INFLATION REDUCTION
ACT PAVES WAY FOR

RENEWABLES
SUPERCYCLE.

The recently passed Inflation Reduction Act (IRA) is poised to have a
significant impact on the US economy, especially in the renewable
energy sector. The Act includes provisions that incentivise the growth of
the renewables sector, creating a “supercycle” of investment and
development. Australia is well placed given our close relationship with
the US and our resources of critical minerals vital for decarbonisation.

Brad Potter, Head
of Australian
Equities

So, what is the Inflation Reduction Act?

The Inflation Reduction Act of 2022 (IRA), was enacted into law in August of the
same year. It is one of three pieces of legislation that has been passed since 2021
with the goal of enhancing economic competitiveness, innovation, and industrial
productivity. The IRA aligns with the priorities of the Bipartisan Infrastructure Law
(BIL) and the CHIPS and Science Act, resulting in the introduction of US$2 trillion
in new federal spending over the next decade.

The IRA encourages investment in renewable energy, enhances energy
efficiencies, and helps companies tackle climate change via tax credits, incentives,
and various additional provisions. The pathway to decarbonisation is expected to
be enhanced since the IRA will increase demand for electric vehicles (EVs), clean
technologies, and low carbon materials/construction.

The IRA allocates approximately US$394 billion in federal funding towards clean
energy, with the primary objective of reducing the nation’s carbon emissions by
the end of the decade. This is primarily accomplished through a combination of
tax incentives, grants, and loan guarantees (see Figure 1).
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Figure 1: Funding the Inflation Reduction Act (US$b)
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The majority of the $394b in energy and climate funding is dispensed in the form
of tax credits. Corporations are the largest beneficiary, receiving an estimated
$216b worth of tax credits. This funding mechanism is aimed at increasing
investment in clean energy, transport, and manufacturing in the US.

Consumers can take advantage of roughly $43b of these tax credits by investing in
EVs, energy-efficient appliances, rooftop solar panels, geothermal heating, and
home batteries (see Figure 2).

Figure 2: Selected tax credit modifications in the IRA
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Many of the tax incentives offered by the IRA come with conditions related to
domestic production or procurement. For instance, to receive the full EV
consumer credit, a certain percentage of the critical minerals in the vehicle's
battery must either be recycled in the US or sourced from a country with a free-
trade agreement with the US. The battery must also have been manufactured or
assembled in the US.
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Europe powers up in response to IRA clean energy push

The European Green Deal established in December 2019 was set up to make
Europe the first climate-neutral continent by 2050. The goal of reducing net
greenhouse emissions by at least 55% by 2030, compared to 1990 levels, is a bold
target. The REPowerEU Plan was launched in response to the Russian invasion of
Ukraine, with the purpose of hastening the transition away from fossil fuels and
mitigating the economic effects of rising natural gas and electricity prices.

As anticipated, the European Union (EU) has raised concerns that the US IRA will
lure investment in crucial green economy manufacturing away from EU-based
companies. In response, the European Commission (EC) has introduced a new
“Creen Deal Industrial Plan” aimed at fostering an environment that attracts net-
zero investments by supporting EU manufacturing of green technologies and
products. This plan explicitly mentions photovoltaic cells, heat pumps, wind
turbines, hydrogen electrolysers, batteries, and carbon capture.

Despite its grand ambitions, the Green Deal Industrial Plan has yet to be fully
fleshed out, as very limited additional funding has been proposed at this stage and
the plan has not yet been discussed by the member states. The plan is built
around four key elements: (i) a simplified regulatory framework, (ii) better access to
funding, (iii) upskilling, and (iv) open trade to strengthen supply chains. At present,
the EC’s primary proposal is to loosen its stringent state aid constraints until 2025,
allowing member states to match incentives from other countries (eg. USA). The
expectation is that further incentives and improvements to the plan will emerge
with negotiations and discussions with the member states.

Supply chains will shift

Car makers in the US will need to eventually eliminate China from their supply
chains. POSCO Chemicals and Samsung SDI recently signed a 10-year cathode
supply deal, showcasing the shift towards supply chain re-organisation. Value
chains will migrate toward the US or nations with trade agreements in place (e.g.
Australia and South Korea).

Since the passage of the IRA, several clean ammonia projects have been
announced, nearly all located on the US Gulf Coast. The attractive IRA tax credits
for hydrogen are driving the growth in ammonia production. For example, Linde
has committed US$1.8b to supply clean hydrogen to OCI NV's greenfield blue
ammonia project in Texas. This is an example of two non-US companies taking
advantage of the IRA by developing projects in the US.

Ford will invest US$3.5b in an EV battery plant in Michigan with technology
support from CATL, the world's largest EV battery manufacturer. The factory is due
to open in 2026 and will produce enough batteries for 400,000 EV's a year.

Low carbon technology is mineral intensive

Low carbon technologies and enabling infrastructure are significantly more
mineral intensive compared to traditional fossil fuel technologies. For instance, an
onshore wind plant requires nine times more mineral resources than a gas fired
power plant (see Figure 3), while an EV requires six times the mineral inputs of a
conventional car (see Figure 4) according to the International Energy Agency (IEA).
Both the IEA and World Bank warn that current mineral supplies and investment
plans fall far short of what is required for these technologies to reach their full
potential.
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Figure 3: The mineral intensity of low carbon energy (kg)
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Figure 4: The mineral intensity of low carbon transport (kg)
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Implications for Australia

The current trend sees nations competing to secure supplies of critical minerals
required for global decarbonisation. In many ways, it is starting to resemble a
global renewables trade war that will be fought both in technology and
supplies of critical minerals.

It is obvious that China will react to the IRA and Europe’s Green Deal. China has
been strategically acquiring supplies of critical minerals through investments in
Australia and Africa, as they are the largest manufacturer of wind, solar, and
batteries.
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As we mentioned in a recent article, an instance of a nation’s efforts to secure the
development of critical minerals can be seen in the Australian Federal government
granting a non-recourse loan of $1,250m to lluka Resources to develop the
Eneabba Rare Earths Refinery in West Australia. The funding is from the
Commonwealth Government'’s $2b critical minerals facility. Additionally, lithium-
boron developer loneer has been one of the early beneficiaries of the IRA, with the
US Dept of Energy (DOE) offering a conditional US$700m loan for approximately
10 years to develop its Rhyolite Ridge project in Nevada.

Australia is in a pivotal position given it has a free trade agreement with the USA
and is also rich in resources of critical minerals. The IRA — and perhaps eventually
the new Green Deal in Europe — support our view that we are entering into a
renewables supercycle that will keep the prices of critical minerals elevated for
many years to come.
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@ ESG is incorporated into each and every valuation

Important information: This material was prepared and isissued 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
isdefined 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.
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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.

FOR DISTRIBUTION ONLY TO FINANCIAL INSTITUTIONS, FINANCIAL SERVICES LICENSEES AND THEIR
ADVISERS. NOT FOR VIEWING BY RETAIL CLIENTS OR MEMBERS OF THE GENERAL PUBLIC.

Yarra Capital Management Copyright 2023.
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