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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.
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100-250 M
22.0%

500+ M
41.9%

250-500 M
23.3%

Performance

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

Industry Weighting

Cash

Software & Services

Energy

Health Care Equipment & Services
Commercial & Professional Services
Diversified Financials

Materials

Retailing

Real Estate

Technology Hardware & Equipment
Consumer Services

6.9%
18.7%
6.4%
9.7%
9.0%
9.0%
7.2%
7.2%
5.8%
5.7%
3.6%

Inception Inception

1month 3 months 6 months 1Year 2Yearsp.a. 3Yearsp.a. 5Yearsp.a.
p.a. Total

Fund Net Return* (Wholesale)? 11.1% -12.0% -19.7%  -33.0% -2.3% 0.2%

ASX Small Ords Accumulation 11.4% -9.9% -6.6%  -10.9% 8.6% 2.5% 7.3% 7.0%

Benchmark 12.9% -12.0% -8.6% -4.0% 17.0% 9.0% 10.5% 10.5%

*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

While share markets were volatile during July, most
generally rose strongly as markets considered the
implications of a slowing world economy and rising
interest rates. The MSCI World Index was up by 6.4%
during the month.

The ASX 200 Accumulation Index rose by 5.7% in
July, with the speculative end of the market
recovering some of its previous losses. Technology,
Financials, Australian Real Estate Investment Trusts
(AREITs) and Healthcare sectors all performed well,
whereas Materials were weaker. Most European
markets were likewise in the black, and government
bond markets recorded strong price increases
despite inflation pressures intensifying. As we
noted in a previous report, the rise in interest rates
will produce a significant test for markets over the
coming year. However, it is well anticipated, and
markets are already adjusting.

The International Monetary Fund (IMF) has again
lowered its global growth forecasts, with emphasis
on falling rates of growth in the US and China.
Growth in global gross domestic product (GDP) is
expected to slow to 3.2% in 2022, half the pace of
last year’s expansion. In 2023, global growth is set
to weaken further to 2.9%. The downgraded
estimates, released during the last week of July,
come as the world grapples with the fallout from
Russia’s invasion of Ukraine, prolonged disruptions
caused by the pandemic and rapidly tightening
financial conditions.

According to the IMF, global inflation is likely to
intensify this year and next by nearly a full
percentage point to 8.3% and 5.7%, respectively.
Australian Bureau of Statistics data revealed that
the local consumer price index (CPI) rose by 1.8% in
the June quarter, with the annual inflation rate
increasing to 6.1%. This is substantially higher than
the RBA’s inflation target of 2-3%, increasing the
pressure to hike rates again.

Three themes appear to be dominating market
thinking:

1.Equity performance will remain choppy before
stocks find a durable bottom.

2.There are reasons to be optimistic for an
eventual moderation in inflation, but it could
take time.

3. The Fed, the RBA, and other central banks will need to be cautious on how
far and how fast they move on rates if recession is to be avoided.

Share market valuations have corrected substantially from earlier highs. From
a price-earnings (P/E) perspective, the FactSet World Index P/E multiple has
declined from 21x in Dec 2021 (and a peak of 35x in Feb 2021) to around 14x at
present. This shows that most of the valuation excesses of recent years have
been unwound and are near long term averages. As such, there is the potential
for stocks to rebound should global economic growth conditions remain
resilient, and assuming interest rate expectations and bond yields do not rise
much into late 2022 and early 2023.

Under the current monetary tightening environment, we expect equities to
trade in a volatile fashion over the next 12 months, with modest gains on
average. We believe equity markets will struggle to sustain gains until
recession concerns ebb on the back of less hawkish central banks once global
inflationary pressures peak.

With valuations reset lower, the outlook for equities will largely hinge on the
performance of earnings. Corporate profits in most markets have remained
resilient. As growth decelerates and some profit downgrades play out,
investors could become more nervous about the earnings outlook, especially
given the elevated nature of profit margins. This could place selling pressure
on equities. These dynamics underpin our view that equity performance will
remain volatile. While there have been some notable disappointments during
the recent Q2 earnings reporting season, overall results are yet to be fully
revealed, and downgrades by analysts in coming months are likely.

The combined impact of significantly higher interest rates coupled with much
higher energy prices, produces a less favourable economic outlook,
particularly for interest rate sensitive sectors (housing, cars) and related
durable goods demand and discretionary spending. An offset to these forces
should be provided by a pick-up in wages due to tight labour markets, but the
intentions of central banks seem likely to outpace this positive for household
cash flows in the near term.

Inflation will be hard to solve without recession, although governments and
central banks claim a soft landing is possible. An inverted yield curve - which
happens when short-term interest rates exceed long-term rates - has been a
useful predictor of recessions historically, as it shows that bond investors
expect economic growth to slow. The yield curve most analysts watch for
inversion as a potential sign of recession is the US 2-year versus US 10 -year
Treasuries. At month end, the 2-year notes were yielding 2.9% and the 10-year
2.6%, indicating inversion. However, as is the nature of economic and financial
models, definitive answers are rarely forthcoming. Currently in the US, only
7% of all yield curves are inverted versus the typical scenario of more than
50% before previous recessions.

Despite the uncertainties, there are reasons to be reasonably positive with the
outlook at present:

e Whilst interest rates will rise further, they are not likely to go much above
3.0% or perhaps 3.5%, and central banks will be careful not to upset
markets too much.

¢ Following the recent adjustment in share prices, many quality companies
are once again offering sound long-term value.

e Even with growth slowing across the world, and risks of recession in
various regions, the slowdown is likely to be relatively mild, by historical
standards.

For now, though, the focus is firmly on the central banks, which want to ensure
that inflation comes down in an orderly way. On balance, we expect the global
economic recovery will continue, but at a slower pace.
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Market Commentary Cont.

Broad diversification across asset classes and
sectors in this period of heightened volatility makes
a lot of sense. The correlation across markets has
fallen to low levels, and when countries, sectors and
industries are demonstrating low correlations, this
can help to manage overall portfolio volatility.

As we have previously noted, the outlook is
challenging for highly priced growth assets and
companies without current profitability; their values
will be tested by higher bond yields. However, solid
businesses that benefit from inflation and moderate
economic growth will continue to do well. With
markets having pulled back quite considerably,
these investments now exhibit attractive yields and
sound  prospects.  Similarly,  well-tenanted
properties occupied by solid businesses will do well
for their owners, particularly now that long bond
rates have declined from their peaks.

Portfolio Commentary

The sharp recovery in share markets in July was
largely led by the Banks and a rebound in interest
rate  sensitive  sectors, namely consumer
discretionary and information technology. With the
sell off in late June, valuations hit recession lows,
moreover, the usual “confession season” in the
month leading into results season gave scarce
indication of material downgrades ahead as the
Australian economy remains robust and consumers
continue to spend their savings while the cost of
living increase.

Our belief is that forward looking indicators such as
consumer confidence show that the consumer will
slow, as will economic growth and portfolio
positioning in high quality franchises will deliver
above market returns.

We have recently repositioned the portfolio by
reducing cyclical exposures and increasing our
positions in long-term structural growth sectors and
companies with non-cyclical growth drivers,
inclusive of healthcare and future facing materials.

We enter the August reporting season with cash
available to deploy into sectors and stocks that
prove themselves to be strong in the face of the
upcoming volatile environment. We see the short-
term lift in interest rate sensitive sectors as a great
opportunity to position the portfolio for the period
ahead, one that we see as an attractive environment
for alpha generation through high conviction
investing.

e . Invest in people, who invest in you.
o C €

Client Services 1300 788 568 | info@clime.com.au | clime.com.au
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Portfolio Commentary Cont.

Contributors Comment

Mach7 Technologies
(M7T) 38.4%

Navigator Global
Investments (NGI)
23.7%

Eroad Ltd (ERD)
50.8%

MT7T rebounded over month, with both the broader tech rally and
fourth quarter update providing a positive catalyst. The business
update revealed a record year for sales, great cash conversion and
importantly a strong outlook statement which suggested
operational momentum is continuing for the company. This is
underpinned by upgrades to contracts from existing customers
and a solid pipeline of new opportunities.

NGl was among many small cap names that were aggressively
oversold in the last few months. The share price recovered some
of the lost ground thanks to a positive June 2022 asset under
management update in which Lighthouse recorded positive
performance and stable flows, which is welcome news given the
challenging market.

After a tough couple months, ERD enjoyed a nice rebound in its
share price after being sold off in illiquid conditions recently. The
dominant New Zealand business, in our eyes, provides a back stop
on value for the entire company and recent prices were well below
that level.

Detractors Comment

RPMGlobal (RUL)
-4.2%

Ridley Corporation
(RIC) -5.9%

RUL continues to be one of the funds largest positions, however
last month it underperformed the broader tech index. This is
partly because of the relative outperformance the company
enjoyed during the recent sell-off and somewhat stretched
relative valuation. The company provided a positive market
update early in the month showing continued contracted software
sales of almost $6 million to $56 million.

RIC sold off following an extensive step up in media and political
coverage of a potential foot & mouth disease outbreak in Australia
which would impact RIC earnings. While the risk is real, we felt the
sudden sell-off was an overreaction to what was a marginal
increase in the risk of an outbreak, we used the opportunity to add
to the position.

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
22607 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.
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