Tribeca Global Natural Resources Limited
31 January 2020

For personal use only

Investor Letter for the Half Year Ended 31 December 2019
Dear Fellow Investors,
For the six months ended 31 December 2019, the NTA of Tribeca Global Natural Resources Limited (“TGF”) increased
by 2.01% on a post-tax basis, net of fees and expenses. This return was comprised of a 0.50% contribution from credit
investments and 1.51% from listed equity positions. The average gross exposure to credit investments for the six-month
period was 34% while the average gross exposure to listed equities was 70%, with an average net exposure of 60%.
The Tribeca Global Natural Resources Strategy in which TGF invests, has returned more than 200% against the MSCI
ACWI Commodity Producers Index which returned 19% over the past 5 years. Importantly, the Index always remains
fully invested whereas the Tribeca Global Natural Resources Strategy returns included average cash holdings of almost
30% over the same period.
Tribeca Global Natural Resources Strategy Comparative Returns Since Inception
Tribeca Global Natural
HFRX Global Hedge
MSCI ACWI Commodity
Cal Year
Resources Strategy
Fund Index
Producers Index
2015
2016
2017
2018
2019
Total Return

4.31%
144.30%
20.82%
1.06%
-0.72%
208.89%

-2.04%
2.50%
5.99%
-6.72%
8.62%
7.83%

-10.91%
28.83%
10.50%
-14.43%
8.65%
17.93%

Source: Citco Fund Services and Tribeca Investment Partners. Performance figures for the Tribeca Global Natural Resources Strategy reflect the
combined track record of the Tribeca Global Natural Resources Fund Class A Shares since inception in November 2015 until September 2018 and
the performance of Tribeca Global Natural Resources Limited (ASX:TGF) since listing on 12 October 2018 to end December 2019. All figures are net
of fees and expenses.

During 2018 and 2019 the natural resources industry was heavily impacted by trade wars between the US and China.
Looking in the rear-view mirror we now know that the impact on consumption during this period was relatively muted
with all major commodities including oil and copper recording positive year on year growth. However, the
underperformance of the sector in absolute and relative terms has been dramatic, with the sector now trading at its
widest versus broader asset classes in >50 years.

Source: Tribeca Investment Partners, Bloomberg
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In such a highly volatile sector the key to delivering outsized returns, relative to just inflation-like returns, is to protect
capital in difficult times. While the Company’s returns for calendar years 2018 and 2019 were below expectations, we
did manage to protect shareholder capital and believe our investment strategy will generate above average returns
through the cycle.
The ability to invest both long and short and across the capital structure of companies, while also being able to use
direct commodity exposures has been invaluable to delivering returns in both good and bad markets for the natural
resources sector. While we have several hard constraints in terms of portfolio composition, we believe this relatively
unconstrained investment approach will deliver better returns than constrained and passive strategies such as long
only.
2019 was also a watershed year for “ESG” awareness and compliance across all asset classes and there was a
particular focus on the natural resources sector. We firmly believe that companies with strong Environmental, Social
and Governance frameworks are almost always paired at the hip with strong economic propositions. Since inception
our investment process has included an active management of ESG issues for all portfolio companies. Having a
fundamental investment process that includes bottom-up analysis of these issues will be a source of alpha as the
debate expands and unfolds in coming years.
The largest fund managers in the world such as Blackrock have recently joined the debate and announced they will start
exiting all companies from their active management that derive more than 25% of revenue from thermal coal. This has
driven a knock-on de-rating effect on the natural resources sector which we see more as an opportunity from the long
side than short. In fact, our analysis suggests that the materials sector will benefit from flows into ESG exchange traded
funds (ETFs) in coming years. We also believe that as more ESG policies are announced by major fund managers such
as Blackrock, the current confusion will dissipate and markets will re-focus on fundamental valuation.
Tribeca’s ESG investment approach does not exclude any particular commodities such as thermal coal. However, over
the past 12 months, we have generally been short the coal sector due to our fundamental views around an oversupplied
market and subsequent price pressure. We solely focus on individual companies’ absolute and relative performance
within environmental, social and governance criteria.
Using thermal coal as an example, Australian mines are generally much higher grade than other large exporting
countries and mainly supply the Japanese, Korean and Taiwan markets that have the latest technology and cleanest
coal fired power stations. If there were to be a blanket ban on Australian coal mining this would likely benefit lower
grade suppliers such as Indonesia.
Summarising all of the above with respect to fossil fuels, it seems likely that the overall environmental burden of deriving
energy from fossil fuels will not be acceptable to societies over the medium term. As technologies and costs improve for
energy sources to which a lesser environmental cost is apportioned, the decline of fossil fuels will accelerate.
However, this is unlikely to be linear in nature and there will likely be lengthy divergence in the outlook within fossil fuels.
For example, brown coal may be seen to be in very urgent need of displacement, whereas natural gas may be seen as
a near term improvement. Accordingly, we have to increase the hurdle rate of return across the whole fossil fuel
spectrum and make more nuanced adjustment within the broader grouping.
Our experience has been that the highest scoring ESG companies are usually the most economically attractive. While
the increasing focus on ESG by major asset managers has already changed the cost of capital for certain commodity
producers, this is a trend our investment strategy should benefit from. Smaller, single asset producers are generally
seeing an increasing cost of capital despite robust project economics which has been a significant tailwind for our credit
strategy, as it results in wider credit spreads.
Our investment process remains quite simple. It’s one of wearing the boot leather out. In 2019, the Tribeca Global
Natural Resources investment team including our six investment analysts and three portfolio managers conducted over
800 one-on-one meetings with companies, consultants, trading houses, government officials, central bankers and
analysts. To put that in context that is more than three one-on-one meetings every single business day of the year.
And of course, we believe in our investment process, not just in principle but regarding our personal wealth. We take
alignment very seriously and have agreed to put 100% of all net performance fees where payable back into the
Company in the form of on-market purchases. In addition to this, the Company announced that Tribeca Global
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Resources Pty Ltd, the manager of the TGF portfolio would acquire up to $2 million of TGF shares on-market. The
portfolio managers have also been consistently been buying shares personally on-market.
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Below we outline our views and insights across key investment exposures within the current TGF portfolio.

Environmental, Social and Governance (ESG) Investing within Natural Resources
Consideration of environmental, social and governance is a core part of Tribeca’s portfolio construction process and an
ongoing component of any investment. Our approach to ESG is to consider all aspects. Too often of late the focus is too
narrow and fails to consider the consequences or second order impacts of a singular focus on isolated issues. It is our
belief that the current environment is paying undue influence on one sub-sector of resources and essentially failing to
consider all the the consequences of banning investments within this component of the market.
The natural resource sector is often much maligned. Currently any investment within coal is deemed “bad”. It fails to
account for the type of coal such as steel making coal versus thermal/power generation coal. It also fails to consider the
consequences of banning coal mining in a heavily regulated, high quality producing nation such as Australia and
instead, mining moves to a developing market such as Indonesia. It also fails to make any adequate assessment of
what happens to emerging nations when they are forced into paying for higher cost substitutes to coal and how it may
impact their emergence from subsistence living to the middle class.
Our view on such subjects has always been to apply a quality filter to potential investments and ensure we invest in
production that considers each of the issues within ESG. Namely, we cannot fixate upon just environmental factors
when it intersects with social responsibility. As investors we consistently weigh up the information and assess the risk
and rewards.
Over the years, we have successfully demonstrated our support for industries that aim to reduce carbon emissions and
have a positive outcome from an environmental perspective. There is no more obvious example than our investment
within the uranium space which remains the only large-scale solution for zero emissions in the energy generation
sector. Our investments within the battery metals space and our current position in Nickel Mines is another example.
We would also highlight our understanding of the UN led directives and the ability to assess how these directives may
impact upon the natural resource sector. Our investment within shipping was a result of first knowing that there was
change to key component of the oil supply chain via IMO2020 and then identifying the winners and losers of this. It has
also shaped our understanding of what it means for the future of shipping especially with the knowledge that IMO2030
is another material directive for this segment but also one that flows through to the entire energy supply chain
particularly for crude and LNG markets.
We note the recent announcement from the world’s largest investment manager, Blackrock that defines their ESG
criteria within the mining space, specifically thermal coal. Blackrock will dispose of stocks held by active strategies
(<10% of overall funds under management) that generate >25% of revenue from thermal coal production. This will not
apply to any major mining company given the world’s largest thermal coal producer Glencore generates just 10% of
revenue from thermal coal. Other companies such as BHP and Rio Tinto will also not be affected.
What this has done is twofold in our view and both are extremely positive for resources companies. Firstly, it begins to
resolve the confusion that engulfed markets in 2019 as to what ESG policies would look like and what impact that would
have on trading flows for the resources sector. We now know that Blackrock will not be a net seller of any major mining
company and we can monitor the likely impact on companies that their ESG policy does apply to. Secondly, the impact
on the ESG exchange traded fund since Blackrock’s CEO Larry Fink announced the thermal coal policy has been
profound.
Since the Blackrock announcement, its ESG ETF’s have received a whopping US$3bn of net inflows, greater than the
sum of inflows into all other ETFs. The ESG ETF has grown by >25% in total FUM in 2020 alone with the majority of
the inflow coming since the Blackrock announcement. What we do find particularly interesting is that while inflows into
the ESG ETF will benefit sectors such as Tech, the materials, utilities and industrial sectors will also benefit! The ESG
ETF has a higher weighting to the materials sector that the current % of materials stocks in the S&P500 so stocks such
as Freeport McMoran will likely be a beneficiary.
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On the social aspect to natural resources, we continue to support companies that are helping to assist in the
development of communities both domestically and overseas. The Australian east coast gas thematic is an example of
providing capital to companies to drill and develop domestic resources to offset the decline in the largest domestic basin
of the Bass Strait. This is to the benefit of all Australians and helps to sustain employment in key industries including
manufacturing. There are many who would ignore this sub-segment as it is a fossil fuel. It is worth pointing out that by
investing in gas, it not only displaces coal generation but can also support the investment in renewables by providing
cleaner baseload power generation than would otherwise occur.
It is worth also considering the employment consequence of the industry both directly and indirectly. It is jobs on oil rigs
and at mines, but it is also the ancillary services industries that are created from mineral service companies to catering
and accommodation providers. In addition, they are active within local communities in not only providing employment for
local workers but also supporting local small businesses within the regions that they operate such as plumbers,
electricians and retail cafes and shops. In times of drought or difficult environmental conditions, they can provide
employment that would otherwise not exist which can protect towns from mass unemployment and mass emigration.
Governance is another component of the Tribeca investment process that is often neglected by others. It is part of our
internal investment policy that we vote on all resolutions at AGMs as a starting point. It is also a policy to discuss
governance with the investee company’s Chairman at least once per year for each of our material investments. It is
through this process that we aim to push for the highest standard for the Boards of the companies that we invest in. In
addition, where appropriate, we call out publicly, governance issues where a Board or members of a Board remain
unwilling to engage appropriately.
This was the case with BHP and our response to their consistent underperformance, which was partly a result of a
failure at Board level. Through our response via the “Make BHP Great Again” campaign, we outlined the Board level
issues that had led to several poor past investments including the acquisition of the US Shale assets. It is not the only
example and we would point to the significant Board level changes that have been evident at Sundance Energy
including the change of Chairman as a response continued discussions around governance that we as a firm had been
discussing with the company.
These are issues that we also think are being ignored in the current ESG debate that has remained focused on a
narrow issue of fossil fuels and the binary decision of ‘yes’ or ‘no’. Like so many issues, there are more factors at play
and second order effects. So while we are sure there will be countless major funds, endowments and superfunds that
announce ESG policies in 2020 that will include a reduction in exposure to fossil fuels, on balance, the removal of
uncertainty versus the net outflows from the sector are likely to largely balance one another. We will continue to discuss
ESG issues via investor communications and are focused on making a greater effort to flag our approach to investors of
this critical topic, particularly within the context of natural resources.
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Base Metals: Copper
One of TGF’s largest positions is in copper equities which account for ~20% of the net and gross of the portfolio. The
copper price had a volatile year in 2019 and has begun 2020 in a similar fashion. The price began 2019 at just under
$6,000 USD per metric tonne (USD/mt), and peaked at $6,555 USD/mt at the end of February, only to print a low of
$5,520 USD/mt in September. This coincided with the short speculative positioning across both Chinese and Western
exchanges being the largest all year. As the second half of the year progressed, we saw increasing evidence that global
macro data had bottomed, helped by a Conservative election victory in the UK and a Phase 1 trade Deal between the
United States and China. Copper finished the year $6,200, up circa 3.5% and in the middle of the year’s price range.
The bounce also caused positioning across all exchanges to move from short to neutral to end the year. As can be seen
in the chart below, speculative positioning in the US Comex Exchange was short for almost the entire year as macro
uncertainty played on global sentiment.
US Comex Exchange Copper Speculative Positioning Over the Last 5 Years

Source: Bloomberg

London Metal Exchange (LME) inventory followed a seasonal trend and declined over the second half of 2019 ended
the year only roughly 15,000 metric tonnes more than the multi-year low observed at the end of 2018. This trend is not
in isolation. China bonded warehouse stocks of copper at the end of November remained very close to the all-time lows
recorded in October and Shanghai Futures Exchange (SHFE) stock levels more than halved from the peak levels
observed in March. US exchange stocks declined 31% YoY to also remain at below average levels. Low inventories
held by futures exchanges remain supportive of tighter physical markets. While the China Yangshan Premium is the
lowest December level for the past 5 years, we note this is a volatile price series only reflecting spot market activity and
therefore a measure of “top-up activity”. In other words, end users use the spot market post Chinese New Year and add
more refined copper to adjust for increases in their order books.
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Copper Inventories Held on Futures Exchanges Over The Last 5 Years

Source: Bloomberg

Our core copper holdings are spread across two names: NYSE listed Freeport McMoRan (Freeport) and TSX listed
Lundin Mining Corporation (Lundin). Freeport is the largest listed copper producer in the world, and the second largest
producer after Chile’s Codelco, having produced 1.4 million tonnes in 2018 versus Codelco’s 1.8 million tonnes. Lundin
is a mid-sized copper producer that produced 200,000 tonnes of copper in 2020, with a conservative balance sheet, and
a diversified portfolio of low-cost mines split across different jurisdictions. While Freeport offers exposure to copper, gold
and molybdenum, Lundin offers exposure to a more diverse suite of base and precious metals with copper being the
dominant exposure.
Freeport offers excellent leverage to copper. It’s a gearing producer with a portfolio of predominantly Tier 1 mines in a
large standalone company. Their assets are long-life, cost competitive and in our opinion very difficult to replicate in a
single company. This makes them strategically attractive and potentially a takeover candidate. The company operates
across three jurisdictions: North America, around the U.S. states of Arizona, New Mexico and Colorado; South America
in both Peru and Chile and in Indonesia. All their assets except for their flagship Grasberg mine in Indonesia are
comparatively straightforward open pit mines of varying sizes.
Freeport appeals to us for a number of reasons.
1. Firstly, there is the significant growth in earnings over the coming years as the company’s production grows and
costs come down. Copper sales are guided to increase from 3.3 billion pounds of copper in 2019 to 4.2 billion
pounds by 2021 and increase beyond that, while gold sales are guided to increase by circa 70%.
2. Secondly, the company remains fundamentally undervalued in our opinion, particularly given the scale and
calibre of the assets, and their attractive locations. Furthermore, their long-life assets, and growth pipeline are
not fully valued or appreciated, in our opinion. An investor is paying around 30 cents a pound for recoverable
reserves of copper, of the largest listed copper producer. This is little more than the 24 cents per pound the
stock traded at during the depths of the 2008 GFC or late 2015 when gearing was at its highest. Freeport’s
assets cannot be easily accumulated and should therefore command a premium.
3. Thirdly, we can expect a re-rating as Freeport progressively de-levers over the ensuing years. The share price
of geared companies often experiences a material re-rating by the market as the perceived balance sheet risk
diminishes with investors willing to pay more for the same dollar of earnings. In the case of Freeport, the
company accumulated a large amount of debt following an ill-conceived foray into oil & gas back in 2012. As the
company completed the transaction commodity prices began to fall in the years after, the debt became onerous.
The company was forced to sell its oil business and other copper assets to raise cash and reduce debt. These
asset disposals went a long way to reducing debt and currently the net debt is less than half what it was in
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2015. However, compared to most mining peers who have been able to de-lever following the trough years of
2015 and early 2016, Freeport’s debt remains elevated, as the company is still spending significant capital on
transitioning its flagship asset. We expect that as production materially increases gearing will progressively fall.
4. Finally, we also see the potential for M&A. While not a primary reason to buy the stock, given the scale of the
company and the desire of many of the major miners to increase their copper exposure, Freeport would make
for an ideal target. In fact, the CEO of the gold mining giant, Barrick Gold, has indicated his interest in Freeport
on at least a couple of occasions in the media that we are aware of.

2020 is a big year for Freeport. The biggest risk the company faces in our view at present is how they transition to an
entirely underground mine over the course of 2020 at their flagship Grasberg mine in Indonesia. To date, the transition
has gone well with the company doing better than expected on key metrics but analysts and investors remain cautious
until the transition is complete. This is the biggest catalyst for the company over the next 12 months. A successful
transition will guarantee materially higher production for the company and consequently higher earnings and cash flow.
Beyond delivery of the Grasberg underground, Freeport still has growth options that it can execute on down the track to
ensure production grows along with the copper market. We are excited about a particular longer-dated growth option
called Lone Star Sulphides in Arizona and look forward to seeing the project maturing. Lone Star Sulphides is a
potentially very large resource that the company has identified beneath the Lone Star mine, currently under
construction. Indications are that it is big and may be like the Morenci mine nearby, which is one of the top 10 copper
mines in the world. On a different tract, the company also hopes to extract around 200 million pounds of additional
production through the application of innovation to drive efficiencies at its mine sites. This alone is worth over US$500
million in sales per annum.
Looking ahead, from a valuation standpoint, Freeport on its own estimates expects to generate around US$4.25 billion
in cash from operations on average across 2021 and 2022 at a copper price of $2.75 per pound which equates to
US$2.92 per share. If you apply the median cash flow multiple that we’ve seen since 2007 of 5.4x then from valuation
standpoint that would imply a price target of $15.75 per share, compared to less than $13 per share as of this writing.
Were we to assume a US$3.00 per pound copper price over the same period then the cash from operations is around
US$5 billion or $3.43 per share, which would indicate a share price over $18.00. While these metrics don’t give value
for the hidden growth potential in the business, they do give a guide of where the share can go nearer term.
Moving to Lundin, unlike Freeport, the stock for us is a different investment proposition. The company is smaller with a
safe balance sheet while management are known for being good operators and delivering consistent performance;
attributes that are prized in mining companies. Minimal gearing and lower costs make it less levered to copper than
Freeport. Interestingly, Lundin’s flagship asset in Chile, was once one of Freeport’s. Lundin acquired it off Freeport
when Freeport needed to raise cash. One of the interesting and unique features of Lundin is that it has a billionaire as
its largest shareholder and chairman and as such, capital preservation and calculated risks are likely to factor highly in
decision making.
The main appeal of Lundin for us:
1. Attractive relative and absolute valuation. At the time of our initial investment in Lundin, the stock was trading at
a valuation discount to similar low-risk copper peers. The discount, in our view was unjustified, and has since
narrowed as the stock has rallied but we still see further potential for it to close. Even in absolute terms, the
stock continues to trade at a discount to what we think the stock is worth and what it could be worth as copper
appreciates.
2. Growing production. At the time of our investment, 2018 production was 200,000 tonnes of copper plus 152,000
tonnes of zinc. This is projected to grow to 304,000 tonnes copper and 229,000 tonnes zinc by 2022. This does
include a recent acquisition in 2019 which added to copper production; however, even accounting for that,
production was still projected to grow.
3. Consistent performance. Lundin has traditionally delivered on its operational guidance. There have been
occasions where the company has disappointed; however, more often than not, they deliver what they say.
Being perceived as a consistent operator allows the company to attract a premium multiple from the market.
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4. Strong balance sheet. Leverage remains minimal at present with net debt of US$185 million. We expect this to
return to a net cash position by the end of 2020.
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From a valuation standpoint, our numbers do not differ much from consensus estimates, which currently stand at
around $8.80 per share at time of writing. The upside to this figure is if Lundin can gradually extract value from its recent
acquisition through additional exploration and expansion. Higher copper prices will also increase the valuation.
Furthermore, there is no reason why Lundin cannot trade at a premium to its valuation if it continues to deliver.
In 2020, we are looking for Lundin to successfully complete a large expansion at one of its operations, that will see zinc
production materially increase; plus we await exploration results and proposed studies from their recent acquisition. Add
to this consistent performance and this will drive the shares higher, in our view.
In addition to Freeport and Lundin, we have a position in an emerging copper company, Solgold, which is listed on the
London Stock Exchange. Solgold has the globally significant Cascabel project in Ecuador. The country is emerging as a
hotbed of exploration activity as many of the world’s major mining companies seek to make the next big copper
discovery. We note the country sits along the same trend that produced the great copper mines of Chile and Peru and
there are little doubt significant discoveries to be made there. Solgold, in its own right, has made a very big discovery at
its Cascabel concession, on the order of 2,950 million tonnes of ore and growing and this has caught the attention of
major mining groups BHP and Newcrest Mining, who between them control just under 30% of the stock. Tribeca also
owns and indirect interest in the Cascabel concession through minority partner, Cornerstone Capital Resources. Both
Solgold and Cornerstone offer long term higher leverage to copper. As it becomes more and more difficult to find those
mega copper discoveries that end up being company-makers, investments in stocks like Solgold become critical, in
order to secure future assets.
Nickel
The nickel market repeated history in 2019 with Indonesia again making headlines around reinstating the nickel ore
export bans, causing the nickel price to buck the base metals trend for most of the second half of 2019, of broad
negative price action due to weak macro sentiment.
LME Nickel Outperformed Copper Through the Middle of the Year Due to Nickel Related Newsflow

Source: Bloomberg

However, several factors conspired to converge on the dominant nickel long, including talk of exchange investigations,
heavy long positioning and negative stainless-steel demand fundamentals, which saw the nickel price quickly drop
around 25% through the month of November. Ironically, an acceleration in Chinese nickel ore imports in response to the
Indonesian ban was one of those fundamental reasons that contributed to the rapid price fall. Global stainless-steel
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demand had remained lacklustre for much of the year, resulting in ample inventory of stainless and the market
concluded that the rush to import raw material would keep Chinese nickel pig iron (NPI) producers well stocked for
much of 2020.
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London Metal Exchange (LME) position estimates had the speculative nickel long position peaking at around 46% of
total open interest in September. This was mirrored in Shanghai Futures Exchange (SHFE) estimates which had the
Top 20 net long also at record levels. However, by early December the LME positioning had dropped to flat while the
SHFE Top 20 net position short had reduced. Assuming macro sentiment continues to improve, stainless inventory
should draw and Chinese NPI production will decline over the course of the year as domestic nickel ore stockpiles
dwindle. As with 2019, if the nickel price moves too much lower, there is the ever present threat of further battery metal
consumer hedges transacting in the LME, which history has proven to be enough to spook Chinese shorts into covering.
In terms of investments, ASX listed Nickel Mines remains our primary exposure to nickel. The company is in partnership
with the largest stainless-steel producer in the world, Tsingshan of China. Nickel Mines participates in Tsinghsan's
operations in Indonesia by suppling the company with nickel ore as well as through co-ownership of a part of the
operation. Tsingshan’s Indonesian operations are truly world class and we have visited the site three times since the
company’s IPO. The facilities themselves are massive in scale, cost competitive and near key markets. Since entering
production, Nickel Mines’ operations have performed very well, which we believe has led to the strong performance of
the shares. The operations have ramped up already and monthly production has consistently exceeded ours and the
market’s expectations and the operations are now performing well above nameplate.
We point out that while Tsingshan is predominantly a stainless-steel company, it is leveraging its infrastructure in
Indonesia to gain greater exposure to a wider array of battery inputs. Currently, there are two different consortiums, of
which Tsingshan is participant, building facilities at their site to produce and sell nickel and cobalt compounds for battery
component makers.
The next catalyst for Nickel Mines will be the release of its financial results in February. These results will show for the
first time the performance of the company at full scale and give an indication of the cash generating capacity of the
business. We also remain hopeful that a maiden dividend can be paid, something we believe will be well received in the
current low-interest rate environment. Towards the end of 2020, Nickel Mines has the option to increase its interest in
the nickel assets to 80% from 60% currently. This will also be a key catalyst for the company in our view, and for the
nickel sector in Australia. At 80% interest, Nickel Mines will be a bigger nickel producer than ASX listed peer IGO Ltd,
with nickel production on our estimates running at 33,000 tonnes per annum compared to IGO Ltd’s 30,000 tonne rate.
We continue to prefer Nickel Mines to its peers given its defensible cost position, long life, potential growth and solid
partner. Their valuation remains appealing at <4x PE.
Battery Materials: Through the Worst
The challenges for the battery materials space continued into the second half of 2019, as changes to China’s electric
vehicle (EV) subsidy scheme announced earlier in the year came into effect. From late June, cuts to subsidies of around
70% were applied to most of China’s passenger EVs. Given the degree of the cuts, this had a detrimental impact on
demand which flowed through to the key battery inputs, lithium and cobalt
EV sales in China fell significantly in the second half of the year as a consequence of the subsidy cut. Overall, sales
were down 16% half-on-half. December sales were the exception at 137,000 units and despite being down 14% yearon-year, they were nonetheless the second highest monthly sales ever for China EVs. For the year, EV sales in China
were up 5%, reaching 1.06 million units and it remaining the world’s largest EV market.
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Source: CPCA

Despite the softer market in China, Europe remained a bright spot for the industry. European demand continued to be
firm throughout the year with September quarter EV sales posting another record and we expect even stronger sales
again for the fourth quarter. On an annualised basis, European EV sales look to reach at least 410,000 units, up 37%
from circa 300,000 units in 2018.
Tesla was also a bright spot for the industry with 2019 proving a very strong year for the company. Sales were up 50%
to 367,000 units and it announced a new model, the Cybertruck SUV to much fanfare. Most of the growth experienced
by the company has been a result of the Model 3, which commenced sales in late 2017. Model 3 sales, which make up
over 80% of Tesla’s units sales at present, have been the key performer for Tesla. The Model 3 is already the sixth
most popular imported vehicle in China for 2019, with sales of almost 34,000 units, despite very few sales in 2018.
The success of the Model 3 and the pre-orders of the newly introduced Cybertruck SUV has been in our view a key
reason for the success of Tesla in 2019. Tesla now purports a market capitalisation of over 90 billion USD, which is
bigger than the market cap of General Motors and Ford combined, at circa 87 billion USD, as at the time of writing.
Tesla continues to rapidly grow its sales and remains the dominant force for the sector, in our view. In late December it
finished construction of its new Gigafactory in Shanghai, after a mere 11-month build, with sales commencing soon
after. The company is also hoping to repeat this success with another factory in Germany.

Source: ACEA, Tesla

Nickel and Cobalt: The Preferred Exposure to Battery Metals
Nickel and cobalt remain our preferred way to gain exposure to battery metals. While copper offers exposure to the
wires, charging stations and electronics needed for an electrified future, its impact on copper demand is a smaller
percentage of the overall market and the impact, we believe, will be felt later. With respect to nickel, the metal is part of
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the chemistry that goes directly into making the cathode of the high-performance lithium-ion batteries. These batteries
have more energy than historical lithium batteries for a given size and there is a direct correlation between the amount
of nickel in the battery chemistry and the energy contained by the battery.
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As mentioned earlier, part of rationale for the Chinese government to make dramatic cuts to its EV subsidy program in
2019, was to force its own EV industry to make higher quality, more desirable, vehicles that have greater range and can
compete directly with traditional internal combustion engine vehicles. Higher performing EVs need higher performing
batteries, which in turn need high performance and better-quality inputs.
Since peaking in March 2018 at over US$90,000 per tonne on the London Metals Exchange, cobalt fell to a low of
US$25,000 per tonne in mid-2019, before stabilising at around US$32,000 per tonne as at time of writing. The biggest
event in 2019 for the cobalt market was the decision by Glencore, the world’s largest cobalt producer, to put its key
Mutanda copper/cobalt mine in the DRC on care and maintenance by the end of 2019, in an effort to stabilise the
market and improve the mine’s economics. The Mutanda mine was responsible for about 20% of the world‘s cobalt
production in 2018. Since the decision, we have seen a much less volatile cobalt price, which we believe not only
benefits consumers of the metal but suppliers also.
TSX listed First Cobalt Corporation (First Cobalt) is our sole exposure to cobalt at present. The company is small with a
market cap of circa CAD$60 million, but they offer an alternative exposure to the metal as opposed to a traditional mine.
First Cobalt propose to process cobalt sourced from mines using their refining facility in Canada, which is the only
permitted independent cobalt refinery in North American. The facilities are currently on care and maintenance, but First
Cobalt has signed an agreement with Glencore whereby Glencore will help First Cobalt restart the refinery by providing
technical assistance, funds and feed material in exchange for offtake and other benefits. We believe the transaction is
quite promising for both parties. Both parties are currently doing feasibility studies on the merits of a restart of the
refinery.
From a financial standpoint, First Cobalt would charge a fee to process the cobalt feedstock and turn it into a final
saleable product. In this instance, the refinery would produce high purity battery grade cobalt sulphate for the electric
vehicle industry. Glencore would benefit from its partnership with First Cobalt by having a strategic alternative to
processing some of the pre-curser cobalt material they currently produce as well as potentially a share in the refining
margin. Glencore would also be able to market the end-product, an option unavailable to the company were a refinery in
China to process it. In additional, part of the strategic appeal of First Cobalt’s refinery is its proximity to the key North
American market.
2020 is an important year for the company with a number of catalysts due to occur. The first being the completion of an
initial 12 tonnes per day preliminary feasibility study in the March quarter, followed soon after by a definitive feasibility
study into a 55 tonnes per day expansion scenario. Once the studies are done, both First Cobalt and Glencore will work
towards a restart at the current 12 tonnes per day processing rate which should take a few months and then operate
that refinery for a period before expanding to the 55 tonnes per day rate. The 12 tonnes per day operation should be
operational by Q4 2020. We note that at 55 tonnes per day, the refinery would produce 5,000 tonnes of cobalt in
sulphate or circa 5% of the world’s refined cobalt supply.
The final terms of the agreement with Glencore are yet to be decided but the economics for First Cobalt should prove
lucrative for the company. Our expectation is that the company will be able to make a decent margin above the costs of
refining the cobalt into a saleable product, that is linked to the cobalt price in some way. At a later stage, as the market
grows, the refinery could be expanded. Furthermore, the refinery may even participate in the recycling of material from
older batteries, an opportunity that could prove quite attractive.
Lithium
The lithium market continued to deteriorate over the second half of 2019 as weakening demand from China, surplus
inventories and excess supply of lithium continued to weigh on the market. The representative lithium carbonate price
for China fell a further 34% in the second half of the year to just over US$7,000 per tonne and ended the calendar year
down 38%. The lithium price is now at levels not seen since 2015.
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Source: Asian Metals, Bloomberg

As we had anticipated in our mid-year letter, China’s EV subsidy cuts took a greater than expected toll on demand and
caused reluctance on the part of battery material buyers to commit to anything other than short term purchases, with
some long term contracts even renegotiated. The substantial reduction in subsidies, as mentioned earlier, upwards of
70%, meant some EVs in China were no longer as affordable for the average consumer thus leading to suppressed
vehicle demand and ultimately suppressed lithium demand.
Lithium producers have responded in kind to the weakening price and concern of excess supply to support the market.
Many of the leading lithium producers have taken steps in the past 6 to 9 months to reduce supply, be that curtailing
existing production or reducing future expansions until conditions improve. For many producers the lithium price is so
low that very little margin is being made, particularly after incorporating interest expense and other costs.
Given the lithium price in China is already as low as it had been before the 2015, we suspect further downside from
here is limited. Moreover, we are cautiously optimistic heading into 2020 that we have seen the low in the lithium
market and as a consequence lithium equities. Our reasoning is as follows:
1. Firstly, although the China lithium price continues to fall, the lithium price has already fallen to levels where few
producers are profitable;
2. Secondly, lithium producers have already taken steps to stem supply by curtailing current production or future
expansions;
3. Thirdly, we continue to see more initiatives from various governments outside of China to boost EV sales and
EV production, particularly from Germany. We sense Germany is particularly concerned about the EV revolution
getting away from them and is doing a great deal more to encourage investment by automakers towards EVs.
Tesla for instance is proposing to build a plant in Berlin, which according to media reports, aims to produce circa
500,000 units, once it is complete. To put that into context, Tesla sold 367,000 units globally in 2019. Tesla’s
Berlin plant is meant to commence construction in 2020.
4. Fourth, China recently committed to a more muted reduction in EV subsidies for 2020 after concerns there
would be further substantial cuts to subsidies. Although not disclosed what cuts will be seen, battery related
equities reacted positively to the news.
5. Finally, we observe that lithium equities have fallen by such an extent that at least for the major lithium
producers, they had stopped reacting materially to negative news. In the case of the world’s largest lithium
producer, Albemarle, we note their share price bottomed in late August and yet was up by year end despite
lithium prices having fallen further.

Precious Metals
There are a few reasons why gold priced in USD rallied almost 20% last year. For a start, the World Gold Council
reported that by the end of 3Q2019 Global Central bank purchases were 12% higher than the same period in 2018.
What is more remarkable is that 2018 itself was a record year for Global Central Bank purchases. This was not just
Turkey, Russia and China buying, but a total of 14 central banks who reported adding to their reserves YTD to 3Q2019.
The obvious catalyst is the lack of real global yield opportunity. Add to this an unpredictable White House and ever
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present threat of US sanctions, and we can see a reason why holding the non-yielding, but safe-haven yellow metal
made sense last year.
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Ironically the stubbornly strong USD for much of the second half of 2019 was a contributing factor to seeing gold in
Australian dollars (AUD), Canadian dollars (CAD), and many other currencies printing all-time highs. We suspect that
2020 will be another year of low (and negative) global yield which should be supportive for gold. While Global Central
Bank easing bias may come to an end, we do not see any moving to a tightening cycle in the next twelve months. We
do caution against gold in other currencies as we should see the USD weaken as improving global macro sees money
flow into emerging markets and non-US developed markets.

Source: Bloomberg

Precious metal equities continued their strong performance into the second half of the year due to a mix of stronger gold
price and ongoing corporate transactions. For the half, the VanEck Vectors Gold Miners ETF (the GDX) was up 15%, in
line with the 21% performance in the first half. By region, the Canadian gold index matched its first half performance
with another 19% total return. The Australian gold index delivered a largely flat result for the half following a 30% total
return in the first half. Gold by comparison, was up 7.6% in the second half following a 10% return in the first half
Much like the first half of 2019, gold M&A continued into the second half with a number of asset level transactions as
well as proposed mergers. We saw Barrick Gold and Newmont divest non-core assets, which were snapped up by the
mid-cap Australian gold miners, while two of Canada’s mid-tier names, Kirkland Lake and Detour Gold proposed an all
scrip merger.
Our primary exposure to gold is through ASX listed Saracen Minerals (Saracen). Saracen recently completed a
transformational acquisition by acquiring Barrick Gold’s 50% interest in Australia’s ‘Super Pit’ at the town of Kalgoorlie.
The asset should add material production, diversifying its production base as well as offering potentially longer mine life
and material exploration upside.
Iron Ore
One of the more unexpected moves at the beginning of 2019 was the rally in iron ore price caused by the tragic collapse
of a Vale-owned tailings dam in Brazil and associated mine shutdowns. The market was also caught on the wrong side
after emerging from weak demand in the fourth quarter of 2018 and with market consensus for China steel demand
growth for Q1 2019 being overwhelmingly negative. As can be seen in the chart below, Chinese steel production surged
in 2019 and had many scratching their heads. In fact, the outperformance of China steel production looks to have been
a bigger driver of iron ore’s outperformance with production curtailments largely restored by mid-2019 and year prices
remained elevated versus expectations.
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As we approached the Northern Hemisphere summer, we noted that speculative interest on the long side had peaked,
as well as noting a surge in new financial institutions buying iron ore for the first time. This coincided with several
fundamental and physical signals we track turning negative. We also noted that global growth concerns were negatively
affecting North American and European steel markets and so at this time took a short position in iron ore futures. This
position was progressively unwound over the next two months the iron ore price gave up 35% to print the lows for the
year. Iron ore spent the next part of the year in a broad range while Chinese short interest built in Dalian iron ore futures
and Shanghai Futures Exchange (SHFE) Rebar futures. The low was again tested in November, but when fresh lows
failed to materialise, short covering was very quick to drive the price higher.
From a physical perspective and looking at 2020, the expectation is for prices to moderate towards the marginal cost of
iron ore production which is in the range of $65-70 per tonne. Supply issues have been largely alleviated with most of
Vale’s southern system iron ore production now resumed production and the continued ramp-up of production at S11D
mine. In addition, Anglo American’s Minas Rio mine, is targeting production of 30 million tonnes per annum (mtpa)
which will see year on year growth of 10mtpa to the seaborne market. It is our expectation that Brazilian shipments will
reach new highs through the course of 2020.
In Australia, iron ore production will grow across all the major miners after a weaker-than-expected 2019. Rio Tinto,
BHP and Fortescue will all see production grow between 5-10mtpa through 2020. While Mineral Resources is also
stepping up production from their newly acquired assets in Western Australia that were acquired from Cleveland Cliffs in
2018. This should see Australian iron ore exports reach record highs.
Two factors exist that could change this view, however. The first is weather and how it impacts production in both
Western Australia and Brazil. Typically, weather has the biggest impact in the March quarter which is wet season in
Brazil and cyclone season in Australia. Already, there have been 2 cyclones in Western Australia although they have
had limited impact upon shipments with no port closures to date. Weather remains a factor we monitor constantly in this
period as it can provide short term dislocations to the iron ore market which is still recovering from last year’s production
issues.
The second factor is China steel consumption and production exceeding expectations. At this point, the market is
anticipating China steel production to grow in the order of 1-2%. It will be interesting to see how it performs in 2020
given the unexpected strength in 2019. This was quite an anomalous outcome where ex-China steel markets remained
weak particularly in key regions of Europe, US, Japan and Korea. It led to a situation where China was importing
commodity steel products such as hot rolled coil (HRC) due to the lower ex-China prices versus the domestic price.
Typically, China, due to an oversupply of production capacity, has been a net exporter of steel but 2019 remained a
case of low exports which increased the country’s demand for iron ore at a time of supply interruption. Whether this
factor persists into 2020 remains to be seen. It won’t be until post the Lunar New Year that we can get an appreciation
of where China domestic steel consumption is and this will be a big factor into what the next 12 months will look like in
steel but from a purely iron ore perspective, the view is that prices will not be as strong as 2019 and will weaken
throughout the year.
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Steel making coal markets performed almost the mirror image of what iron ore did in 2019. Starting the year at highs
above $200 per tonne before suffering a mid-year collapse down to $140 per tonne as a range of supply and demand
factors impacted prices. Interestingly the trajectories for prices in 2020 also appears in opposite directions from where
we sit today.
2019 saw a situation where seaborne demand fell year on year. Part of this was a result of steelmaking capacity being
curtailed in Europe and the US, as ArcelorMittal, among others, closed mills due to weak steel margins. This had a
knock-on effect for coking coal which is more exposed to non-Chinese demand than iron ore. In addition to the closures,
by the fourth quarter China had consumed through their quotas for imports of coking coal and as a result reintroduced
port import restrictions. While China is a smaller part of the global traded market versus its presence in iron ore, when
demand is soft in the seaborne market, it can have a heavy influence on pricing which is what was seen towards the
end of 2019 when prices fell sharply.
Looking into 2020, we have already seen a recovery in prices, and this is partly explained by the resumption of trade
into China as import quotas are reset. With stronger steel margins in the country, the Chinese have been active buyers
heading into the Lunar New Year and ahead of potential supply interruptions from any Queensland cyclones that may
hit in the first quarter. In addition, swing supply from the US has exited the market promptly on the back of softer prices.
US exports typically are the marginal tonne that come and go based on economics. The speed at which supply can exit
the market seems unique to coking coal with most other commodities requiring extended periods of weak prices in order
to push out the uneconomic producers. In some cases, this can take years to change.
As a result, we are more constructive on coking coal producers, particularly looking at the yield and multiple they trade
on versus their peer group. While we consider the investor implication of environmental concerns and the move to cut
carbon, there is no substitute to coking coal in the creation of virgin steel nor is there likely to be any changes over the
next decade. Equities are trading on substantial dividend yields and cashflow multiples of 3.0-3.5x versus the iron ore
peer group at 6.0-6.5x.
Our key exposure to coking coal remains the Canadian diversified miner, Teck Resources, but we are also considering
increasing the exposure via pure play producers which includes Warrior Met Coal which we have owned in the past.
What we like about these two names is the quality of the coal they produce that receives premium pricing. The potential
for significant returns from dividends is also an attraction. Warrior Met Coal is a case in point where the company has
paid $22.74 per share in dividends versus a mid-2017 IPO price of $15, with the current share price sitting around $22
per share. As result, the return is close to 300% even though the cost of capital within the fossil fuel sector has
increased materially, leading to lower earnings multiples.
Steel
2019 marked a tough year for global steel markets. Consumer softness across whitegoods and autos led to weaker
than expected demand versus 2018. As a result, steel prices came under pressure. At the same time, the spike in iron
ore prices, particularly in the first half of the year, led to margin compression in the form of lower steel spreads (the
difference between steel price and the raw materials that make steel). This was before the much feared, and somewhat
overly commentated on, steel capacity additions in the US. All non-Chinese markets suffered as a result, which is
somewhat of a unique situation given the overcapacity in steelmaking is within China, by and large.
The Chinese steel mills seemed to hold up on improving macro sentiment and some constructive Chinese policy
movements, China steel inventory followed seasonal patterns and drew into the Winter cuts at the end of 2019 which
helped fuel the move higher for both iron ore and steel.
Looking forward to 2020, all eyes will be on a trade resolution between China and the US. There is an expectation that
with trade resolved, consumer spending can increase with key auto and whitegoods sales to pick up alongside potential
growth in infrastructure spending. The offset of a trade resolution, however, would be the risk of a removal of tariffs that
have supported the US industry which may be part of a second round of trade relief between the US and China. Global
steel markets continue to remain somewhat uncertain at the present time largely due to the abovementioned demand
factors but also on concern of capacity overhang.
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Within China, there are questions about how much, if at all, steel consumption can grow in 2020 after a strong 2019.
The consensus view at the start of this year is that steel consumption will grow in the order of 1-2% on 2019’s
approximately 900mt which would see an extra 10-15mt consumed within the country. If consumption can pick up from
here it would further support global steel markets as it would help to keep exports low versus past years. It would also
help iron ore markets to remain supported in the face of incremental, year over year increases in supply that are
forecast. As such, we await data points from February, post Lunar New Year, to gauge how the country begins 2020.
The difficulty within the first half of 2020 is that the start of 2019 was very strong for steel consumption in China before
slowing into the end of the year. It may be a challenge for steel to outpace this at the start of 2020.

Energy Sector
Oil
2019 was the year where the market focused on demand fundamentals caused by weak macro sentiment in the face of
what turned out to be somewhat weaker than expected supply due to sanctions on two major oil exporting nations,
Venezuela and Iran. It felt as though the oil price was playing proxy to the market’s view on global growth than any
appreciation of supply-demand fundamentals and the possibility of shortages being felt within the market.
The early days of 2020 have flipped the focus over to fundamentals and potential supply shocks from growing Middle
East-US tensions. Consensus on macro has switched more positive on the back of a Phase 1 trade deal with the US
and China. The expectation is that demand will stabilise and look up even though macro data is still only tentatively
pointing to a recovery.
President Trump has shown us again the precarious nature of oil price action when Middle East geopolitics are
reignited. Already this year, WTI Crude Oil has rallied and is now through the highs printed in April 2019, having
bounced over 25% from the lows in August and October. As 2019 came to an end, the energy sector remained the most
short and underweight sector across all major equity markets. Even a desire to take exposure back to neutral will see a
lot of buying required in order to close the gap.

Source: Bloomberg

In the traded paper market, the speculative long position has been building in crude in both WTI (chart below) and
Brent, however there is still plenty of room to build compared to history, particularly if macro specialists begin to see
signs of an acceleration in global growth.
In terms of the forward curve for oil across three major contracts, it is showing signs of increasing backwardation in WTI,
Brent and the China Crude futures curves. Backwardation, where future prices are lower than the current spot price, is
important in signaling that the market is not in surplus and potentially in deficit. The alternative is contango, where the
spot price is lower than the future prices of oil. Under this scenario, you are paid to hold physical and store the
commodity, restricting it from physical usage. Under backwardation, you are encouraged to deliver the barrels to the
market as the future price is expected to be lower so there is a reward for prompt delivery.
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The move to backwardation occurred through the end of 2018 but was largely ignored by the financial market which
continued to trade oil as a macro proxy. US producers, who carry reserve-based lending facilities that require them to
lock in oil prices over a rolling 12-month period, increased their hedging into the end of 2019 which likely influenced spot
pricing as they sold barrels in the futures market. This, to a degree held back the headline oil price (and arguably will
continue until the industry production matures and production plateaus).
Despite many commentators wanting to point to weak demand in 2019, it was interesting to note that US Department of
Energy data showed Total crude stocks in the US ended slightly below the 5-year average benchmark that is often
cited. As we have mentioned previously, demand was negatively affected mid-year, by a mix of unseasonal weather in
middle America as well as extended refinery maintenance in order to prepare for the 2020 IMO changes. Clearly the US
export valve worked well, but we enter 2020 with a slightly tighter balance that might be tested if the geopolitics in the
Middle East become a drawn-out affair.
All eyes will be on how Iran-US-Saudi Arabia tensions play out. The biggest upside risk to oil prices would be if the
Iranian’s move to block the Strait of Hormuz which would see one quarter of the seaborne oil market shutdown. During
mid-2019, we saw the re-emergence of so called “Tanker Wars” which had been absent from the market since the mid1980s. If this were to escalate further, it again would reinstate a significant risk premium to the oil price.
Exploration & Producer (E&P) Companies
Global E&Ps continued their underperformance versus the commodity price with North American names the worst
performers over the past 12 months as can be seen in the chart below. The performance has seen equities
underperform the underlying commodity every year since the end of 2014. The performance in 2019 came in the face of
a commodity price that rallied over 35%.
Typically, equities have high leverage to the underlying commodity price. As prices fall, the equities fall by more than the
commodity price. This also works when prices rise, equities should materially outperform. For most global E&P equities
this has not been the case and 2019 presented this most tellingly with the XOP (the index of US independent E&P
companies) down 9.4% year on year versus the oil price that was up 36%. This also came in the face of sub-basins,
including the Permian, seeing improved price realisation as pipeline infrastructure to the region alleviated previous
bottlenecks that had led to $10/bbl discounts.

Source: Bloomberg

The underperformance speaks of investor apathy towards the sector and could be put down to a multitude of reasons,
some to do with environmental concerns and others around failure of companies to distribute returns. Another factor is
likely to be the rotation from growth investors out of the segment and value investors failing to fill the void meaning the
sector is under owned. Value is being seen within the sector, however, and there has been the emergence of highprofile value managers such as Buffet and Icahn buying in. In fact, for the first time, the dividend yield of the S&P500
energy sector is higher than that of the traditional, defensive yield sector of utilities.
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Source: Bloomberg

Dividend yields continue to rise across the oil and gas space globally as growth in production is forgone for increased
shareholder returns. In Europe, large integrated oil companies (IOCs), are paying over 6% annual dividend yields, with
BP the top at 6.5%. In BP’s case, the dividend is covered 1.3x by free cashflow implying that it is sustainable around
current prices. Even Exxon, which has never traditionally been a dividend yield name, is paying over a 5% yield in 2020
for the largest IOC. This is even higher than the 4% yield that Saudi ARAMCO is offering.
It isn’t just the large IOCs such as BP and Royal Dutch Shell paying yields. Independent producers are growing yields
through lower capital spending and increasing free cashflow on the back of slowing production. US onshore shale
production growth has slowed from a peak of close to 2 million barrels per day to sub 1 million barrels per day. The
positive is twofold for the producers. Slower production growth out of the US will mean concerns about oil market
oversupply are reduced, particularly considering the extended OPEC+ oil cuts and Saudi Arabia’s commitment to
manage the market reducing theoretical spare capacity. This should imply higher oil prices which will increase
revenues. The second factor is that it means a reduction in capital spending as less wells are required to be brought
online to support growth. With higher revenue and lower capital outlays, the result is a win for patient shareholders
looking to reap the dividend rewards.

Source: EIA PSM, Morgan Stanley

To that end, there are a number of attractive yield plays within the space including a royalty company called Viper
Energy. It receives a royalty for its land held within the Permian and backed by the production of Tier 1 operator
Diamondback. Looking to 2020, it is expected that volumes will grow 10-15% year over year versus 2019 and the
dividend yield will be in the order of 8.5-9.0%. This all comes with no capex risk as this is borne by the production
company, i.e. Diamondback.
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It is also worth observing other independent operators that are now able to return capital while also growing production
through 2020. Encana became a case in point returning $1.4bn of capital within 2019 including a $1.25bn buyback. This
represents a yield on equity of 19%. This is consistent with other high yielding names such as Occidental, Canadian
Natural and Suncor. It is likely that, unless share prices of the independent oil names in North America rise, that
dividend yields will increase through 2020 on the back of increasing free cashflow from lower capital spending.
Oilfield Services (OFS)
While the lower E&P spending is positive for US onshore producer cashflows, the lower activity levels mean that oilfield
service providers suffer from lower spending, leading to increased idling of equipment. This is a sub-sector that has
suffered from lower earnings since activity in the US onshore peaked in 2018. Since then the US onshore rig count has
fallen by 170 rigs, or over 20% decline. The US completion crew activity has also been impacted to a greater extent. US
frac crews peaked at close to 480 and now sit below 290, a decline of 40% and this has occurred in the space of a mere
6-months. With little pickup in demand for either rig or frac crews, 2020 is likely to be a tough year for service providers,
which has been the case for most of the past 5 years.

Source: Bloomberg

However, the outlook outside of North American onshore is more supportive. Activity levels in offshore have begun to
pick up from depressed levels. Regionally, renewed activity is being seen in South America driven by the large Exxon
led discovery in Guyana but followed up more recently by Total in an adjacent block. Brazil is also showing signs of life
as political impediments to their offshore industry slowly reduce and Petrobras begin to release acreage to overseas
producers to develop.
While in other onshore markets outside of the US onshore, activity is returning with the Middle East seeing increasing
investment in developing gas assets. Even within North America, activity is picking up in Alaska. Originally led by
ConocoPhillips, but now international names such as independent Hilcorp, London listed Premier Oil and even Oil
Search are pushing to grow through the region.
This activity has led us to prefer those service names that are exposed to international markets over those with a US
onshore focus. It explains our relative preference for Schlumberger over Haliburton with Schlumberger having a
stronger international business while Haliburton is the number one operator in US onshore frac services. Through 2020,
we would expect the multiples of the two names to converge, with Schlumberger looking more expensive but on a
growing earnings base, while Haliburton is likely to face another twelve months of negative earnings revisions.
While we are positive on the international recovery and the potential for even offshore OFS to pick up. We do caution
against some equity positions. For example, while we are witnessing a recovery in the ultra deepwater rig market,
making an investment into this sub-segment is challenging due to the debt burden that has been seen. Current rig rates
for harsh environment floaters have risen to $250k per day from close to $100k per day at the lows. Despite this, free
cashflow break-even, excluding debt repayment, is over $320k per day with any ability to amortise the debt likely to
require a price well over $350k per day. The challenge is how many of these companies will refinance their current debt
load that is significant. For example, the biggest offshore operator, Transocean, has gross debt of $10bn versus an
equity value of just $3.8bn and maturities fast approaching through 2022 and 2023. The market also looks reluctant to
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support these businesses given the history of capital discipline but also the growing unwillingness to lend to fossil fuel
industries.
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Where we have focused our attention is on early cycle, low capital intensity businesses that have relatively high barriers
to entry but also a somewhat disciplined competitor base. Worley Parsons has been a key holding within the subsegment as it fits the criteria. As international activity picks up, their earnings within oil and gas will grow materially. In
addition, the Jacobs acquisition has helped diversify the business to capture more of the growth in the refining segment,
in particular that of petrochemicals but also the growing need for refinery redesigns and upgrades as a result of
IMO2020 which we have spoken to previously regarding the shipping sector.
Australian East Coast Gas
The east coast of Australia gas thematic remains attractive but is a case of picking the correct equity exposures given
the growth in players within the sub-segment. Several new exploration companies have sprouted over what looks to be
a sustainably higher-for-longer local gas price. The quality among these operators varies considerably and we would
caution investors to present a level of scepticism to any new venture particularly when looking at management teams
that lack requisite skills, capital and track record in developing these businesses.
In terms of the thematic itself, what is clear over the course of coming years, is that the main field supplying gas to the
Australian east coast in Bass Strait (some 40% of domestic supply) is in terminal decline. This was highlighted at the
recent BHP Petroleum investor day. Their expectation over the course of the next decade is for production to halve with
30% being lost by 2025. At the same time, Rystad (an international oil and gas consultant) has flagged concerns around
the reserves that are in place within the Queensland Coal Seam Gas (CSG) sector with decline rates expected to
accelerate. No more obvious has this been than in Fairview which looks to be in terminal decline several years earlier
than Santos had originally flagged.
The opportunity to develop new gas fields is thus limited and the result will be higher prices. Further proof of this has
been the discussion around multiple LNG import terminals whether this be in Sydney or Melbourne and involve private
groups such as Andrew Forrest’s backed Squadron Energy looking to build a facility at Port Kembla or Exxon looking at
a Victoria facility. While an import terminal will mean the market will not run out of gas, it will put a floor under the
domestic east coast gas price of over $10/GJ which will then be heavily linked to global LNG prices. Given current
prices are sitting around $7-8/GJ it means further upside for domestic producers but also flags the days of $2-3/GJ are
long gone.
Our largest holding within the space remains Cooper Energy. It remains the largest independent developer to bring new
gas to the east coast market in 2020. At present, the Sole field in the offshore Gippsland Basin has reached completion
in terms of the upstream component. This was delivered on-time and below budget. The company is currently awaiting
completion of the gas processing plant at Orbost in the Gippsland region. At this stage, they are weeks away from
commissioning gas and it is expected that in February, first gas sales from Sole will occur. This will present a material
de-risking event for the project as well as see the company generate meaningful free cashflow.
In the 2021 financial year, it is expected that Cooper Energy will begin to pay a dividend as a result of the company
being under geared but with reasonable exploration and development potential through 2020. Looking into the first full
year of production in financial year 2021, the company will produce in excess of $180m of cashflow from long term sales
contracts at prices between $8-10/GJ guaranteed for the life of field. We expect the company to have success during
their upcoming drilling campaign which will add to their gas portfolio. The strength of their balance sheet also means
they are fully funded to develop new projects and as such can take advantage of what is becoming a tight, capital
constrained market.
In addition to Cooper Energy, we also see upside with our exposures to Vintage Energy and Armour Energy. Both are
targeting conventional gas developments on the East Coast. Vintage is currently in the middle of their inaugural drilling
campaign across Australia post their 2019 IPO. They are drilling in Queensland’s Galilee Basin, the Cooper Basin and
the onshore Otway. Based on their estimated gas resources on a successful drilling basis, they could have in excess of
50 billion cubic feet (Bcf) of gas worth $200m based on ASX listed comparable companies for undeveloped resources.
This compares to a current enterprise value of less than $50m. The company comes with a quality management team
who discovered the Cooper Basin oil while at Beach Petroleum that the company is now developing.
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For Armour Energy, it is a case of growing existing production and unlocking the value of their midstream gas
processing and storage infrastructure alongside the potential upside in the Northern Territory unconventional. If the
company can grow current production from 8 terajoules per day (TJ/d) to 20TJ/d they will fully fill the Kincora gas
processing plant that they own. Midstream operators such as Jemena and APA would find these assets valuable as
shown by Senex’s recent sale of their Roma North infrastructure to APA. Based on a similar transaction this would
represent $40m of cash to Armour on top of the free cashflow from the gas production.
In addition, the surprise over the last 6 months was Santos farming into Armour’s Northern Territory assets. To date,
Armour has received $15m in cash proceeds for a 70% stake in the assets with a further $15m to be received
progressively over 12 months on the back of native title awards. In addition, Santos will pay $60m of drilling costs to
Armour Energy meaning the company will be free carried through the exploration process. The $30m cash from Santos
plus the value of the Kincora gas plant at $40m is close to the current enterprise value of the company at only $80m
which means the producing assets are being valued close to zero.
Uranium
The continued disconnect between the price response in both the uranium physical and equity market and the
fundamentals continued to frustrate through 2019. While the market stubbornly waited for an announcement from the
US Administration on the US Nuclear Fuel Working Group recommendations, there was in fact a large amount of
positive news flow in the global nuclear sector. Uranium remains one of the companies biggest overweights and while it
has been frustrating being long over the last two years, we remain convinced this is one of the best risk reward
investments in the commodity sector.
There was upward revision to demand forecasts, with the World Nuclear Association (WNA) and the UxC, both
increasing demand forecasts in their most recent reports. In fact, in their bi-annual report, the WNA had all three
demand scenarios increasing (lower case, base case and upper case) for the first time in several years. Notably as well,
UxC increased its base case demand by ~7% (~16Mlbs/year), which to be met requires a new mine about the size of
Cigar Lake to come online. Another price consultant, Tradetech, finally raised their long-term Uranium price to US$33
from US$31 in November, and while we believe the reporting structure is flawed, this is still a positive development.

Source: WNA

The market is already in deficit when considering primary mine supply of circa 135m pounds in 2019 versus demand of
193m pounds. However, the balancing item is secondary supply and drawing down of inventory. While the full year
secondary supply numbers are not yet available there is no doubt it will show a year on year decline and continue to
decline over 2020. The increase in conversion and enrichment activity over the last 18 months has reduced the amount
of underfeeding from the centrifuges which is the main source of secondary supply. Conversion prices rallied 65% over
2019 to end the year at record levels of US$22/KgU while the price of enrichment or SWU (Separative Work Units) has
bounced 35% from lows of $35 to end 2019 at $47. Both these indicators signal to us that real demand is on the rise, a
different situation to some of the previous spot uranium rallies that fizzled out. We would expect the uranium spot price
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to catch up with the other bullish indicators over 2020 and would expect more longer-term contracts to be announced
over the course of the year.
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The utilities have digested the WNA report and then witnessed a change in rhetoric at subsequent conferences with dire
warnings about complacency and a lack of any real depth to the near-term availability of uranium pounds. While there
were a handful of successful tenders at reasonable prices, it should be noted that these were tenders for small amounts
and near-term tenor. In other words, they were perfect orders for market traders to fill without putting any real stress on
the spot market. Some news flow we previously noted was Uranium One (one of the more active spot market sellers)
reported that they borrowed 1.2m pounds U3O8 from Chinese CNNC. If one of the major utilities tenders a large volume
multi-year contract, we think it will ignite a flurry of activity.
Despite plenty of expectation, Cameco failed to get meaningfully involved in the spot market in December. To be fair to
Cameco, they had previously indicated they were not tied down to a calendar year end deadline. However, the pounds
they failed to secure in 2019 now roll into the amount they are required to source for 2020. The reality remains that
should an event or positive news flow move this market, Cameco, like many others, will be forced into the market.
There are more than 50 reactors currently under construction, and at least 20 of those are expected to start generating
electricity in the next 2 years. If we assume this to be approximately 20 GWe, this will require 30 million pounds of
uranium for the initial fuel loading and then 10 million pounds per year once normal fuel replacement cycles kick in. As a
reminder, a new reactor requires 3 years of fuel to be loaded initially, a fact often ignored by some of the fundamental
analysis floating around the marketplace.
Below is one of our favourite charts as it shows that in the next 5 years, the reactors currently being built ex-China will
require the annual output of Cameco’s McArthur River mine (not including the 3 times initial load factor referred to
above). Chinese current reactor builds will require more than the annual output of the theoretical nameplate capacity of
the Husab mine. But the annual output of Husab is already being consumed and the Chinese don’t have another Husab
waiting in the wings. In all likelihood, it will be existing utilities that contract McArthur River back into production. And,
like the Chinese, the west don’t have another McArthur River capable of being brought into production in the next 5
years.

Source: International Energy Agency

The World Nuclear Association (WNA) estimates that the 55 reactors under construction today will avoid the emission of
450 million tonnes of CO2 each year by 2025, adding to the more than two billion tonnes of CO2 currently avoided by
nuclear power each year. This is equivalent to the combined annual CO2 emissions of Japan, Germany and Australia.
There were several high profile reports published over 2019 looking at solutions to solve carbon reduction in the power
sector in future years. In May 2019, the International Energy Agency (IEA) published its report, “Nuclear Power in a
Clean Energy System”. The vital role for nuclear energy was set out by IEA Director General Fatih Birol, who said;
“Without an important contribution from nuclear power, the global energy transition will be that much harder.”
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These conclusions were echoed by the “The Costs of Decarbonisation“ report by the OECD Nuclear Energy Agency
(NEA). This report concluded the most effective way to achieve deep decarbonization of the electricity generation mix
was to have a high proportion of electricity supplied by nuclear power.
This conclusion echoes that reached in the Intergovernmental Panel on Climate Change (IPCC) report on Global
Warming of 1.5°C, published in 2018. This report evaluated 85 scenarios that would achieve the goal of limiting global
warming to 1.5°C. On average, these scenarios would see nuclear generation increasing by around two and a half times
by 2050. In a representative scenario, where societal and technological developments follow current patterns, nuclear
generation increases over five-fold.
When discussing and researching nuclear power one of the most common concerns raised is nuclear waste. We
thought it worth sharing this pie chart which is in relation to the United Kingdom’s Hinkley Point C reactor which finally
began construction last year. The nuclear power industry is the only large-scale energy producing technology to take full
responsibility for its waste. The cost of waste as well as eventual decommissioning of the plant is fully provisioned in the
budget. The nuclear power industry has been storing and handling its own waste successfully for over 60 years without
major incident.

The following points are worth highlighting in the above context.
•
•
•

Used fuel stored for 7-10 years in cooling ponds at reactor site has lost 99% of its radioactivity before being
transported to long term storage solutions.
After 40-50 years the radioactivity of spent nuclear fuels falls to 1/1000th of the level at its removal from the reactor.
After 1,000 years it has the same radioactivity as naturally occurring uranium ore.
To put this into perspective, the world produces approximately 500 billion plastic water bottles per year, and it is
estimated that less than half of these end up being recycled. A plastic bottle takes between 450-1,000 years to
decompose. The solution here is to either dump in landfill or it ends up in the ocean. Perhaps those people worried
about how an industry deals with waste, need to refocus their efforts here.

It seems that the main catalyst for the sector required by equity investors is an announcement of USA Nuclear industry
policy resulting from the US Nuclear Fuel Working Group report recommendations. We have already focused on the
plethora of positive news already out there, but there are plenty of other drivers in the months ahead. Whether it be
developments in Iran, or more snippets of leaks out of the USA with respect to strategic uranium stockpiles and
strategic minerals support from the military. There is also the possibility that after the US Senate passes on the USMexico-Canada Agreement (USMCA) there may be some strategic mineral cooperation between USA and Canada
announced. And of course, let’s not forget fundamentals, as buyers exhaust the last of the easily available supply, and
that stubborn spot price finally pushes through $30 USD/lb and beyond.
Shipping
2019 market an important transition for the crude tanker market and the first sign of things to come as we head towards
2020 and the implementation of the much discussed, debated and, in some cases, celebrated, legislative policy being
IMO2020. As we have discussed over past communications with our investors, the IMO2020 is the UN mandated push
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to materially reduce sulphur emissions from the shipping industry. The implementation date was 1 January 2020 and so
we are now living the reality of what had previously been a theoretical story.
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For 2019 itself, the importance for the market was the transition from an oversupplied crude tanker market to one that is
now tight but becoming tighter. In addition, the year represented a material increase in geopolitical tensions which have
carried through to 2020. From our perspective, this has been a bonus for our positioning within the space as the
disruptions have led to oil buyers needing to diversify their supply of crude and thus resulting in an increase in the
tonne-mile effect (i.e. crude now needs to travel from more diverse distances which helps to soak up capacity).
The disruptions in the Middle East, and the so called “Tanker Wars” that started in the middle of 2019, led to the spike in
day rates (seen below) to the all-time high over $300k per day which led into the strength in average rates for the fourth
quarter above $100k per day. This is in the context of an average, all in cost for a vessel of around $20k per day. It is
also a significant improvement from the average over the past decade below $50k per day for the fourth quarter.

Source: Clarksons

IMO2020
Looking into 2020, from 1 January, all bunkering will now have to either be low sulphur fuel (i.e. less than 0.5% sulphur
from 3.5% previously) or have the sulphur reduced to below 0.5% via the use of exhaust scrubbers. The impact upon
the tanker market of this shift in fuel is already being seen as can be seen in the chart below which compares the price
per tonne of Very Low Sulphur Fuel Oil (VLSFO) which is less than 0.5% sulphur content and High Sulphur Fuel Oil
(HSFO).

Source: Clarksons, Bloomberg
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Since the start of 2019, the price spread between the two products has grown from $50/t to now be over $300/t as
demand for HSFO has materially dropped and the growth in demand for VLSFO has grown. In fact, the largest
appreciation in the spread occurred towards the end of Q3 and into Q4 as ports began building inventories while
shipping companies then began bunkering using the new low sulphur fuel oil. This trend in prices is expected to
continue at least into the first half of 2020. The spread has potential to rise further given the shortage of VLSFO and the
slower than anticipated installation of scrubbers onto ships. This is largely due to the higher than anticipated rates
through the fourth quarter of 2019 which led to installation deferrals based on superior economics of running boats
through the elevated day rate environment.
The options in order to deal with the above increase in cost of compliant fuel is to either have bought and stockpiled the
fuel, as Euronav has done onboard a large Ultra Large Crude Carrier (ULCC) where they have 2 million tonnes of
compliant fuel stored off Singapore. Alternatively, remove the tanker from service and install a scrubber which takes
three to four weeks and costs several million dollars. The upside is that once the boat comes back to service it can then
access the cheaper high sulphur fuel and thus reduce operating costs for the same day rate. For Euronav, a core
holding of the Company, their decision in the first half of 2019 to buy fuel for storage, looks to have resulted in a fuel
saving of over $50m within the space of six months and meant that none of their vessels have been taken off the water
in the fourth quarter during a period of higher prices. This is likely to lead to results that exceed market expectations and
possible dividend distributions in excess of current estimates for the coming quarters.
Looking at the outlook for scrubber installation below (sourced from the ship broker, Clarksons), we can see that the
fourth quarter of 2019 was when these installations accelerated. However, some owners have booked installations for
the middle of the year when seasonal weakness in day rates occur as a result of refinery maintenance events leading to
lower demand for vessels. The effect of scrubber installations is to reduce the active oil tanker fleet and help support
higher than otherwise would have been observed pricing.

Source: Clarksons

For those shippers that have installed sulphur removing scrubbers, the move in the previously mentioned spread
between high and low sulphur fuel sources essentially means that the cost of installation (excluding out of service lost
earnings) is paid back on a single standard voyage of 60 days from the Middle East to Japan or China. As a result,
scrubber installers such as DHT and International Seaways which are held in TGF, have benefited from fitting the
scrubbers and this benefit is likely to last through much of 2020.
In terms of the outlook for the spread, the expectation is this will peak in the first quarter of 2020 when demand for
stocking is highest and the scrubber retrofits are incomplete. However, over the course of 2020 and into 2021, this will
decline as a function of pure economics kicks in. On the supply side, refineries will continue to optimise output to
eliminate high sulphur fuels. Those that cannot, namely the “simple” refiners who produce in excess of 25% as high
sulphur fuel oil (largely based in Japan and Europe), will be forced to shutter production helping to curtail supply. In
addition, refiners will search for “sweeter” crudes (those with lower sulphur than “sour”) such as those being produced
by US onshore shale producers, to help reduce sulphur content. Finally, economics should also assist refiners install
cokers which help to eliminate sulphur within fuels and thus produce the VLSFO.
On the demand side, there is also likely to be a pick-up in demand for high sulphur fuels within power generation where
there are no sulphur emission regulations, given the low prices which will displace both gas and coal. This will
particularly be the case in emerging regions such as developing Africa and South-East Asia. This will all help to

25

Half Year Investor Letter
rebalance the market and remove the large economic profits currently being witnessed at the start of this major
transition.
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Beyond IMO2020
The effects of IMO2020 have certainly been a major factor in supporting rates into the end of 2020 but other factors
have also contributed, some of which are longer dated. These will help to support current elevated freight rates beyond
2020 when the IMO2020 effect is expected to fade. One factor that this supporting higher utilisation remains the
continued growth in US oil exports to the extent that during the fourth quarter of 2019, the country for the first time since
records began in 1973, was a net exporter of oil.
Since the end of 2013, when crude export restrictions were removed, volumes have grown to 4.5 million barrels per day
on the back of the continued growth in the US shale oil production. Over the course of the past 12 months this export
volume has grown 50%. The US during 2018 was satisfied by its own oil production and has looked to export the
excess supply of light sweet crudes to overseas markets, particularly that of Asia. As can be seen, by the end of 2019,
exports hit a new daily record and the growth in crude exports continued to accelerate.

Source: Bloomberg

Looking at 2020, while we see crude production growth in the US slowing, we still expect to see a further 800 thousand
to 1 million barrels per day of additional production and this again will grow, albeit at a slower rate, in 2021. It is our
expectation that each of these additional barrels will need to find a home in export markets and the fastest growing
importer of crude remains the Chinese with the construction of their 1 million barrel of oil equivalent per day “mega
refineries”. As we have stated in the past, the growing share of US crude in export markets takes volumes away from
OPEC and the Middle East. The distance from the US Gulf Coast to China is equivalent to double that of the Middle
East Gulf Coast. So, for every 2 barrels exported by Saudi Arabia and the Middle East neighbours, the same effective
utilisation is consumed by just 1 barrel of US crude. Or to put it more simply, if the US fully displaced Middle East
volumes, then you would need to double the fleet of VLCCs in order to keep prices where they are today.
While demand for vessels is growing due to increased shipping distances, supply continues to be challenged by a
history of poor financial performance from this segment of the market. Long cycles, characterised by years of loss
making and regulatory uncertainty have meant financiers, whether in debt or equity markets, have by and large,
suffered losses, particularly in recent years.
The mini bull market in tanker rates between 2015 and 2016, coupled with the abundance of cheap and accessible
financing from banks as quantitative easing took hold globally. This led to a surge in orders for new build vessels seen
towards the end of 2017 and through to the middle of 2019 (given a 24 month lead time from order to delivery of a new
build). By 2018, an oversupply of vessels emerged despite growing consumption of crude globally and the emerging
growth in US export volumes which displaced Middle Eastern production. Recklessness spread across the industry prior
to the oversupply and it was notable that one well known Norwegian shipping company paid a 40% dividend yield and
within 6 months filed for Chapter 11.
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The result of this, and general apathy towards lending to anything associated with energy, particularly fossil fuels, has
meant that capital has been significantly withdrawn from the sector. The ability for shipping companies to obtain liquidity
is severely restricted and the cost of that capital at this stage has been substantial. This has meant new orders have
collapsed to an unprecedented low (see chart below) at the same time the average fleet age is growing which will lead
to scrapping of older vessels. Particularly with the increasing cost of fuel having a disproportionate impact on older, less
efficient vessels. This factor will continue to tighten through 2020 and 2021 given the two year lead time from ordering to
new vessel delivery.

Source: Clarksons, DNB

Our biggest focus over the coming 12 months, in terms of the investment within the crude tanker space, is on newbuild
orders as this will signal a swift exit point should it pick up materially. As we stand today, there has been no material
increase in vessel ordering which suggests that the current bull market in tankers can be sustained. However, history
would suggest that this is not the case and at some point vessel owners will be able to access capital markets again in
order to fund newbuilds particularly when you consider that a vessel today on a 5 year time charter can earn in excess
of a 20% return on the invested capital and a theoretical cost of capital that is sub-10%.
We do however acknowledge that one factor which may be holding back the ordering of a newbuild is the current IMO
directive, known as IMO2030 (as distinct from IMO2020) which aims to reduce carbon emissions from the shipping
industry by 40%. This would effectively require dual fueled vessels that run off both a low sulphur fuel oil but
predominantly from liquified natural gas (LNG). This technology cannot be retrofitted. The cost of LNG fuel is currently
prohibitively expensive to act unilaterally but also lacks the necessary fueling infrastructure at ports to supply the
vessels. For a vessel owner, if they were to order a new build VLCC that is fueled by current bunker fuel, their vessel
would potentially be obsolete by 2030. If you order today, you would receive the vessel in 2022 and that would mean
only a 7-year useful life and not enough to obtain a return on the investment. Hence there would be substantial residual
asset value risk in ordering as of today. This may be a deterrent holding back current newbuild orders.
We maintain a ~15% long position to oil tanker equities.
Geopolitical Wildcard Remains
On top of the abovementioned fundamental factors for the continued investment within the oil tanker space, another
more unpredictable driver has started to emerge that has provided further upside. The re-emergence of geopolitical
tensions between Middle Eastern Gulf Coast Countries (GCCs) has presented itself during 2019 and continued into
2020.
6 months ago, we discussed the impact of “Tanker Wars” on oil tanker markets and how this would be a positive for
rates in the short term. This began with several VLCCs being attacked by the Iranians in the Straits of Hormuz, a
channel where approximately 50% of all VLCCs will travel in the course of a year. While attacks on individual vessels
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has subsided for now, the latest escalation in Middle Eastern tensions which revolve around key oil producing nations of
Saudi Arabia, Iran, the US and now Iraq will force a reaction from consumers.
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Much in the way that attacks on tankers themselves impacted trade routes, the growing tensions between the key
protagonists, who also represent a significant proportion of global supply, mean that buyers (both traders and refiners)
will need to look to diversify their supply of crude in order to ensure consistent supply of product. This will require the redirecting of vessels away from the Middle Eastern Gulf to areas such as West Africa, North Sea and as far as Brazil and
the Gulf of Mexico. The impact of this is to increase tonne-mile and further increase utilisation which is already presently
tight.
We continue to monitor the situation in the Middle East from both the perspective of what it means for crude oil supply
and prices but also for what it means for tanker rates and utilisation. The current volatility does play into our present
investment thesis and is highlighting a tight market. If there was to be a material de-escalation in tensions in the Middle
East, it may present downside in the medium term but in the short term, buyers will continue to need to look to diversify
their sourcing of crude regardless of the situation in the Middle East for fear of running short of crude to feed the ever
growing demand for refined product.
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