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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 24.8%

250-500M
32.7%

Retailing 14.6%
Technology Hardware &

Equipment 10.4%

100-250M

Health Care Equipment &
Services 9.1%

Diversified Financials 7.9%

Capital Goods 7.1%

Consumer Services 6.5%

Communication Services 6.4%

Media & Entertainment 3.9%

Semiconductors & 3.0%
Semiconductor Equipment 070
Consumer Durables &

Apparel 2.0%

Cash 3.8%

Performance

1 month 3 months

Fund Net Return*
(Wholesale)?

ASX Small Ords
Accumulation

-3.4% -4.7%

0.9% 3.7%

Benchmark 2.6% 11.8%

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

Asset Allocation by Market Cap

millions (M)

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

Adrian Ezquerro
Head of Investments

Jonathan Wilson
Portfolio Manager
Small Caps

Electro Optic Systems

Family Zone Cyber Safety

195%_

Jumbo Interactive

Mach7 Technologies

RPM Global

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

3.2% 31.4% 16.2% 20.0%

7.9% 31.0% 13.1% 13.5%

16.1% 45.2% 21.9% 19.4%

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.

Inception p.a.

18.9%

11.9%

16.1%

Top 5 Stock Holdings

Inception
Total

118.6%

66.4%

96.7%
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Market Commentary

October, and indeed the inception returns,
show Emerging Companies Accumulation
Index (XECAI) performance far exceeds that
of the (higher quality) Small Ordinaries
Accumulation Index (XSOAI) across all
periods since the Fund’s inception in 2017.
As discussed in our September report, this
is a curious bucking of a long-term trend of
microcap underperformance.

To demonstrate, in the last 12 months the
XECAI delivered 59.0%, almost double the
XSOAI return of 31.4%. This divergence
illustrates the environment we are in. The
market is expensive in broad terms, but the
recent preference for high-risk microcaps, in
our view, indicates heightened speculative
activity. We are also seeing increasing interest
in small cap, speculative commodities. In
October, the top 4 performers in the XSOAI
were mining companies.

During the first 3 weeks of October, investors
appeared to relax their view that logistical
problems relating to post-pandemic re-
openings were likely to be largely transitory.
The global economy has been operatingin a
low inflation environment for the last decade
or more, with central banks undershooting
inflation targets.

But in the final week of October, the mood
shifted markedly amidst signs that aninflation
break-out could mean that monetary largesse
would soon be withdrawn. This was reflected
inlong bond prices, where both the US 10-year
Treasuries rose 1.70%, before falling back
to end the month at 1.55%, and Australian
10-year bonds surged to 2.09%. This spike in
yields was also reflected at the shorter end of
theyield curve, as Australian money markets
begin to doubt the Reserve Bank of Australia’s
(RBA) yield curve control program, and its
assurances that cash rates were likely on hold
until 2024.

Looking ahead, amongst the mostimportant
factors to monitor will be the trend in labour
markets and wages growth. The employment
situation in many developed economies has
been impacted by labour shortages and low
participation rates, particularly in the US,
where the pandemic experience has dented
the willingness to return to work, driving up
wages and constraining activity.

Momentous macro forces abound with rising
inflation pressures, US-China tensions, lock-
downs transitioning to re-openings, and
supply-chain troubles combined with easy
policy settings, itis no wonder cheap money is
sloshing around chasing returnsin odd areas.
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Portfolio Commentary

The portfolio returned -3.4% in October,
compared to XSOAI and benchmark
(comprised of 50% XSOAI and 50% XECAI)
returns of 0.9% and 2.6% respectively. Since
inception, the Fund has returned 18.9%p.a.
(net of fees), ahead of the respective
annualised XSOAI and Benchmark returns
of 11.9% and 16.1%.

Whilst the recent portfolio performance is
disappointing, we remain unperturbed by
shorter term moves and volatility within the
portfolio - whether it be positive or negative.
Our investment process and long term
consistent outperformance give us confidence
that future periods will be more fruitful.

Our process revolves around identifying
industrials that are leaders in a given
niche, and that can deliver capital-efficient
growth over long periods, ultimately driving
high returns on invested capital. Since the
start of this financial year and through the
recent turbulence, our view across portfolio
constituents has remained broadly consistent.

Key contributors to the portfolio return for
October included Nick Scali (NCK), Hansen
Technologies (HSN), and Frontier Digital
Ventures (FDV), while key detractors were
Family Zone (FZO), Dubber (DUB), Audinate
(AD8), and Mach7 Technologies (M7T).

NCK returned +30.3% on the back of a $103m
acquisition of Plush and a better than expected
trading update. Plush adds 46 stores to NCK’s
current network of 62 stores. Management
aims to grow the combined store count
by over 60% in the coming years. Despite
shipping and lockdown delays, September
quarter sales were in-line with the previous
year, as were margins.

HSN returned +14.3%, recovering after a
brief sell-off following the withdrawal of an
acquisition proposal by BGH Capital.

FDV returned +14.0%, following a positive
3Q21 update. FDV closed in on cash-
flow breakeven during the quarter, with
operating cash outflows of only A$0.4m. FDV’s
portfolio of emerging market online portals
is performing well, with revenues up 118%
year on year. With a strong net cash balance
sheet and a large growth runway, FDVisin an
enviable position.

FZO returned -8.0% as it entered the slower
December quarter trading period in the US
and UK. FZO released a solid September
quarter update, with the student base
totalling 9.8 million across its businesses. FZO
services 9.5% of US school districts, up from

info@clime.com.au

0.5% in 2019, and 38% of UK schools. We see
substantial growth opportunities from further
increases in market share, and the release of
a cyber security solution to school parent
communities in 2022.

DUB returned -13.2% for the month after a
solid September quarter during which the
business added $4.6m of annualised recurring
revenue, up 125% on last year. We believe DUB
will continue to capture share of what is a
monopoly addressable market encompassing
tens of millions of end-users. DUB offers the
only unified call recording solution at scale
globally.

ADS returned -15.1% after cutting its FY22
guidance, citing chip supply headwinds. AD8
previously guided to revenues growth in the
historical range of 28% to 31%; however, due
to supply constraints affecting key products,
management is now guiding to positive
growth, but below the historical range. The
current issues facing AD8 are transitory and
have not altered our long term view.

M7T returned -10.0% despite delivering record
quarterly sales orders of $16.2m, up 368%, and
securing a major contract with Trinity Health,
one of the top 5 health systems in the US.
Contracted Recurring Revenues of $16.8 now
approach 80% of M7T’s cost base. We expect to
see M7T’s powerful operating leverage deliver
significant earnings growth over the medium
term.

Invest in people, who invest in you.

Client Services 1300 788 568 clime.com.au

The information contained in this document s 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.




