ESG INSIGHTS:
TYNDALL'S REVIEW OF

CARBON REGULATION.

At Tyndall, our research is focused on discovering the long-term value of
the companies we cover. Specifically, we look to forecast the cashflows
from those companies and assess the sustainability and risk of those
cashflows.

When it comes to companies with high carbon emissions there is a
likelihood that regulation will lead to higher costs. To narrow down the

impact of these costs, we make assumptions regarding future Craig Young,
regulation. This paper outlines the direction regulators and countries Senior Research
are moving in, and how Tyndall is responding. Analyst

Climate regulation in Australia

While Australia is in line with other regions in its commitment to the Paris
Agreement, in other areas Australia either lags or has less onerous requirements.
While the industrial mix in Australia is markedly different from those other regions,
rising political pressure will likely lead to moves by the government to close the gap.

A TIMELINE OF AUSTRALIAN CLIMATE REGULATION

Nov 2014

Australia's primary emission reduction policy came into force via the
Carbon Farming Initiative Amendment Bill 2014, which established the
Emissions Reduction Fund (ERF). The ERF is a voluntary scheme that
aims to provide incentives for a range of organisations and individuals to
adopt new practices and technologies to reduce their emissions. It offers
Australian carbon credit units (ACCUSs) to eligible activities, with one
ACCU earned for each tonne of carbon dioxide equivalent (tCO2-e)
stored or avoided. ACCUs can be sold to generate income, either to the
government through a carbon abatement contract, or in the secondary
market. This legislation followed the July 2014 repeal of the Carbon Price
Mechanism. Eight ‘carbon tax repeal’ bills were passed by the Senate,
making Australia the world's first nation to reverse action on climate
change.
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May 2015

The Renewable Energy (Electricity) Amendment Bill 2015 came into
effect. This bill reduced the large-scale Renewable Energy Target from
41,000 GWh to 33,000 GWh of additional renewable electricity
generation by 2020 (or 23.5% of the estimated electricity generation for
2020), with this level to be maintained until 2030 once achieved.

Aug 2015

Post-2020 emission reduction targets were announced: to reduce
greenhouse gas emissions by 26-28% below 2005 levels by 2030.

Sep 2015

The 2030 Agenda for Sustainable Development was adopted by all
United Nations Member States. i.e,, the 17 Sustainable Development
Goals (SDGs).

Oct 2015

The government announced a temperature commitment to keep global
warming to 2 degrees Celsius compared to pre-industrial levels.

Dec 2015

The government announced a target of net zero emissions by 2100.

Apr 2016

Australia signs the Paris Agreement, a legally binding international
treaty on climate change to limit global warming to well below 2
degrees Celsius compared to pre-industrial levels (but preferably to 1.5
degrees). The 194 signatory countries aim to reach global peaking of
greenhouse gas emissions as soon as possible to achieve climate-
neutrality by mid-century.

Jul 2016

The safeguard mechanism, part of the ERF, came into effect. This
mechanism placed a legislated obligation on Australia’s largest
greenhouse gas emitters to keep net emissions below their emissions
limit (or baseline). The safeguard mechanism operates under the
framework of the National Greenhouse and Energy Reporting Scheme
and applies to facilities with direct scope 1 emissions of more than
100,000 tonnes of carbon dioxide equivalent (tCO2-e) per annum. It
mostly impacts mining, oil and gas extractors, manufacturers, electricity
generators and the waste industry, covering approximately half of
Australia’s emissions. Safeguard facilities will be able to surrender ACCUs
to offset emissions over their baseline.

The National Greenhouse and Energy Reporting (NGER) Scheme was
established by the National Greenhouse and Energy Reporting Act 2007
(NGER Act). This is a single national framework for reporting and
disseminating company information about greenhouse gas emissions,
energy production, energy consumption and other information.

Nov 2016

The Paris Agreement became effective and was ratified in Australia.
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Feb 2019

The ERF is rebadged as the Climate Solutions Fund, as part of the
'Climate Solutions Package'. This package provides an additional $2
billion over 15 years for carbon abatement programs, using the same
process as the ERF.

Mar 2019

The safeguard mechanism is amended. Among other changes, the
amendments simplify the process of allowing facilities to increase
emissions in line with production.

Oct 2021

The Australian government commits to Net Zero emissions by 2050.

Jun 2022

The greenhouse gas emissions target for 2030 is increased from a 26-
28% reduction to a 43% reduction (from 2005 levels).

Global comparisons of emissions targets

In the US, the target to reduce emissions by 26-28% by 2025 from 2005 levels was
announced in Mar 2015. This appears to have influenced the Australian target,
which was for an identical reduction but with a later (2030) target date.

In April 2021, the US Government announced an emissions reduction target of 50-
52% by 2030 (from 2005 levels). This is still more ambitious than the 43% target
recently set by Australia.

In Europe, the current emissions target is for a 55% reduction from 1990 levels by
2030, or 51% from 2005. The UK has a 68% reduction target for 2030, from its 1990
base, equivalent to a 63% reduction from 2005. Again, these targets are greater
than Australia’s, but it could be argued they reflect the different industrial mix.

Australia’s 43% reduction target was adopted with broad political support. While
further reductions might be possible, the current carbon-intensive nature of
Australia’s power generation means that higher reduction targets may not be
achievable.

Comparison of carbon markets

The Australian carbon credits scheme is voluntary, with demand driven by a
corporate’s own emission reduction targets. In the UK and the EU, a “cap and
trade” system is used, whereby there is an absolute limit on greenhouse gas
emissions for entities covered by the system. This cap is reduced over time to
reduce total emissions. Within the system, carbon credits can be traded, allowing
emissions reduction to be achieved by the lowest-cost alternative. The carbon
credit price-setting mechanism also encourages investment in emission-reducing
technology.

In the US there is a mixture of approaches, with government-imposed emission
limits and cap and trade programs in states such as California, and voluntary or
incentive-based markets in some other states.

Under a Labour government, it is increasingly likely that a more substantive
approach will be introduced in Australia to reduce greenhouse gas emissions. This
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would permit closer management of total greenhouse gas emissions and provide
a clearer signal of the cost of carbon emissions.

Reporting requirements

In Australia, Task Force on Climate-Related Financial Disclosures (TCFD) is
presently not mandatory. However, Chris Bowen (Minister for Industry, Energy and
Emissions Reduction of Australia) recently confirmed that climate reporting would
become mandatory. Although further details have not yet been provided, since
reporting requirements in other regions are higher, it is expected that reporting
requirements in Australia will increase over time, including a requirement to
report scope 3 emissions.

In contrast, in the UK TCFD was mandatory from April 2022 for the largest 1,300
firms. In Europe, the CSRD (Corporate Sustainability Reporting Directive) will come
into effect in 2023. This includes TCFD reporting and broader sustainability
disclosures, covering approximately 11,700 large companies including listed
companies, banks, insurance companies and designated public interest entities.

In the US, the Securities Exchange Commission has proposed detailed climate
reporting (the proposal is currently open for comment) including material climate
impacts, GHG emissions and targets and transition plans. It would apply to
companies that are required to file 10K reports as well as foreign private issuers.
Large companies would need to comply as of fiscal year 2023 (filing year 2024) and
small companies in fiscal year 2024. For scope 3 emissions, reporting would not be
required until fiscal year 2025 but would for companies with ‘material’ scope 3
emissions.

How is Tyndall responding?

We expect the Labour government to increase regulation given Australia appears
to lag behind global peers.

Specifically:

Australia’s target for emission reductions from 2005 to 2030, which was recently
increased to 43%, could be increased further to 50%. This would put Australia at
the low end of the peer group and in the current bottom end of the US target
range.

The implementation of a compulsory carbon credits scheme may be introduced. A
tighter approach to allowable offsets is likely. Specific exemptions for industries
that are in transition would offset the political sensitivity for those industries which
may not be able to make the transition in the near term.

Reporting requirements will increase. TCFD reporting is likely to become
mandatory once enough corporates demonstrate that it is achievable. Since Scope
3 remains difficult to calculate consistently, we do not expect this to become
compulsory any time soon.

With a view that carbon emissions will face more restrictive regulation and
reporting requirements are likely to increase, our research effort is focused on
understanding whether companies are prepared for these outcomes and the likely
impacts on future profitability. Engagement with corporates is vital to determine
their ability to meet targets and the cost to adapt in the net zero transition period.

4 . tyndallam.com - The value of experience

Tyndail:



THE QUESTIONS WE ARE ASKING CORPORATES ARE:

e Areyou prepared for more onerous carbon emissions
regulation?

e What is the impact on profitability and the viability of operations
resulting from heightened emission reductions targets or
higher costs of offsets?

e What options are available to manage more demanding carbon
emission regulations? Would any activities need to be curtailed,
or could alternative processes emerge?

The responses to these questions, amongst others, enable us to better
assess long-term cashflows and assess the risks to these cashflows
under different scenarios.

Sources:

Department of Industry, Science, Energy and Resources, National Inventory Report 2020. Published May
2022.

European Environment Agency, Total EU greenhouse gas emissions, 1990-2016. Published 31 May 2018.

Department for Business, Energy & Industrial Strategy, Final UK greenhouse gas emissions national
statistics 1990-2020. Published 1 February 2022

Contact us

Call : 1800 251 589
Email : investor@yarracm.com

Level 11, Macquarie House
167 Macquarie Street
Sydney NSW 2000

@ 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.
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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.

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 2022
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