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your Smaller
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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 Market Cap

millions (M)

0-100M

o———— 6.7%

100-250 M
12.6%

500+ M
40.9%

250-500 M
29.9%

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

Software & Services

Energy

Cash

Commercial & Professional Services
Capital Goods

Health Care Equipment & Services
Materials

Real Estate

Technology Hardware & Equipment
Diversified Financials

Retailing

Food Beverage & Tobacco
Consumer Services

Telecommunication Services

19.2%
11.2%
10.0%
9.5%
9.3%
8.4%
6.8%
6.0%
4.7%
4.6%
3.2%
3.0%
2.4%
1.7%

Inception Inception

5Years
p.a. Total

3 months 6 months 3 Years

Fund Net Return* (Wholesale)A -36.4% -4.7% 5.6%

ASX Small Ords Accumulation -11.2% -0.5% -20.8% -22.6% 0.5% -0.8% 4.1% 4.6%

Benchmark -10.5% 2.2% -22.7% -20.3% 6.7% 4.8% 8.0% 8.1%

*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
Lycopodium LYL
Mach7 Technologies M7T
Navigator Global Investments NGI
RPM Global RUL
Straker Translations STG

Market Commentary

WSeptember was marked by sharply lower share
markets, rising bond yields, extreme volatility in
currency markets, and slowing growth data across
the global economy. With greater certainty that
central banks are committed to confronting
inflation, the Chicago Board Options Exchange's
(CBOE) Volatility Index VIX rose over the month
from 25.56 to 31.62 by month end. The so called
safe haven during this period has been the US
dollar, which has spiked. US Treasuries fell in price
and yields on benchmark bonds rose. Similar moves
occurred across other bond markets, including
Australia. The Australian dollar was sharply weaker
over the course of the month.

Fed raises rates again

During September, the US Federal Research (Fed)
voted unanimously to hike its policy rates by
another 75 basis points (bps), the third hike of this
magnitude in a row. This brought the target for the
federal funds rate to 3.25%. Notably, the median
projection by Federal Open Market Committee
(FOMC) members for the Fed funds rate jumped by
a full percentage point from the last projections, to
4.4% by the end of 2022. From a macroeconomic
viewpoint, this is not an outlook conducive to rising
asset prices. Fortunately, the outlook for Australia
remains more positive than for the US, but these
are times which call for prudence and patience.

Inflation outlook

It is how inflation plays out in the US that will
dictate the direction of global financial markets.
Disinflation will lead to higher stock and bond
prices and a better economy, but if inflation turns
out to be sticky and stubbornly high, both stocks
and bonds are likely to suffer more, along with the
economy.

During September, US core CPI inflation came in
hotter than expected, causing stocks and bonds to
plummet as markets began to price higher rates for
longer. The fear of a much more hawkish Fed is
rampant, and the Fed funds forward curve is now
predicting rates above 4.4% by year end, and
somewhat higher by the end of 2023.

Will inflation prove to be sticky as feared, or will it soon peak and quickly
decline? Turning points in inflation are always veiled in great uncertainty, as
some sectors of the economy begin to disinflate while others remain
overheated. Mixed signals confuse financial markets, stoking volatility, as has
been the case lately. The US bond market is anticipating inflation to fall to a
range of 2% to 3% one year out, which may be overly optimistic - but the bond
market has a history of being more accurate in its forecasts than the equity
market.

Why is the US dollar (USD) so strong?

It is not just strong against the Australian dollar (AUD), which looks weak at
USD 0.64 (as of 30 September 2022) versus a long term average of USD 0.75.
The USD versus a basket of other currencies on a trade-weighted basis, after
adjusting for inflation, is extraordinarily strong.

Currencies measure their value against other currencies, so the strength of the
USD is partly a reflection of the weakness of alternatives. Capital flows into
USD will reflect a myriad of factors, some of the most obvious being the
availability of higher interest rates, political and legal stability and certainty,
market liquidity and transparency but also momentum and speculation. At a
time of energy crisis in Europe, a slowing and troubled China, a war in Ukraine,
and a political unknown at the helm in Britain, it is not surprising that the USD
is viewed as a safe haven.

The AUD and investment implications

In the last 6 months, the AUD has declined from USDO0.75 to USD0.638 (as of 30
September 2022), a fall of almost 16%. This is largely a reflection of the
strength of the USD. Certainly, the fall in the AUD is not a reflection of our
national accounts; our credit rating remains unchallenged at AAA by Standard
& Poor's, and nor is it a reflection of our terms of trade, which are
exceptionally strong.

The investment implications are many and varied, but will include a boost to
our export earnings, more expensive imports, some additional inflationary
pressures from import costs, and a potential boost to tourism and the
overseas education sector. The lower AUD could provide some support to
certain categories of real estate, which will look more attractive to foreign
buyers. Market analysts will have to recalibrate their earnings forecasts for
companies based on their exposures.

The GBP

The GBP hit an all-time low against the USD in late September after the UK’s
new Chancellor Kwasi Kwarteng announced massive tax cuts and said more
are coming to boost the country’s sagging economy. The moves, which include
business incentives and subsidies to help with soaring energy costs, are raising
concerns about their impact on inflation (which is around 10%), and
government debt levels.

Some are calling on the BoE to respond to the new fiscal stimulus by taking
emergency action to control prices. Late in August, the BoE boosted its key
lending rate by 50 bps to 2.25%, the highest since November 2008. The
government stimulus measures have sent yields on government bonds rising
to levels not seen since the 2008 global financial crisis. After falling as low as
USD1.03, the pound has recovered somewhat and is trading around USD1.1165
as of 30 September 2022. Severe volatility in currency markets are adding to
investor nervousness as we face a global economic slowdown.
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Market Commentary Cont.

Will the June lows hold?

First, market sentiment is extremely bearish, while
most portfolio managers have already cut their risk
exposure to a minimum. The so-called bull-bear
spread is at a bearish extreme, which in recent
history has represented a major market bottom.
Professional equity investors are underweight
stocks. In fact, the extent of underweight positions
far exceeds that in 2008-2009. From a contrarian
viewpoint, this is bullish.

Second, there are some indications of waning
speculation and diminishing financial excesses.
Meme stocks have melted, along with a bursting of
the crypto bubble. Margin debt has also fallen along
with stock prices.

Third, stocks have been de-rated, with multiples
having come way down from the market top. We
believe the equity market is now sufficiently
deflated to account for a mild recession.

Regardless, the key point here is that bear market
bottoms are a process that often involves many re-
tests and price rotations. In this regard, what we are
going through is normal. Of course, if inflation
continues to move higher, while stocks and bonds
break to new lows, we will have to reassess the
overall macro backdrop.

Investors should always keep in mind that bear
market bottoms come in all different shapes and
forms, but since 1970 most major bear markets have
experienced major re-tests with significant
retracements of the first rallies off bear market
bottoms. That is where a suitably diversified asset
allocation and a longer term perspective becomes
an essential part of any investor’s strategy.

China’s challenges

As China’s Communist Party Congress draws closer,
the country faces three critical challenges:

e The property sector is in its worst slump in
years, as potential homebuyers fret about their
economic prospects and the failure of highly
leveraged property developers.

e The economic impact of persistent COVID-19
lockdowns caused by outbreaks from more
transmissible virus variants and the lack of
vaccines as effective as in the west.

e The catastrophic drought which has now
persisted for more than 2 months.

China has experienced a record-setting drought and
3-month heat wave, causing broad disruption and
affecting hundreds of millions of people - all in a
region that depends on dams for more than 75% of
its electricity generation. With dams drying up,
factories, car assembly plants, and electronics hubs
are suspending operations due to a lack of power.
The heat wave and drought are driving food prices
higher, especially fruit and vegetables. The Chinese
economy is expected to grow by around 4.5% during
2023 and will not achieve its growth target of 5.5%
in 2022.

Are we there yet?

When markets are in turmoil, investor patience and discipline become more
important than usual. Central banks are committed to raise rates far higher and
for longer than previously anticipated, even at the expense of recession, in their
battle against inflation. Economic data reflects a slowing global economy.

However, it is important to remember that bad news does not last forever.
Australia still looks to be in good shape for a soft-landing scenario even as a
fragile US economy and darkening Chinese growth prospects weigh heavily
worldwide. A point will be reached when the mood in investment markets will
turn. Inflation will be seen as having peaked, central banks will pause, and
green shoots will start to appear. Seasoned investors know that it is better to
be a buyer than a seller at the point of maximum bearishness. Experience tells
us that when all is gloom and doom, it is time to begin looking for high quality
opportunities. We advise patience, and the time for a market-bottoming
process will come.

Portfolio Commentary

September saw another hotter than anticipated US inflation print, with a more
hawkish fed likely to continue hiking faster and higher to wrestle inflation
down. The Small Ords index with a higher proportion of real estate and
discretionary names compared to large cap ones fell -11.8%, underperforming
the the All Ords -7.6%.

All sectors retraced over September, with small resources particularly weak,
down -13.8%. There were however significant variances between the
commodities, with strength in coal, offset by weaker future facing metals.
Agricultural names outperformed as investors sought defensive positions, while
consumer and tech names continued to struggle. There was some merger and
acquisition activity, with private equity running the numbers on beaten up tech
stock TYR, while a number of deals at the larger end of the market fell over.

We continue with our tactical decision to maintain elevated cash levels.
However, given the sharp September pull back we have started to deploy some
cash across high quality businesses with strong financial strength, high levels of
profitability, margin and whom are leaders within a specific niche. Our focus
will be on cash generating businesses, with low financial leverage and low
capital requirements. A strong management team, aligned with creating
shareholder value continues to be a pre-requisite for us to invest.

Outlook
The outlook for Australia appears better than other international counterparts,

yet it remains very uncertain with the full effect of interest rate hikes yet to be
fully felt in an already tightening family budget.
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Portfolio Commentary Cont.

Contributors Portfolio Return Comment

LYL is a high quality business with an experienced management team that have operated
through various market cycles. The energy crisis and decarbonisation themes are both tailwinds

Lycopodium Ltd . . .
9.5% that should sustain performance for the business. In September LYL announced a contract win

LYL
(LyL) with the Sabodala-Massawa Expansion Project worth +$26m to turn the operations into a top-
tier gold asset.
September was a strong month for MTO following the significant acquisition of Mojo Group.
MotorCycle Mojo is a wholesale importer of Motorcycles/ATVs, genuine spare parts and accessories. The
Holdings Ltd 6.7% acquisition is expected to increase group revenue by 27% and EPS by 18% before synergies are
(MTO) realised. The strategic rationale for the business is sound, further diversifying the business
offering while capitalising on the large opportunity in ATV/off-road market.
Detractors Portfolio Return Comment
M7T was caught up in the September sell-off, with weakness exacerbated by low trading volumes.
Mach7 There was no news over the month, nor any change to our conviction in M7T's future prospects which
Technologies Ltd -18.9% is underpinned by a strong sales pipeline. M7T has excellent operating leverage coupled with strong
(M7T) -18.9% operating momentum as it continues to shift from capital to subscription contracts. We think current
levels present excellent value for investors.
Navigator Global L\thI reported 'ItS flr.1ce|1nC|al yNeglr rr]esults ;o marketblate |fn Aug.?.st, v;n:h earnltr?gs c9m|ng a?ead of
Investments Ltd 13.1% e company.f, gui .ance. . as made a number .o sngnl.lcan ransactions in recent years,
(NGI) most recently in Invictus Capital, and the successful integration of these should see shareholder
returns markedly improve.
OBL has high return on equity and strong earnings growth that is uncorrelated to economic
Omni Bridgeway growth, a particularly valuable trait at present. OBL ha§ a strong Platform for growth, but.lts
Ltd (OBL) -17.5% operations are not well understood by the market which we believe makes the share price

volatile. We believe the company is well position to achieve its FY23 goals, including increasing
funds under management to $4-$4.5 billion.

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