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Your Smaller
Companies Fund

Markets marked time over October, with the consequential US election 

over-shadowing the investment environment. 



millions (M)

0 - 100 M
4.3%

Industry Weighting 

Cash 9.8%
Software & Services 2.6%

Energy 2.8%

Materials 11.2%

Retailing 2.5%

Commercial & Professional Services 4.3%

Real Estate 12.2%

Capital Goods 10.1%

Health Care Equipment & Services 3.7%

Diversified Financials 15.8%

Technology Hardware & Equipment 6.1%

Food Beverage & Tobacco 3.0%

Consumer Services 12.1%

Telecommunication Services 2.6%

Banks 1.2%

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

p.a.
Inception

Total

Fund Net Return* (Wholesale)^ -1.3% -2.9% -1.0% 22.5% 6.1% -8.0% 1.0% 7.3% 70.1%

ASX Small Ords Accumulation 0.8% 3.8% 5.8% 26.6% 9.6% -0.6% 4.7% 6.7% 63.4%

Will Riggall
Chief Investment Officer

Gareth Abernethy
Investment Analyst /

Head of Dealing
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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. 

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.

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.

Inception date: 24 April 2017
*Performance figures for more than 1 year are annualised. 
*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
15.9%

500+ M
63.3%

250 - 500 M
6.7%

CASH
9.8%

#Benchmark (changed from a blended benchmark comprising 50% S&P/ASX Small Ordinaries Accumulation Index and 50% S&P/ASX Emerging Companies Accumulation Index to S&P / ASX
Small Ordinaries Accumulation Index only.)

#



Your Smaller Companies Fund | October 2024

Top 5 Stock Holdings

Company ASX

GQG Partners, Inc. Shs Chess
Depository Interests Repr 1 Sh

GQG

Intelligent Monitoring Group
Limited

IMB

Light & Wonder, Inc. Shs
Chess Depository Interests
Repr 1 Sh

LNW

Straker Ltd STG

Zip Co Ltd. ZIP

Markets marked time over October, with the
consequential US election over-shadowing
the investment environment. The one asset
class which moved decisively over the
month was the bond market, with US 10-
year Treasuries rising from approximately
3.81% at the end of September to around
4.28% at the end of October, reflecting
increased concern about risks from fiscal
deficits, election promises, and increased
uncertainty. Hopefully, a peaceful and clear
outcome to the US election will see some
reversal in November.

In the US, sharemarket indexes ended
October mixed to lower, with the
benchmark S&P 500 down -0.99%, the Dow
Jones down -1.34% for the month, while
Nasdaq rose 1.03%. Other global markets
were lower: Germany’s DAX was down
-1.28%, the French CAC fell -3.74%, Britain’s
FTSE was down -1.54%, and Japan’s Nikkei
was also lower. China’s key index fell almost
8%, giving back some of the previous
month’s gains.

The ASX 200 fell -1.33%, with the 5% fall in
Resources a key drag. Gold was the best
performing sector, as central bank buying,
and geopolitical tensions continue to
support the gold price. Consumer Staples
was a laggard, largely driven by weak
earnings guidance from Woolworths. 

  

Banks returned to strength, partly reversing the rotation to mining
that occurred in late September. As we head into their reporting
season, banks are still one of the rare parts of the market seeing
consensus earnings upgrades as Reserve Bank of Australia (RBA)
rate cut expectations are pushed back and bad debts remain low.
Banks have risen substantially over the last 12 months and are
now priced well above their long-term average valuations.

The ASX 200 is up 20% over the last year. Valuations for Australian
stocks are stretched, with the forward Price Earnings ratio (PE)
around 18.2x versus a long term average around 14.5x.

As noted above, US and global bonds ended the month with yields
sharply higher. Global bond yields had been in a downward trend
on the back of softening economic data, with markets enjoying
lower inflation readings and rate cutting policies amongst most
developed economy central banks. But that trade reversed during
October, with anxiety over the US deficit outlook and amidst
election uncertainty.

The AUD fell against the USD, reflecting USD strength as a safe
haven during times of uncertainty. We think the AUD could rise in
the months ahead, boosted by the Chinese stimulus package and
higher commodity prices, and it remains under-valued longer
term. Resources were mixed over October with iron ore down, gold
up, and oil (Brent Crude) flat. 

As we have previously reported, the US Federal Reserve (Fed) in
late September slashed its short-term rate target by 50 basis
points and signalled more cuts to come. Since then, investors have
pushed the yield on Treasury notes steadily higher. Why would
long rates rise while the Fed’s cash rates fall? 

The Fed sets interest rates for the immediate future. Investors in
bond markets are betting on the path of those rates for the next
decade or longer. For many reasons, interest rates are likely to be
higher in the coming decade than in the prior one.

One of those reasons is relatively benign: inflation and growth are
unlikely to be as low as they were in the post-GFC period and
before the pandemic. A second reason is more worrying with the
US federal debt is on an unsustainable path, which might become
even more unsustainable after the election, regardless of who
wins.

Meanwhile, it is possible US economic growth will surprise with a
robust 2.8% to 3.0% pace over the calendar year. That would
suggest that the US economy has become less vulnerable to higher
interest rates. Using the jargon employed by economists, the
“neutral rate,” which keeps inflation and unemployment roughly
in balance, has apparently risen. As recently as last December, Fed
officials thought neutral was 2.5%. By September this year, they
had raised that to 3.0%, and some officials now see neutral at 3.5%
or higher. By itself, a higher neutral rate is not especially worrying
because it signals a return to normalcy. 

Market Commentary
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But there are increasing risks for bond markets that cannot be ignored – one of which is the soaring US federal debt.
Since 2007, the federal debt has climbed from 35% of gross domestic product to almost 100%. Much of this was a result
of the 2008-09 global financial crisis and Covid-19. The borrowing did not initially put much upward pressure on bond
yields because inflation and the neutral rate were so low. Low rates, in turn, made the debt relatively easy to service.

Yet in the past fiscal year, concerns have started to rise. The US budget deficit is now projected at 6.4% of GDP, a record
outside of war, recession or crises such as the pandemic. Interest expense is climbing steadily. The Congressional
Budget Office projects that under current law, publicly held debt will hit 122% of GDP in 2034. Whereas the effect on
long-term rates had been largely invisible thus far, the rising US Treasury yield is now garnering investor focus.

At this stage at least, the US economic soft landing has been achieved. Yet prudence would suggest noting that positive
sentiment is stretched, valuations are high, geopolitical/economy risks are elevated, and uncertainty around policy and
politics as the US votes in a new administration is growing. We think that a defensive stance remains sensible, even as
positive market momentum appears to be the path of least resistance. 

Some key observations from this year to date and which will likely persist into the year ahead:

Inflation has peaked and is now falling in a steady trajectory. 
Cash interest rates are being adjusted down by central banks. The RBA will follow next year.
Global economic growth is moderate, no world recession has occurred and nor is one likely.
The USD and gold have been strong, and the AUD and crude oil weak.
Sharemarket valuations are generally expensive.
The US economy is growing in robust fashion while Australia’s economy remains subdued.
Bond markets are at risk from highly elevated debt levels in many developed economies.

Portfolio Commentary 

In October 2024, the Clime Small Companies Fund failed to keep pace with a small cap segment of the market which
delivered positive returns against a broader ASX that lost ground in the face of surging bond yields. While the
performance of the portfolio has been solid delivering a return after fees of +22.5% over the last 12 months, the monthly
return of -1.3% against an +0.68% return in the ASX Small Ordinaries Accumulation Index was largely down to the funds
conservative positioning in resources. We remain convinced that this resource rally will likely face a sharp reversal, and
investors should remain underweight to this thematic with China’s next stimulus announcement in November likely to
underwhelm. As we enter November, the key focus will shift to the US election, with a Republican victory seen as the next
catalyst needed to support ongoing performance in the small-cap segment of the market. 
 
Key drivers of performance in October included the fund’s underweight position in the consumer discretionary sector,
which declined sharply (-9.3%) as stocks like Webjet and Super Retail fell, reflecting the impact of persistent inflation and
high interest rates on consumers. Following a challenging period, core holding Light & Wonder rose 8.9% as analysts,
including from our team, returned from G2E in Las Vegas with insights reaffirming an attractive long-term growth
outlook. 
 
As noted, the Small Cap resources sector continued its march higher rising 5.4% in October. While the fund did not
benefit from the returns seen at the more speculative end of the commodity sector, the fund benefited from a 50%
increase in key gold holding Ora Banda mining, as well an 18% increase in recently added Genesis Minerals.  
 
While sector and thematic exposures can at times impact returns at the small end of the market, performance largely
comes down to stock-specific factors. The fund continues to benefit from its position in Zip Financial, which has been a
stellar performer, rising 9.8% over the month. While in October, Intelligent Monitoring Group declined, following an
underwhelming AGM update. We believe the recent move significantly overstates the materiality of the announcement
with the company confirming post the AGM that organic growth remains strong at over 15% with significant contract
opportunities set to deliver ongoing growth in addition to further merger and aquisition activity. 
 
In October, we made several adjustments to the portfolio to enhance the quality and defensibility of our holdings. This
shift was catalysed by our recent decision to benchmark the portfolio against the ASX Small Ordinaries, effective from
October 1. As previously communicated, we believe this change strengthens our position to fulfil our commitment to
discovering tomorrow’s leading opportunities, given the broader pool of investments now available to us. 
 
We believe the portfolio holds significant latent value, with its collective holdings demonstrating higher growth and
return on equity at a materially lower valuation than the broader small-cap market—a solid launch pad for strong returns
as we close out 2024 and head into 2025. 
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Positive Attributors
Portfolio

Return
Comment

Ora Banda Mining
Ltd. (OBM.ASX)

49.6%

OBM benefited this month from rising gold prices and delivered a strong September quarterly
result, with an annualised production rate exceeding 100koz. Importantly, OBM has reached a
significant cash flow inflection point, supported by the ramp-up of the Riverina Underground mine.
OBM remains on track to become a growing gold miner with an improving cost base, led by high-
quality management.

Light & Wonder, Inc.
Shs Chess
Depository Interests
Repr 1 Sh (LNW.ASX)

8.9%

LNW rebounded in October contributing positively to portfolio performance as customer feedback
indicates that impacts from the Dragon Train injunction appear isolated and a speed bump relative
to the long-term growth strategy. We view LNW as well positioned to take market share at the
expense of its competitors, driven by its content led gaming portfolio and improving quality of
earnings. 

Genesis Minerals
Limited (GMD.ASX)

18.9%

GMD's share price strengthened throughout the month, driven by significant upward movements
in the gold price to record highs. We view GMD's high-quality management team positively, along
with its opportunistic approach to growth in the consolidating Leonora region, as key drivers of
potential earnings upside.

Portfolio Commentary 

Negative Attributors
Portfolio

Return
Comment

Mach7 Technologies
Ltd. (M7T.ASX)

-18.0%

M7T was a detractor in October, reflecting a muted market response to its Q1 FY25 results. While
contracted annual recurring revenue (CARR) grew 2% quarter-over-quarter to A$27.5 million, new
sales orders fell sharply year-over-year, impacted by a strategic shift towards renewals and client
expansion rather than new large contracts. Increased research and development investments -
especially in cloud and integration capabilities - highlight M7T’s ongoing development of its
product suite. Management reaffirmed strong FY25 guidance, but the recent dip suggests market
skepticism around current execution rather than a fundamental weakness.

Nick Scali Limited
(NCK.ASX)

-15.2%
NCK underperformed in October following a weaker than expected sales trading update and
higher costs. Looking ahead, we see NCK's acceleration in written orders as a positive, partly
offsetting weaker gross margins and attractive upside from its expansion into the UK. 

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 (ARSN: 633
254 654). 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. 

Clime Smaller Companies Fund's Target Market Determination is available here. A Target Market Determination describes who this financial product is
likely to be appropriate for (i.e. the target market), and any conditions around how the product can be distributed to investors. It also describes the events
or circumstances where the Target Market Determination for this financial product may need to be reviewed.

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

https://swift.zeidlerlegalservices.com/tmds/SLT5667AU
https://swift.zeidlerlegalservices.com/tmds/SLT5667AU

