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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 23.7%

250-500M
22.5%

Retailing 14.7%

100-250 M
Technology Hardware &
Equipment 10.7%
Health Care Equipment &
Services 9.8%

Media & Entertainment 8.0%

Diversified Financials 7.6%

Capital Goods 6.9%

Consumer Services 6.5%
Semiconductors & 3.3%
Semiconductor Equipment 270
Consumer Durables &

Apparel 2.0%

Communication Services 1.9%

Cash 4.9%

Performance

1 month 3 months

Fund Net Return*
(Wholesale)?

ASX Small Ords
Accumulation

-2.5% 0.3%

-2.1% 3.4%

Benchmark 2.7% 10.9%

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

Asset Allocation by Market Cap

millions (M)

192%_

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

Jumbo Interactive

Mach7 Technologies

RPM Global

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

15.0% 31.9% 16.7% 19.2%

12.2% 30.4% 12.3% 9.4%

20.2% 42.8% 20.1% 18.8%

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.

20.2%

11.9%

15.8%

Top 5 Stock Holdings

Inception
Total

126.2%

64.9%

91.8%
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Market Commentary

Dynamics alluded to in our previous monthly
report continued through to the end of the
September quarter, with the Emerging
Companies Accumulation Index (XECAI)
continuing to deliver strong near term returns.
The XECAI, Australia’s premier microcap index
and 50% of the fund’s benchmark, is now
about 60% above its pre-pandemic level,
having benefitted from the heightened risk
appetite apparent in the more speculative
end of the Australian market.

To provide some context about the
extraordinary recent returns emanating from
the riskiest cohort of Australian companies,
let’s consider the return profile of the XECAI
over the past decade. In the nine years to
30 September 2020, the Index delivered a
total return (not annualised) of just 31.8%.
In the 12 months to 30 September 2021, the
XECAI returned 55.9%. The one year figure
compares favourably to returns from the Small
Ordinaries Accumulation Index (XSOAI) and
the Fund of 30.4% and 31.9% respectively.

The sustainability of returns being generated
by the XECAI are questionable, and we
believe many of its constituents to currently
be ‘uninvestible’. We remain focused on a
process based on fundamentals, and as such
will continue to avoid companies that are very
high risk in nature. This means we screen out
those micro and small cap companies that
generate little to no revenue, are exclusively
exposed to a single commodity, and/or have
high risk binary outcomes.

During their September meeting, US Federal
Reserve (Fed) officials indicated that they
expect to soon slow the asset purchases
they have been using to support the economy
and predicted they might raise interest rates
next year. This sent a clear signal to markets
that policymakers are preparing to curtail
emergency monetary help as the business
environment snaps back from the pandemic
shock.

Inflation has moved sharply higher in recent
months, elevated by supply chain disruptions
and other consequences of the pandemic. Fed
officials expected inflation to average 4.2%
in the final quarter of 2021 before falling to
2.2%in 2022.

The Fed meeting coincided with a tenuous
time for financial markets, which suffered the
biggest sell-off in months amid worries about
potential contagion from the liquidity crisis
engulfing China’s Evergrande, the world’s
most indebted property developer.
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Regulators fear that Evergrande’s collapse
would send tremors through the entire
Chinese financial system. Ultimately, thanks
to state intervention, the chances of a
disorderly bankruptcy are slim. But while
the government’s willingness to intervene
makes a debt crisis less likely, it is also likely
to slow down China’s economic growth. If that
happens, that will be a problem for everyone,
and especially for Australia’s commodity
exporters.

Yields on 10-year Australian bonds rose by 22
basis points, to end September at 1.50%. The
rise in global bond yields is part of a world-
wide bond sell-off as central banks move
to reduce pandemic stimulus. The Bank of
England in the last week of the month raised
the prospect of increasing interest rates
as soon as November to contain a surge in
inflation. Norway delivered the first post-crisis
hike among advanced countries, and officials
signalled an accelerated cycle to come.

Portfolio Commentary

The fund returned 0.3% for September
quarter, compared to XSOAI and benchmark
(comprised of 50% XSOAI and 50% XECAI)
returns of 3.4% and 10.9% respectively. Since
inception, the fund has returned 20.2% per
annum (net of fees), ahead of the respective
XSOAI and Benchmark returns of 11.9% and
15.8% per annum.

Key contributors to the portfolio return for the
September quarter were Rhipe (RHP), RPM
Global (RUL), Family Zone (FZO) and City Chic
Collective (CCX), while key detractors were
Electro Optic Systems (EOS) and Codan (CDA).

Rhipe (RHP) returned +18.6% for the quarter
after receiving a takeover offer from Norway’s
Crayon (Oslo: CRAYON) on 1 July. The Scheme
received Foreign Investment Review Board
approval on 30 September.

RPMGlobal (RUL) returned +9.3% on solid
recent growth in software subscriptions. In
FY21,RUL achieved Total Contract Value from
subscriptions of $47.7m, up from $34.5m in
FY20. We believe this strong momentum will
carry through FY22.

Family Zone (FZO) returned +23.1% for the
quarter on back of its $146m acquisition of
UK peer Smoothwall. In addition to cross-sell
opportunities from the acquisition, we see a
significant organic growth potentialin FZO’s
Parental Controls solution, which is set for full
US launch in early 2022.

info@clime.com.au

City Chic Collective (CCX) returned +18.4%
after acquiring Novabi, providing a strategic
foothold in the European plus-size ladies
fashion market. CCX delivered 81% profit
growth in FY21 and is well positioned for the
busy Christmas shopping period, which should
result in further strong growth in 1H22.

Codan (CDA) returned -28.3% for the quarter,
while the stock remains up 16.6% for the
calendar year to date. Codan delivered 40%
net profit growth for the 2021 financial year
and retains a solid growth outlook, owing to
continued strength in metal detection sales
and contributions from recently completed
communications acquisitions.

Electro Optic Systems (EOS) returned -20.4%
dueto further delays in monetising over $100m
in contract assets from an offshore customer,
as well as delays in announcing SpaceLink
manufacturing selection and associated
funding. Management previously indicated
these milestones would occurin the September
quarter. The share price reflects frustration
around these delays, however both catalysts
remain in-play. EOS also expects to close $1
billion in contracts in FY2022.

Given current equity pricing, the positives of
economic and earnings recovery now appears
to be more finely balanced with the risks
associated with the pandemic, supply chain
disruptions and other inflationary pressures.
Despite this, the long term growth runway for
CSCF investee companies remains both robust
and exciting.

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.



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

