in February. Despite some confidence that
the worst may be behind us, three issues remain of
concern.

1. The risk of the US Federal Reserve (Fed)
overtightening. With US inflation running higher
than 8% and a policy rate of 1%, the risk looks
small at present. However, headline inflation
numbers are still heavily affected by post-
lockdown supply shocks.

2. Europe faces a larger problem as the central
bank is forced into action by high inflation, just
as the war in Ukraine and the resultant
sanctions aimed at Russia have exposed the
continent to further supply shocks. Our view is
that Europe is at greater risk of stagflation
than the US.

3. In contrast to the US and Australia where
economic indicators are holding up well, China
has been on an economic slide since its
property clampdown 12 months ago.
Unemployment is rising and could reach levels
not seen in many years.

Inflation in Australia increased to a headline rate of 2.1% in the March quarter
and 5.1% over the year. Fuel and new housing costs accounted for around half
of the quarterly increase. We expect reported inflation to peak at around 6%,
before retreating to 3.5% next year, and cash rates to reach a terminal rate of
around 2%. In this scenario, we would expect mortgage rates to rise by 2%,
which will drag down residential property by around 10%. 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. Australian earnings are on track for around 20%
growth in the current financial year, roughly double the forecast growth in the
rest of the world. Resources dominate growth forecasts for FY22 but are
conservative for FY23. Consensus forecasts for iron ore for FY23 are around
$US90-95 per tonne so if the price stays above the current level of around $130
per tonne, further upgrades are assured.

This does not mean there is no earnings risk in the Australian economy. Some
slowdown is inevitable, particularly in those sectors most vulnerable to rising
interest rates. We anticipate the ASX All Ordinaries Accumulation index to
provide a return similar to its long term average of around 8%.

We remain confident that solid investments/businesses that benefit from
inflation and moderate economic growth will continue to do well. Similarly,
premium real estate will continue to provide attractive returns.

Portfolio Commentary

Contributors Comment

Industry-wide  shrinking  capital  expenditure  on
Stanmore metallurgical coal used for steel making and disrupted
Resources (SMR) global energy supply chains causing high met coal prices.
12.7% Translating to significantly higher earnings expectations for

SMR, who recently acquired BHP's met coal business BMC.

ADS8 is one of the few tech hardware names that are seeing
revenue upgrades as there are no issues with product

Audinate (ADS) demand as the industry leader. Supply issues will likely in

8.3% . S .
the next couple of years seeing an inevitable step-up in
revenues.

MRM announced the sale of a non-core asset early in the

MMA Offshore month. The proceeds were put towards the company's

(MRM) balance sheet which we feel will help the company take

6.1% advantage of the increase in offshore activity generated

from the renewables, oil & gas industry.

Detractors Comment

The company reported a surprise downgrade during the
month, after reaffirming guidance 6 weeks earlier. AMS
Atomos (AMS) attempted to alter supplier rebates which saw forward
60.7% orders rapidly fall. Whilst disappointing, AMS still produces
the market-leading monitor product and we believe the
quantum of the selloff was overdone.

ERD reported its FY22 results during the month. Continued
strong growth masked by increased investment into growth
markets and acquisition costs. New Zealand remains the
standout geography. Forward forecasts show faster
growing revenue, with profits subdued in coming years.

Eroad (ERD)
24.2%

CCX is a well-positioned plus-sized fashion retailer, with
City Chic Collective global growth potential. At the current share price, CCX is
(ccx) valued less than it was before it began its global expansion,
20.4% a move that doubled the company’s revenues. The stock
remains marred by a weak consumer environment.
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Portfolio Commentary Cont.

Having seen a relief rally post the US Fed’s first
rate increase in March we now look to whether
financial tightening has managed to reduce
inflation without sending the US into recession.
Early data indicates that inflation may be peaking
and if so, we expect the markets to find their
bottom and move higher.

We remain focused on the beneficiaries of inflation
including key exposures to Resources and Energy
as well as to those companies set to benefit from
increased sector activity. We expect commodity
prices to remain elevated primarily due to ongoing
supply tightness, with the result being ongoing
inflation. While we are seeing a resurgence in fossil
fuel companies, our view is that the elevated
prices will drive a faster rotation to the new energy
sources. As such, within the portfolio, we are
focused on groups that contribute to the creation
of a circular economy, provide necessary raw
materials, and companies that will build the
decarbonized economy.

Our focus on quality means we look to invest in
businesses that maintain returns in the face of
higher input costs. Moreover, the de-rate of growth
stocks to more sustainable valuations is increasing
the universe of opportunities where quality and
growth are now trading close to intrinsic value. We
are selectively adding to several long-term
holdings.

We expect continued volatility, however with
tempering inflation and signs that China is set to
stimulate its economy, we are increasingly positive
on the outlook for the portfolio, holding a suite of
companies at attractive valuations set to deliver
sustainable growth in earnings as well as
dividends.
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All statistics referenced are sourced from the named Company’s ASX announcements or share prices unless otherwise stated.

Portfolio Activity

BUY

Aussie Broadband
(ABB)

PEXA Group (PXA)

Panoramic Resources
(PAN)

The company is continuing to build share in a churn
market which suggests very sticky customers and
excellent marketing prowess.

PXA has a robust business model, operating as a near
monopoly domestically with 85% market share in
Australia. While domestic growth is limited, we believe
PXA has the ability, and a high chance of successfully
penetrating what is a slow moving and outdated UK
market.

PAN is an operating junior nickel-copper-cobalt miner
providing exposure to critical metals used in electric
batteries. PAN's mine production ramp-up is underway
and exceeded our expectations in the last quarter,
despite the business having to overcome COVID-related
operational setbacks.

SELL

Electro Optic
Systems (EOS)

Omni Bridgeway
(oBL)

Frontier Digital
Ventures (FDV)

We took advantage of share price strength over the last
quarter to reduce our EOS position. In March
management announced that EOS would be
undertaking a strategic review in an effort to extract
asset value, resulting in strong performance.

OBL is a complex business that has faired relatively well
in this down market. We are reducing the position to
redeploy into other defensive options.

FDV has a long term growth profile, but the company
finds itself operating in a more challenging global
macro environment. We decided to de risk this position
in wake of worsening economic conditions in the
emerging markets FDV operates.

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 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.


https://www.eqt.com.au/corporates-and-fund-managers/fund-managers/institutional-funds/institutional-fund-manager?f=781700f4-542a-4d16-86ec-9ba78ec02843

