
N
ov

em
be

r 2
02

2

Your Smaller
Companies Fund

The key drivers of the strong month were further

indications that central banks may begin to slow the

pace of rate rises...






Hugo De Vries
Dealer & Analyst

Will Riggall
Chief Investment Officer

millions (M)

0 - 100 M
8.2%

Gareth Abernethy
Head of Dealing

All Cap Australian Equities 

Ronni Chalmers
Portfolio Manager


 Industry Weighting 

Cash 6.5%
Software & Services 16.0%
Energy 10.5%

Commercial & Professional Services 10.0%

Materials 8.7%

Diversified Financials 8.5%

Capital Goods 8.4%

Real Estate 7.7%

Retailing 6.7%

Health Care Equipment & Services 6.5%

Technology Hardware & Equipment 4.8%

Food Beverage & Tobacco 3.1%

Consumer Services 2.7%

Cash 6.5%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ 
 2.2% -1.3% -4.1% -26.9% -8.7% -2.6% 6.2% 8.0% 54.3%

ASX Small Ords Accumulation 4.9% -0.8% -3.4% -14.0% 0.9% 2.6% 4.4% 6.5% 42.7%

Benchmark 4.1% -2.4% -6.3% -15.0% 5.0% 7.9% 9.5% 9.5% 66.7%
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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. 

 are seeking strong risk-adjusted total returns by
investing in a portfolio of high quality smaller 

have a minimum of 5 years to invest.

The Fund is designed for investors who:

Australian companies; and

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.

*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
12.0%

500+ M
45.6%

250 - 500 M
27.6%

CASH
6.5%



The outlook for Australia remains robust, which underpins our ongoing
confidence that the ASX can continue to deliver returns ahead of its global
counterparts. The dual positive news out of China of central government
support for the property sector and early indications of an easing in COVID
policy should provide further support for Australia’s terms of trade as we see
commodity prices supported. 

This support allowed the Materials sector to lead the ASX higher in November
as China exposed iron ore players Rio Tinto (RIO) and BHP Limited (BHP) both
increased over 20%. In further support of the resources sector tempering US
rate expectations saw the US dollar sell off, with the Australian dollar up 6%
versus the worlds reserve currency. This supported gold names with the sector
up in line with the broader resource sector. Moreover, lower forecast bond
yields saw the REIT and Utility sector continue their march higher.

Looking forward we remain constructive on markets and see tempering
interest rate expectations supporting further gains through increased
certainty. Factors that would cause us to rethink our positive thesis would be
the combination of inflationary risks as China re-opens, and a greater than
expected downturn in company earnings. The market price to earnings (PE)
did touch a 5-year, two standard deviation low of 13 times and bounced
strongly to a current 1-year forward valuation of 15 times earnings.

Given the strong bounce off the lows we are of the view that the “Santa” rally
did come a bit early this year, however we are increasingly positive on the
number of opportunities emerging for active managers like Clime to drive
strong returns over the next 12 months given the reset of valuations over the
last year.

Market Commentary

Housing finance dropping 8.2% in September
Domestic CPI decelerated to 6.9% from 7.3%
the previous month – in line with the US
experience.

Global markets extended the October rally in
November with Europe leading global equity
indices, paced by the DAX up +8.6% and Euro Stoxx
+9.6%. Australian equity investors also benefited
with the ASX200 increasing 6.1% leading the
S&P500 which gained +5.4%. These stellar returns
were dwarfed by the Hang Seng index which was up
+26.6%. Bond prices sold off again with US 10-year
yields now at 3.60% after peaking above 4%. 

The key drivers of the strong month were further
indications that central banks may begin to slow
the pace of rate rises along with indications of a
shift in China domestic policy, primarily an easing
of the COVID-zero policy and property market
stimulus. Despite commentary from the US Federal
Reserve (Fed) Chair Jerome Powell that the central
bank, “still had a way to go”, markets took the lead
from a weaker than expected inflation print in the
US as well as recent lower than expected rate rises
in the UK and Australia. In the US, core inflation
slowed more than expected with October CPI
coming in below expectations at 7.7%, declining
from 8.2% in September.

Global markets have been looking for a ‘pivot’ in
central bank policy. In prior periods where a pivot
has been characterised by a move to cut rates,
however, given investor concerns largely on the
Fed’s pace of rate rises, todays pivot is marked by a
reduction in the expected pace of increases. This
easing has seen markets breathe a sigh of relief and
with fund manager positioning remaining bearish it
did not take much for markets to rally.

Locally, the RBA again delivered a 0.25% rise,
however weakening data including:

Conversely, labour data continues to illustrate
strength with wage growth finally accelerating,
increasing by 1% in the September quarter with
unemployment now at 3.4%. 
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Top 5 Stock Holdings

Company ASX

Hansen Technologies HSN

Lycopodium LYL

Mach7 Technologies M7T

RPM Global RUL

Straker Translations STG

Portfolio Commentary    

The market is prepared to pay up for companies with earnings visibility and
certainty.
Investors are still not prepared to own COVID beneficiaries where margins
are going backwards despite how well flagged this has been.
Resources and Real Estate – a lot of negativity has been priced in and there
is a low bar for a rally in these sectors. Materials and Energy combined
account for ~30% of the Small Ordinaries index, with Real Estate at 13%.
The performance of these sectors will materially impact the performance of
the market.

There was a large rally across commodities on the rumour China could
re-open – Small Resources (+11.5% in Nov) materially outperformed the
Small Industrials (+2.6%). 
The Real Estate sector has been a laggard this year, trading at around a
20% discount to net tangible assets (NTA), but the sector quickly
rebounded once the RBA hiked less than expected and the Fed pivot
narrative gained steam.

Market backdrop 
  
Equity markets continued to rally in November as a soft October US CPI print
fueled optimism around a Federal Reserve (Fed) pivot. Markets also reacted
very positively to a dovish speech from Fed Chair Powell late in the month
where he said that the time for moderating the pace of hikes may come as soon
as December not withstanding that other Fed speakers pushed back, saying
that they still see a higher terminal rate and that restrictive policy will be
needed for some time.

Key themes that drove performance  



Portfolio Commentary Cont.   

We are underweight the following sectors:
Consumer Discretionary, Metals & Mining, and
Communication Services.
We are overweight the Industrials, Info Tech &
Energy sectors.

Portfolio positioning

The Fund returned 2.22% in November 2022,
underperforming its performance benchmark by –
1.92%. The portfolio is positioned slightly more
defensively meaning the Fund can underperform
during bear market rallies.

The Fund’s cash levels remain elevated (relative to
historical levels) given the uncertainty around
earnings, which weighed on returns during a risk on
period.

We have been underweight metals but are using the
early December pullback to increase our exposure
to this sector.

Outlook 

The Small Ords index has now rallied over 10%
quarter to date, there are questions about the
sustainability of the rally. While weaker than
expected October Australian CPI data & Fed
commentary suggests a central bank pivot could
occur in the next few months, there is a risk of sell
off into year end and there has been significant put
buying on the ASX200 in recent weeks, which
indicates investors are adding downside protection
for such an event. 

We are moving up the quality spectrum, with a focus
on cash-generative businesses that provide good
earnings visibility and strong balance sheets.
Sticking to our process and philosophy we are
confident in our portfolio's positioning to deliver
strong returns.
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Positive
Attributors

Portfolio
Return

Comment

Straker
Translations Ltd
(STG)

14.4%

STG released its 1H23 report in November which was in
line given it pre-reported in its recent Q2 release. Key
takeaways include its move into the workplace
productivity apps Slack and Teams, as well as cost
reduction initiatives that will improve margins. STG and
IBM signed a 3-year extension which continues to validate
the strength of Straker's offering to the broader market.

Mach7
Technologies Ltd
(M7T)

11.7%

M7T reconfirmed FY23 guidance at their AGM despite
weaker cash receipts last quarter. During the month they
also secured a contract with a hospital in Hong Kong
associated with another client of M7T. While the deal was
not large it gives evidence of the network effect in motion,
aswell as the groups continued expansion into Asia.  

Johns Lyng Group
Ltd (JLG)

12.2%

JLG offers earning certainty, and we expect the business to
beat their guidance provided at the November AGM. The
amount of catastrophe work that can be completed
domestically and in the US will be a major swing factor.
JLG have demonstrated an ability to hedge inflation and
supply chain risk to protect margins. 



Negative
Attributors

Portfolio
Return

Comment

RPMGlobal
Holdings Ltd (RUL)

-8.1%

RUL re-affirmed guidance in late October already
achieving $9m out of the $11m FY23 software subscription
growth guided to. We expect the company to exceed
guidance. The possibility of further deals landing in Q3
could be a positive catalyst. Weakness in the share price
over the month was likely due to an institutional holder
going unsubstantial. There was no significant change to
the business during the month, we remain long term
holders.  

Ridley Corporation
Ltd (RIC)

-8.1%

RIC gave an encouraging trading update, with evidence
of sustained volume growth, a core driver of our
investment thesis. Company initiatives include
improving volume growth and margin expansion
through premiumisation and operating leverage. There
has been no material change to the business over the
month, RIC is a defensive position, which can
underperform in 'risk on' environments, as November
was.

Lycopodium Ltd
(LYL)

-3.8%

LYL announced $167.7m worth of deals this financial
year, including two additional deals in November and
another in early December. LYL trading volume is quite
illiquid, and the current share price performance does
not reflect the consistent positive news flow. The
business offers good exposure to a strong mining
sector, and as a low-capital intesive business can
respond quickly to changes in the mining cycle.    

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. 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.

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