NOTES FROM THE ROAD: ENERGY

TRANSITION VERSUS ENERGY SECURITY.

It's been a tumultuous year for global energy markets; the Ukraine conflict
exposed Western Europe's over-reliance on Russian hydrocarbons while COVID
lockdowns crimped demand across Asia. We recently travelled across Asia to try
and make sense of global gas market volatility and better understand the outlook
for energy over the short, medium, and long terms. We spoke to key Japanese,
Chinese and broader Asian regional gas buyers, utilities, traders, and industry
consultants to discuss the outlook for international gas markets and the approach
to decarbonisation. Overall, the discussion was reasonably constructive, albeit with
an expectation of ongoing price volatility. More importantly, we returned with
increased conviction regarding the long-term outlook for gas to 2030. It was clear
that gas will continue to play a key role in facilitating the reduction of higher
carbon fuels like coal to help economies meet their energy transition goals.

Stefan Hansen
Senior Research
Analyst

A review of '22

This year has been challenging for global energy markets, with the combined
impact of COVID lockdowns and the Russian/Ukraine conflict creating
unprecedented volatility in international oil and gas prices. However, the setup for
2022 started well over a year ago as we approached the northern hemisphere
winter of 2021 when European and Asian gas prices broke out of their decade-long
malaise (see Figure 1). This was driven by a multitude of factors: (i) elevated
demand out of Asia, particularly China; (ii) high oil prices driving more buyers into
the spot market rather than establishing new oil-linked term contracts; (iii) low
inventories leading into the Northern winter; and, (iv) potentially an intentional
withholding of Russian gas to the West as a prelude to its invasion of Ukraine in
early 2022.

Roll on to 2022 and the issues in global gas markets intensified. China's strict
COVID-zero policies led to a year-on-year reduction of 69Mcm/d (or around 5% of
global LNG demand in 2021) compared to the previous year, but this was dwarfed
by Europe's massive ~150Mcm/d increase in LNG demand as Russian gas reduced
to a trickle leading to record high gas (and electricity) prices in Europe.
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Figure 1: Global gas prices have had a tumultuous couple of years
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Changing buyer behaviour and concentration to US exporters creates risk

Our engagements with regional Asian gas buyers confirmed the unprecedented
events of the past two years have driven a significant change in purchasing
behaviour, with high spot prices spurring a frantic rush to sign long-term
contracts. These contracts have been mostly with US producers, with over 80% of
deals announced so far in 2022 being with Gulf Coast exporters (before the recent
27-year deal signed between China and Qatar).

Buyers seem to perceive US producers as being the lowest cost and whilst this
may be true on a historical basis, we wonder if this will still hold true beyond 2030.
Before the Ukraine conflict, US Henry Hub averaged around US$3/mmbtu which
equates to an export LNG price of around US$6/mmbtu FOB, which is cheap

versus our long-term oil-linked assumption of around US$11/mmbtu (US$80/bbl
Brent on a 14% slope).

However, with US export commitments of 180mtpa increasing to potentially 200 to
250mtpa by 2030, versus ~80mtpa in 2020, a significant increase in US drilling will
be required to meet this demand. Henry Hub will need to rise to around US$7-
8/mmbtu to reach parity with our long-term oil-linked assumption. This is broadly
in line with where spot levels are now. Indeed, Henry Hub-linked contracts
exceeded oil-linked prices for the first time in September this year.

Based on our conversations, we believe buyers have swung too far to the US, with
~73% of all term supply beyond 2035 set to come from the US. US gas exports
currently account for around 10% of domestic production, but this could rise to
over 25% by 2030. It is uncertain what this additional demand draw will do to US
gas prices, but it does present a significant geographical risk to energy security by
the end of the decade. Given the lessons learned from the impact of Western
Europe's over-reliance on Russian gas, we expect buyers will again look to Asia-
Pacific conventional supply to diversify their source risk. The recent 27-year deal
between Qatar and China's Sinopec is likely the beginning of this shift, followed by
Santos' Papua LNG project for either Chinese or Japanese offtake support, and
new Woodside offtake agreements as its Pluto contracts come up for renewal.
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Figure 2: US LNG capacity forecasts
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Japan’s energy dilemma: will they achieve security alongside decarbonisation?

To the credit of the Japanese government, the country has set ambitious
decarbonisation targets and, following discussion, with Japanese utilities
companies, have put these targets within corporate goals. The decarbonisation
plans outline a dramatic shift in the country's energy mix by 2030: renewables
more than double from from 18% to 37%, nuclear restarts lift its contribution from
6% to 21% while coal falls from 32% to 19%, oil from 7% to 2% and gas from 37% to
20%. These targets support a goal of carbon neutrality by 2050. While ambitious
targets are needed to spur action, the changing energy mix presents significant
challenges which are yet to be overcome.

Japan's geography does not lend itself to vast swathes of solar or onshore wind,
and China's control over renewable supply chains may mean the pace of the roll-
out could be dictated by forces outside of Japanese control. While the Federal
Government is keen to see more nuclear reactor restarts from this zero-carbon
source, this appears to be largely a local government choice and its influence over
prefecture-level decision-making seems limited. That said, public support may
increase for restarts as more of the population suffer from electricity cost inflation
which has yet to be passed on to most Japanese consumers.

Managing energy security as well as energy transition

If renewables or nuclear fail to meet the Japanese government’s energy mix
expectations, there is a risk that Japan may find itself exposed to an uncertain
fossil fuel spot market in the future, as many Japanese LNG term contracts end by
around 2030. To address this risk, the Japanese Government intends to deliver an
updated plan that better balances energy transition with energy security. We
expect securing LNG supply into the 2030s will be a key feature, not only via long-
term offtake contracts but also via equity investments in upstream projects. We
believe the plan will also include critical minerals security and expect rare earths
will feature prominently.

Overall, our trip added to our conviction in our overweight position in the energy
sector. While a warm start to the European winter may allow the continent to

3 . tyndallam.com - The value of experience wndalIE



avoid the worst-case scenario of an energy shortage in the short term, Russian gas
supplies will be close to zero next year and it's unlikely that China's contracted LNG
imports will again be redirected to the Atlantic basin. This should create sustained
pressure on global gas markets to the benefit of incumbents, with spot market
capacity (e.g. Woodside Energy) and those with contracts up for renewal and new
projects requiring offtake partners (e.g. Santos). Longer-term valuation support is
also evident as we expect new ex-US oil-linked term supply to be signed with
slopes of around 14%, well above the ~10% levels signed two years ago.
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Call : 1800 251589
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@ ESG is incorporated into each and every valuation

Important information: This material was prepared and is issued by Yarra Investment Management Limited
ABN 34 002 542 038 AFSL No: 229664 (YIML). Tyndall Asset Management (Tyndall AM), an investment team
within the Yarra Capital Management Group, is responsible for the day-to-day management of the Fund'’s
investments. Tyndall AM is one of Australia's largest and most experienced investment teams, having
worked together for an average of 15 years. The Tyndall AM investment team has a joint venture with the
Yarra Capital Management Group. This ownership structure ensures alignment of interests and fosters a
strong performance culture.

The information provided contains general financial product advice only. YIML is not licensed to provide
personal financial product advice to retail clients. The advice has been prepared without taking into account
your personal objectives, financial situation or particular needs. Therefore, before acting on any advice, you
should consider the appropriateness of the advice in light of your own or your client’s objectives, financial
situation or needs. Prior to investing in (or continue to invest in) any of the Funds, you should obtain and
consider the product disclosure statement (‘PDS’) and the target market determination (TMD) for the
relevant Fund by contacting our Investor Services team on +61 3 9002 1980 or from our website at
www.tyndallam.com/pds. Applications will only be accepted if made on a current application form. The
information set out has been prepared in good faith and while YIML and its related bodies corporate
(together, the “Yarra Capital Management Group”) reasonably believe the information and opinions to be
current, accurate, or reasonably held at the time of publication, to the maximum extent permitted by law,
the Yarra Capital Management Group: (a) makes no warranty as to the content's accuracy or reliability; and
(b) accepts no liability for any direct or indirect loss or damage arising from any errors, omissions, or
information that is not up to date.

YIML manages each of the Funds and will receive fees as set out in each PDS. To the extent that any content
set out in this document discusses market activity, macroeconomic views, industry or sector trends, such
statements should be construed as general advice only. Any references to specific securities are not
intended to be a recommendation to buy, sell, or hold such securities. Holdings may change by the time
you receive this report. Future portfolio holdings may not be profitable. Past performance is not an
indication of, and does not guarantee, future performance. Information about the Funds, including the
relevant PDSs, should not be construed as an offer to any jurisdiction other than in Australia. With the
exception of some Funds that may be offered in New Zealand from time to time (as disclosed in the relevant
PDS), we will not accept applications from any person who is not resident in Australia or New Zealand. The
Funds are not intended to be sold to any US Persons as defined in Regulation S of the US federal securities
laws and have not been registered under the U.S. Securities Act of 1933, as amended.

This document is intended for viewing only by wholesale clients for the purposes of section 761G of the
Corporations Act 2001 (Cth). This document may not be distributed to retail clients in Australia (as that term
is defined in the Corporations Act 2001 (Cth)) or to the general public. This document may not be reproduced
or distributed to any person without the prior written consent of the Yarra Capital Management Group.

References to indices, benchmarks or other measures of relative market performance over a specified
period of time are provided for your information only and do not imply that the portfolio will achieve similar
results. The index composition may not reflect the manner in which a portfolio is constructed. Portfolio
characteristics take into account risk and return features which will distinguish them from those of the
benchmark.

There can be no assurance that any targets stated in this document can be achieved. Please be advised that
any targets shown are subject to change at any time and are current as of the date of this document only.
Targets are objectives and should not be construed as providing any assurance or guarantee as to the results
that may be realized in the future from investments in any asset or asset class described herein. If any of the
assumptions used do not prove to be true, results may vary substantially. These targets are being shown for
informational purposes only.

Whilst we seek to design portfolios which will reflect certain risk and return features such as sector weights
and capitalization ranges, by accepting the document as a wholesale client you are taken to understand
that such characteristics of the portfolio, as well as its volatility, may deviate to varying degrees from those
of the benchmark.
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