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This is a marketing communication. Please refer to the prospectuses, KIDs and KlIDs for the Funds before making any
final investment decisions. Past performance does not predict future returns.

2023 saw record oil demand, but oil and gas prices decline from their Russia/Ukraine invasion highs. Here,
we would like to share our thoughts on 2023 and the outlook for 2024 and beyond.

HIGHLIGHTS

2023 IN REVIEW

2023 saw strong global oil demand growth, particularly from areas of the market still recovering from COVID (China;
aviation). Demand growth has been matched by a robust supply response, with Russia continuing to divert its oil to
the east, and Iran raising production to a four-year high. Oil prices have been fairly quiet, trading mainly around $75-
85/bl, a level which coincides with the long-term incentive price and the ‘floor’ which Saudi are seeking. Natural gas
prices have somewhat normalised after the extraordinary highs of 2022, helped by warmer weather and price-
induced switching to other fuels. Oil and gas equities underperformed the broader market in 2023, despite rising
dividends.

The dominant themes for global oil and gas markets last year were:

Recovery in oil demand, up by 2.2m b/day (+2%) vs 2022, and 1m b/day ahead of 2019, per the International Energy
Agency (IEA). Demand growth, ahead of original expectations of 1.7m b/day, was a function of normalising economic
activity in China after COVID, underestimated strength in Russian and African consumption, and a continued recovery
from the aviation sector globally. Against these factors, European demand was downgraded by 0.3m b/day, as slow
economic growth and greater energy efficiency filtered through.

Despite the upgrades to demand, OPEC+ reduced production quotas. In April, OPEC+ chose to reduce its quotas by 1.2m
b/day, effective for the rest of the year. The group's actions were supplemented by a further unliteral cut announced by
Saudi in early June of Im b/day, then additional smaller cuts announced by various OPEC+ members at the end of
November. Some of the cuts were to compensate for increases in production from other members of the group under
sanction, notably Iran. OPEC's actions appeared to be defending a Brent oil price of $80/bl+, a level which, in real terms, the
group has defended several times before over the past 20 years.

Outside OPEC+, we saw supply growth from US shale, Guyana and Brazil. For US shale oil, production likely grew by
around 0.7m b/day in 2023, assisted by small improvements in drilling productivity. We have also seen continued reliance
on wells that were previously drilled but left uncompleted (DUCs). US production slowed towards the end of the year,
thanks to a falling rig count. Brazilian supply rose 0.3m b/day, as six new FPSO (floating production storage and offloading)
vessels brought online since the start of 2022 continued to ramp up their operations.

For natural gas, prices fell from the extraordinarily high levels seen in 2022. European and Asian prices dropped to the
$10-15/mcf range, still ¢.50-100% above pricing before COVID, but welcome relief when compared to peak 2022 prices at
$40-50/mcf+. The turnaround can be explained by an unseasonably warm 2022/23 winter, particularly in Europe, which
dampened heating demand for gas, and a concerted effort to swap gas for cheaper substitutes, such as gasoil.

Falls in average oil and gas prices (spot and long-dated) versus the previous year led to energy equities underperforming
the broad market in 2023. The sector (MSCI World Energy Index) finished +2.5%, behind the broad market (MSCI World
+23.9%) in USD. The year saw outperformance from European supermajors, Chinese integrateds and offshore service
companies, whilst US large-cap integrateds and producers generally struggled.
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HIGHLIGHTS

OUTLOOK FOR 2024

After several years of COVID-related disruption, 2024 brings more normalised conditions to oil markets. Global oil
demand growth of around Tm b/day will be met by a combination of US shale, Guyana, Brazil and Canada, meaning
that OPEC production is unlikely to grow meaningfully. We believe the oil price desired by OPEC is around $80/bl,
though they will accept a higher outcome if it does not destabilise the global economy. By contrast, we see energy
equities currently reflecting a long-term oil price of around $65/bl, implying good valuation upside.

. The path for oil demand will be less affected by COVID than last year, as COVID-related distortions fade. The IEA
estimate demand growth of 1.1m b/day (to 102.8m b/day) with the non-OECD up by 1.3m b/day and the OECD down
by 0.2m b/day. China is expected to deliver the largest oil demand growth of 0.8m b/day, with India in distant second.
Even with electric vehicles approaching 20% sales penetration this year, we continue to see global oil demand
growing until around 2030, reaching a peak of somewhere between 105-110m b/day.

e  OPEC continue to signal a high degree of flexibility in 2024 to adjust their production, thereby attempting to put
a ‘soft’ floor under oil prices should the supply/demand balance falter. We believe the oil price desired by OPEC is at
around $80/bl, though they will accept a higher outcome if it does not destabilise the global economy.

3 We expect slower growth from US shale production, with average production up by around 0.4m b/day versus
2023. Improving capital efficiency continues to be promoted ahead of growth by shale oil producers. Non-OPEC (ex
US shale) supply will move moderately higher in 2024, led by Brazil, Guyana and Canada.

. For natural gas, an international price range of $10-14/mcf should be sufficient to incentivise new US and Qatari
liuefied natural gas (LNG) supply sources to come online from 2025. This would also allow Europe to displace
permanently almost all its Russian gas imports. An international gas price in the $10-14/mcfis well down on the highs
seen in 2022, but would leave the market at a c¢.50% higher price than in the few years prior to COVID and the Russian
invasion of Ukraine.

. Despite the strength of the energy sector in 2023, energy equity valuations remain attractive. The MSC| World
Energy Index now trades on a price to book ratio of 1.7x, versus the S&P500 at 4.5x. The relative P/B of energy vs the
S&P500 remains more than two standard deviations below the long-term relationship.

. Most oil and gas companies continue to promote capital discipline over organic growth, manifested in lower levels
of debt and a return of free cash to shareholders. Assuming a $80/bl Brent oil price, we forecast an average free
cashflow yield for our portfolio in 2024 of around 11%.

Energy equities offer good upside if our oil price, profitability and free cashflow scenarios play out. We believe energy
equities currently discount an oil price of around $65/bl. Adopting $80/bl Brent as a long-term oil price (consistent with
the bottom end of OPEC's desired range), we see 30-35% upside across the energy complex.

The Funds are equity funds. Investors should be willing and able to assume the risks of equity investing. The value of an
investment and the income from it can fall as well as rise as a result of market and currency movement, and you may
not get back the amount originally invested. Further details on the risk factors are included in the Funds’ documentation,
available on our website.

The Guinness Global Energy Funds invest in listed equities of companies engaged in the exploration, production and
distribution of oil, gas and other energy sources. The Funds are actively managed and use the MSCI World Energy Index
as a comparator benchmark only.
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2023 IN REVIEW

2023 saw strong global oil demand growth, particularly from areas of the market still recovering from COVID (China;
aviation). Demand growth has been matched by a robust supply response, with Russia continuing to divert its oil to
the east, and Iran raising production to a four-year high. Oil prices have been fairly quiet, trading mainly around $75-
85/bl, a level which coincides with the long-term incentive price and the ‘floor’ which Saudi are seeking. Natural gas
prices have somewhat normalised after the extraordinary highs of 2022, helped by warmer weather and price-induced
switching to other fuels. Oil and gas equities underperformed the broader market in 2023, despite rising dividends.
Here, we explore the key developments in energy markets over the period, the impact on energy equities and our
funds, and consider the outlook.

Having peaked in early summer 2022 at over $120/bl, oil prices drifted lower to $80/bl over the second half of last year as
extended COVID lockdowns in China and the resilience of Russian oil supply caused some of the worst fears around market
tightness to dissipate. Lower prices suited OPEC+, which sought a price not so high that it damaged global GDP but high
enough to satisfy the fiscal needs of its members. The outcome was broadly successful for OPEC+, with Brent averaging
$99/bl in 2022 - a level representing an oil spend of around 4% of world GDP, which is comfortable compared to recent
history. By the start of 2023, the narrative in oil markets was shifting to one of China re-opening versus expectations of
sluggish GDP, and therefore oil consumption, in North America and Europe.

The Brent oil price started the year at $80/bl and, with a slight loosening in inventories in January and February, fell towards
$70/bl. The announcement in early April of an OPEC+ quota cut resulted in a brief rebound, but for much of the early
summer, Brent continued to trade in the $70s. On the one hand, the demand story looked robust through this period, with
the |IEA posting several upgrades to its global demand forecast for 2023. Set against this, stronger-than-expected production
from Russia, Iran and the US kept a lid on price. Further production cuts from Saudi and Russia in late summer pushed the
price above $90/bl, a level that was supported through October by the threat of great supply disruption stemnming from the
Israel/Hamas conflict. Towards the end of the year, however, the Brent oil price settled back in the $70s, as the market in the
short term looked well supplied.

Brent oil price: spot vs five year forward ($/bl)
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Global oil demand in 2023 was forecasted last January by the IEA to be up 1.7m b/day versus 2022, putting demand around
1m b/day ahead of its previous peak in 2019. Today, the forecast for 2023 demand growth has been upgraded to 2.2m b/day,
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a function of normalising economic activity in China after COVID, underestimated strength in Russian and African
consumption, and a continued recovery from the aviation sector globally. Against these factors, European demand was
downgraded by 0.3m b/day, as slow economic growth and greater energy efficiency filtered through.

Global oil demand growth (m b/day)
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Source: IEA; Guinness Global Investors estimates, as of 31.12.2023

Despite the upgrades to demand, OPEC+ opted in April to reduce its production quotas by 1.2m b/day, effective for the rest
of the year. The group's actions were supplemented by a further unliteral cut announced by Saudi in early June of Im b/day,
then additional cuts announced by various OPEC+ members at the end of November. OPEC+'s actions appeared to be
defending a Brent oil price of $80/bl+, though Saudi tend not be explicit in their messaging.

How to explain the apparent disconnect, then, between rising demand forecasts and deeper OPEC+ cuts? The answer
appears to lie with stronger production from certain OPEC+ members operating under sanctions, plus some non-OPEC
suppliers. At the start of the year, Russian oil supply was expected to fall by 0.8m b/day in 2023 as G7 sanctions in relation to
the invasion of Ukraine started to bite. The reality has been quite different, with most Russian oil being diverted to Eastern
consumers, albeit under a price cap. Production from Iran has also been strong, reported for November to be running at
around 3.3m b/day, up from 2.6m b/day in January.

As expected, there has also been reasonable growth in supply from US shale oil, which looks to be up by around 0.7m b/day
since the start of the year. Production in the US has been assisted by small improvements in drilling productivity. We have
also seen continued reliance on wells that were previously drilled but left uncompleted (DUCs), which have formed a
meaningful proportion of completed wells this year.

Elsewhere in the non-OPEC world, there has been growth from Brazil (0.3m b/day), as six FPSO vessels in the Santos Basin
that started production in 2022 ramped up towards full capacity. Production from Guyana (+0.Im b/day) also moved higher.
Together, the US, Brazil and Guyana are thought to account for over 85% of non-OPEC growth in 2023.

For natural gas, the year started with prices outside the US near record highs, driven by the limiting of flows of Russian gas
into Europe after the Russian invasion of Ukraine. Europe had spent several months having to outbid other parts of the
world for marginal LNG cargoes to ensure that gas in storage was sufficient through the winter. The last 12 months have
seen a reversal, with European and Asian prices dropping to the $10-15/mcf range, still ¢.50-100% above pricing before COVID,
but welcome relief when compared to peak prices at $40-50/mcf+. The turnaround can be explained by an unseasonably
warm 2022/23 winter, particularly in Europe, which dampened heating demand for gas, and a concerted effort to swap gas
for cheaper substitutes such as gasoil. A normalising of the supply/demand balance for gas in international markets helped
to lower US natural gas prices, which dropped from $4.50/mcf in January to $2.51/mcf by the end of December.
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Global natural gas prices (US$/mcf)
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Due to the weaker oil and gas price environment versus the previous year, plus strength in other equity sectors, energy
equities underperformed in 2023. The sector (MSCI World Energy Index net return in USD) returned +2.5%, behind the broad
market (MSCI World +23.8%). The Guinness Global Energy Fund produced a total return of +2.6% (in USD).

As ever, the performance of the MSCI World Energy Index was only part of the story, with divergence between the broader
range of energy equity subsectors and geographies.

Past performance does not predict future returns.
Global energy equity subsectors: median total return in 2023
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Source: Bloomberg; Guinness Global Investors. Guinness defined subsectors.
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A quick tour of some of the main energy sub-sectors paints a picture for the overall performance of energy equities in 2023:

e Oil & gasintegrateds were mixed, with the European majors (Total, Shell and BP) outperforming their US counterparts
(Exxon and Chevron), but European mid-caps mainly underperforming. This can be attributed to the US majors giving
up some of their exceptional 2022 performance, some valuation catch-up from the European majors, plus the market
reacting positively to BP and Shell's announcements that they would slow the winddown of their oil and gas
production to 2030. The European mid-caps were generally more exposed to falling gas prices.

e Exploration and production also saw mixed results. North American oil-biased exploration and production (E&P)
companies were generally weaker, selling off in sympathy with lower oil prices, though some companies bucked this
trend thanks to becoming acquisition targets. Canadian oil sands performed better, enjoying a modest tightening of
the oil price differentials between local pricing and West Texas Intermediate (WTI) pricing. International E&Ps were
also mainly weaker, held back by their high operational leverage to international oil and gas prices.

e Oil refiners in the US and China were outperformers, but underperformers elsewhere internationally. US refiners
enjoyed elevated refining margins, driven by a structural shortage of refining capacity and sustained tightness in
distillate inventories. Chinese refiners benefited from the fall in oil prices, which widened profit margins since refined
product prices are capped.

e Midstream was an outperformer over the year. With revenues generally linked to pipeline capacity and throughput
rather than commodity prices, most midstream companies performed better than producing companies, though
underperformed the broader equity market. Pipeline companies exposed to gas generally performed better than
those exposed to oil.

e Energy services were mixed. Generally, service providers exposed to onshore US shale oil and gas markets (e.g.
onshore drillers; pressure pumpers) underperformed, with activity contracting due to a falling drilling rig count.
International services performed better, especially offshore oil and LNG-oriented companies, which enjoyed stronger
activity levels.

The Guinness Global Energy Fund in 2023 produced a total return of 2.6% (Y class, in USD).

Generally, companies in the fund that underperformed over the year were those with greatest operational leverage to
declining oil and gas prices. Two of our US shale oil-biased E&P companies (Devon Energy Corp -22% return in USD; EOG
Resources -2%) were amongst the weaker performers for this reason. Devon also saw weaker operational performance.
Amongst our US E&P holdings, Pioneer Natural Resources (+5%) bucked the trend, thanks to its proposed acquisition by
Exxon.

European mid-caps were mixed, with OMV (-4%) and Equinor (flat) having the highest leverage to falling international gas
prices. By contrast, ENI (+27%) and Galp (+15%) were outperformers.

We saw relative strength from our Canadian holdings, in particular Imperial Oil (+21%) and Canadian Natural Resources
(+23%). Canadian oil benchmarks (Western Canadian Select) started 2023 at an unusually wide discount to US benchmarks
(WTI), with the gap closing somewhat over the year as demand for heavier Canadian crude improved.

Larger European integrateds (BP +8%; Shell +21%) also outperformed, with the market warming to both companies
announcing greater focus on oil and gas production when compared to long-term plans previously announced. The
European majors also enjoyed 10-15% dividend increases, whilst maintaining very high dividend cover.

China was also a stronger area, with Petrochina shares up 57% over the period. Petrochina benefited from both the fall in oil
prices, which boosted the company’s refining profits, and the fall in natural gas prices, which improved midstream earnings
(Petrochina had been importing Russian gas at a loss).

The estimated contribution of each position in the portfolio over the period (total return in USD) can be seen in the chart
below.
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Estimated contribution by position for Global Energy Fund in 2023 (in USD)
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OUTLOOK FOR 2024

After several years of COVID-related disruption, 2024 brings more normalised conditions to oil markets. As ever,
outcomes for spot oil prices in the short term are hard to predict, but it seems that the balance between demand and
supply will be quite even. Global oil demand of around Im b/day growth will be met by a combination of US shale,
Guyana, Brazil and Canada, meaning that OPEC production is unlikely to grow meaningfully. We believe the oil price
desired by OPEC is around $80/bl, though they will accept a higher outcome if it does not destabilise the global
economy.

OIL MARKETS

After a year of strong production growth in 2023, the world’s oil supply growth likely slows in 2024, led by lower activity in
US onshore shale oil. Non-OPEC (ex US shale) will have some pockets of growth thanks to newer supply projects in Guyana
and Brazil and new pipeline infrastructure in Canada, but the roster of new projects in the longer term still looks weak given
lower (albeit increasing) levels of investment. In the face of further supply growth, OPEC+ has increased and extended quota
reductions, thereby ceding market share, to sustain prices at a reasonable level.
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Total world oil supply 2023/24E (m b/day) Selected producer oil supply change
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OPECH+ oil supply

OPECH, led by Saudi, will continue their micromanagement of the oil market in 2024, trying to defend a reasonable price via
supply discipline. The December 2023 OPEC+ meeting resulted in quota changes that we estimate will bring an actual
production decline of around 0.4-0.5m b/day. This is lower than the headline quota cut of 2m+ b/day, since it already included
the bilateral cuts implemented by Saudi and Russia in the summer of 2023, plus adjustments to some quotas where
underlying production is already underperforming. The cuts are designed to balance the market in 1Q 2024, but Saudi
energy minister Prince Abdulaziz bin Salman explained that the cuts “absolutely” can continue past the first quarter if
needed, depending upon the seasonal demand trajectory. Critical to the success of this plan are Irag, Kuwait and UAE, which
need to cut November 2023 production levels by 0.3m b/day, 0.2m b/day and 0.4m b/day respectively to be compliant.

The next full ministerial conference takes place on 1June 2024 in Vienna and may include Brazil as a member of OPEC+. If
so, Brazil would participate along the lines of Mexico, which does not take part in the group’s supply cuts. Brazil is on track
to raise output by 350k b/day this year to a record 3.5m b/day.

For 2024, the ‘call on OPEC' is 27.6m b/day, slightly lower than the 2023 level (as non-OPEC growth continues to surprise to
the upside) but in line with most recent production levels. Assuming quota compliance, we will see a fairly balanced market
in the first half of the year, followed by undersupply in the second half, leading to a significant inventory draw. This will
position the OPEC+ group to add supply back into the market, should they choose.

OPEC-10 production vs call on OPEC-10 according to the IEA (m b/day)

34 4 Call on OPEC-10:
2023 = 27.8m b/day
32 2024 = 27.6m b/day
30 -
==
1]
o -
@ 28
o r
w K
i
= 26 -
‘2 OPEC-10 Nov
g 24 4 2023 production
s = 27.6m bfday
29 | (per the IEA)
QO = oM N W W o 0o NM Y WmY >0 00 5 N MY
& Q 000000000 =Eb5s55=E5855= o 98 8 N
SRSIRSRRARRALARNRARRRARRRRRRRRERER
Source: Bloomberg, IEA; Guinness Global Investors; December 2023
January 2024 8 GUINNESS

GLOBAL INVESTORS



Guinness Global Energy

We expect continued flexibility from OPEC+, particularly Saudi, in 2024 to adjust production and put a ‘soft’ floor under oil
prices should oil demand falter. However, Saudi is producing at its lowest sustained level since 2018 and the market share
of OPEC+ (51% in 2023) is at the lowest level since the group’s inception in 2016, meaning it will likely be more challenging
for the group in 2024 than it was in 2023.

The key variables to OPEC+ production in 2024 and beyond are Russia, Venezuela and Iran.

e Despite production holding up better than expected, Russian government oil and gas revenues were down around
50% in 2023. This year, Russia can either ignore quotas and keep production as high as possible or fall into line with
OPECH+ in the hope that oil prices rise. We believe Saudi are pressuring Russia to pursue the latter course, and Russia
appear to be toeing the line. Lower revenues for Russian oil companies mean that their longer-term planned
production growth is unlikely to surface.

e Production from Iran could be affected by both foreign policy and the potential for the country to become embroiled
in the Israel/Hamas conflict. If a nuclear sanctions deal can be achieved with the US, it opens to the door to around
0.5m b/day of additional exports, but not much more, given the recovery in Iranian exports already achieved in 2023. A
major escalation of the existing conflict beyond Israel and Hamas, with Iran becoming directly involved, would have
more serious implications for the oil market. Iran is not only a material oil producer (currently just over 3m b/day) but it
could attempt to block the Straits of Hormuz (something that has happened in the past) thereby jeopardizing the flow
of around 20m b/day of crude oil, condensate and refined products that pass through each day.

e Venezuela appears to have finally stemmed a long-running production decline, with crude oil production rising for a
third straight year to reach nearly 0.8m b/day in 2023 (still down nearly 70% on the 2014 levels of nearly 2.5m b/day).
Further small gains likely come in 2024 after the US announced a six-month easing of sanctions on the oil sector
which allows the country to produce and export oil to its chosen markets without limit.

Overall, we believe that Saudi's long-term objective remains to maintain a ‘good’ oil price, as close to their fiscal breakeven
of around $80/bl as possible, without overstimulating non-OPEC supply. Allowing for inflation, the defending of $80/bl in
2024 is the same in real terms as the group’s actions in 2006-2008 when they defended a hominal price of around $60/bl.
With oil prices at more comfortable levels for the group, we would now expect government expenditures to steadily pick
up and for the ‘breakeven oil price’ metric to trend higher in the coming years.

Saudi estimated fiscal breakeven oil prices Real oil price defended by OPEC
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Source: IMF; DNB, Guinness Global Investors; December 2023. *Breakeven oil price’ is defined as the oil price needed by Saudi to balance
its fiscal budget.

Ultimately, the equation which drives OPEC+'s actions here is one of revenue maximisation. The calculation is that the
percentage drop in sold oil volumes across the group is likely to result in a greater percentage increase in oil prices, thereby
driving higher overall revenues in the short term and extending OPEC's reserve life.

For Saudi specifically, their actions at the head of the group have been designed to achieve an oil price that avoids fiscal
deficit whilst not spiking the oil price too high and over-stimulating non-OPEC supply.
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US onshore (shale) oil supply

For much of the last decade, growth in the US shale industry had been responsible for keeping global oil markets well
supplied, forcing OPEC and its allies to hold some of their production back to achieve a stable market. Latest data for October

2023 from the US Energy Information Administration (EIA) confirmed production of 10.9m b/day, surpassing the pre-COVID
peak (November 2019) of 10.5m b/day.

US onshore oil production 2013-2023 (m b/day)
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The previous cycle of production growth, between 2016 and 2019, was achieved thanks to near limitless funding from equity
and debt markets, combined with a producer mentality that favoured growth over returns. By contrast, the rebound in US
shale oil production growth since 2020 has been more modest because of lower drilling activity (due to greater capital
discipline from E&P companies, inflation and higher interest rates) and some initial signs of degrading resource quality.

Capital discipline appears to be the main driver of lower activity levels, with around 65% of compensation incentives for E&P
management teams now being driven by profitability, cash flow and operational metrics (such as cost reduction) versus

only 44% in 2014. By contrast, growth in reserves and production now represent only 6% of incentives versus 26% back in
2014.

Resource degradation remains unclear as the best inventory has increasingly been ‘drilled out’ and producers have turned
to second-tier acreage. There was conflicting data on this topic in 2023, but the signs are that efficiency and productivity
gains from recent years are likely near an end, although emerging cost deflation could act as an offsetting factor. Most

recent data for October 2023 showed oil production per new US shale oil well starting to pick back up, having reduced
steadily over the prior 18 months.

US shale E&P management incentive changes (2014- Shale oil well productivity (12mth moving average)

2022) Qil production per new well (k b/day)
Criteria 2022 2014 700
Profitability and cash flow 39.0% 22.0% 600
Operational metrics (eg cost 500
i 26.0% 22.0%
reduction) 400 4
Safety and ESG 22.0% 1.0% 300
Reserve and production
P 6.0% 26.0% 200
growth
- - 100
Strategic actions 4.0% 15.0%
0
0, [
Shareholder returns 3.0% 0.0% K \:\b © Y@ QA Y’:\ @ \:3, @ Y@ ® \39 0 J:\ o v'ﬂ' o \f'("}
Other 0.0% 4.0% I Y A AR Y S N A Y T VAN L
Total 100.0% 100.0%
Source DNB, December 2023
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Total US shale supply in 2024 will be heavily impacted by the activity and performance of the Permian Basin, which delivers
6m b/day of oil production (56% of total US onshore oil production). For context, the Permian basin has grown oil production
by 4m b/day in the last seven years and, according to Enervus, still has 80,000 geologically viable drilling locations that are
economic below $75/bl Brent oil prices. Recent drilling activity (oil rig count at 314 rigs, down 10% from the mid-2023 peak)
implies that the near-term growth outlook will be more muted, reflecting the increased capital discipline of key acreage
owners. Against this, recent M&A activity (such as ExxonMobil and Occidental buying Permian pureplay E&Ps Pioneer
Natural Resources and CrownRock) is likely to impact the outlook as more capital is made available for drilling and fracking.

Overall, we see a muted growth outlook in 2024 for US shale oil, with growth of around 0.4m b/day versus 2023. The bulk of
the industry will persist in its focus on free cashflow yields, deleveraging, increasing returns to shareholders and
consolidation. Our expectation for growth in 2024 is lower than 2023 (c.0.8m b/day) and significantly less than the annual
average from 2017-19.

Looking longer-term, US onshore oil (shale) supply likely continues to grow for the next five years with the Permian providing
the lion's share. While unlikely to impact 2024 production, a Republican victory at the end of 2024 could usher in looser
regulations on US shale oil. This would act as a catalyst for investment across the US onshore shale patch, though is unlikely
to derail the industry's focus on free cashflow over growth.

Ultimately, US supply will continue to be watched closely by OPEC. If shale oil grows at a manageable level — a level that
does not exceed (normalised) global oil demand growth — then OPEC will feel they retain control of the market.

Non-OPEC (ex US onshore) oil supply

Non-OPEC (ex US onshore) oil supply is likely to grow around 0.8m b/day in 2024, having grown by 1.4m b/day in 2023,
thereby reaching a new high of 58.1m b/day in 2024.

After a sustained period of underinvestment in the non-OPEC world (ex US shale), capital spending is starting to pick up
again, with money in particular being directed towards deepwater projects in Brazil and Guyana. This increase in investment
follows the typical 12-18 month time lag between movements in the oil price and upstream investment, but the absolute
level of investment still remains subdued.

Looking back over the last few years, the low level of capital expenditure being committed for the largest non-OPEC oail
projects around the world in 2016-21 (averaging around $35bn, compared to around $100bn in 2010-14) is likely to lead to
anaemic growth or stagnation in non-OPEC (ex US onshore) supply in the near term and for some time to come. And
considering the oil cost curve, it appears that industry inflation, higher taxes and an increasing cost of capital for
hydrocarbon projects have pushed the marginal incentive price (i.e. 75th percentile of the cost curve) to around $80/bl, up
from $70/bl a year or two ago.

Upstream oil and gas capital expenditure for the 120 largest listed oil
and gas companies (left, US$bn) versus oil price (right, $/bl)

Brent (RHS)
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Source Morgan Stanley; December 2023
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According to Goldman Sachs, seven years of low investment in oil exploration have seen the industry's reserve life for large
projects fall since 2013 by 56% to 23 years. Large projects still need to come through to replace existing oil supply that is in
natural decline.

Regionally in 2024, we expect Canada, Guyana and Brazil to be the most significant areas of non-OPEC (ex US onshore):

e Canada will continue to recover from its 2020 slump with growth coming from optimisation and debottlenecking of
operations at oil sands projects rather than new capital projects. Takeaway capacity constraints for Albertan producers
will disappear when the 590k b/day Trans Mountain Expansion Project (TMX) starts up in 2Q 2024.

e Brazil will likely grow a further 0.3m b/day to reach 3.8m b/day in 2024. The Brazilian growth journey likely continues
beyond this as a total of 10 new FPSOs (floating production storage and offloading vessels) are planned by 2028 bringing
the total to 15 new FPSOs for the 2022-2028 period (around half of the world's FPSOs put in operation over this
timeframe).

e The long-term growth trend from Guyana will also continue, potentially adding 0.2m b/day in 2024 as Payara (the third
development phase of the 11bn barrel Stabroek block) ramps to a production plateau. Three more phases are planned
over the next six years, bringing total capacity to approximately 1.2m b/day. This assumes no disruption will be caused
in coming years by the Venezuelan referendum which supported expropriating the Essequibo region (which includes
the majority of the Stabroek block) from Guyana.

Oil demand

According to recent estimates from the IEA, global oil demand for 2023 rose by around 2.2m b/day. This compares to forecast
growth at the start of last year of 1.7m b/day.

Looking into 2024, the path for oil demand will vary region by region and product group with growth normalising as COVID-
related distortions fade. The IEA estimate demand growth of 1.1m b/day with the non-OECD up by 1.3m b/day and the OECD
down by 0.2m b/day.

Despite the continued recovery in 2023, global oil demand remains below its long-term trend, with 2024 demand likely to
be around 3.5m b/day below the 106.3m b/day demand implied by the pre-COVID demand trend. OECD demand is around
1.2m b/day below trend, while non-OECD is around 2.3m b/day below. We discuss below reasons that contribute towards
this sub-trend consumption, including depressed jet fuel demand, growth in remote working, global economic weakness,
energy efficiency, and the growth of electric vehicles:

Global oil demand in 2024 running around 3.5m b/day below pre-COVID trend

Source: IEA, Morgan Stanley, December 2023

¢ Jet fuel demand for aviation remains the weakest oil product group relative to pre-COVID trends. The IEA expects 7.2m
b/day of jet fuel demand in 2024 (flat on 2023) and 0.7m b/day below 2019 levels. Pre-COVID, jet fuel demand had been
growing at a rate of around 0.2m b/day, implying that 2024 demand would have been around 1.7m b/day higher than is
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currently forecast. Longer-term, despite growth in remote working, we see good reason to expect that a large share of
this pent-up aviation demand reappears.

Growth in remote working has accelerated since COVID but its negative impact on oil demand is likely to reduce further
in 2024 to around 0.4m b/day, having been around 1.0m b/day in the depths of COVID. We expect its impact to remain
around this level longer-term.

Below trend global economic growth. The IEA's 1.1m b/day demand growth forecast is based on world GDP growth
declining to 2.6% in 2024 from an already below-trend level of 3% in 2023. Within this, China (which has accounted for
half of world oil demand growth over the last 20 years) is forecast to fall from 5% to 4.2% and the current broader
economic weakness in Europe, Russia and the Middle East leads to weaker demand estimates for 2024. Easing in
consumer inflation and therefore interest rates across developed economies would likely result in an improved GDP and
therefore a stronger oil demand growth outlook.

Electric vehicles. Given how much EVs are talked about, there is a danger of overestimating the impact of road
transport electrification on global oil demand. Cars and light trucks account for around 25% of global oil usage, with
heavy vehicles accounting for around 15%. We estimate that electric vehicles will have a cumulative impact of around
0.8m b/day on global demand in 2024 and will likely erode oil demand by ¢.0.3 m b/day each year in the next few years.

Despite these factors, 2024 oil demand of 102.8m b/day will be around 2m b/day above its previous peak in 2019. Regionally
in 2024, we see China delivering the largest oil demand growth of 0.8m b/day (taking overall demand to a new high of 17.2m
b/day) and India in a distant second place delivering just over 0.1m b/day (down from a strong 2021-2023 oil demand growth
rate of 0.3m b/day). We refer here to IEA estimates but note divergent opinions between the key forecasting agencies on

2024 oil demand; OPEC forecasts 104.4m b/day, implying demand growth of around 2.3m b/day in 2024.

World oil demand 2007-24E

OECD demand IEA IEA
North America 258 245 237 241 240 236 2472 242 246 249 251 254 254 225 243 248 250 249
Europe 156 155 147 147 143 138 136 135 138 14.0 14.4 143 143 124 132 135 124 133
Pacific 87 83 80 82 82 85 83 a1 a1 81 81 80 79 72 73 74 T4 T4
Total OECD 501 483 46.5 470 465 459 46.1 45.8 46.5 471 47.7 47.7 477 42.0 449 45.7 45.8 45.5
Chonge in OECD demond| 1.2 8 9 0.6 0.5 -0.6 0.2 -0.3 0.7 0.6 0.5 0.0 0.0 -57 29 0.8 01 -0.3

NON-OECD demand

FsuU 4.0 42 4.0 41 4.4 4.6 45 46 4.6 4.4 47 47 47 4.6 49 49 49 4.9
Europe 07 07 0.7 07 07 0.7 0.7 07 07 07 0.8 ok} 0.8 07 0.8 0.8 0.8 0.8
China 76 77 79 89 93 239 104 o8 ne 120 125 130 141 143 151 147 16.4 172
India 29 31 32 33 35 37 37 38 4.2 L4 48 5.0 51 47 4.9 53 55 56
Other Asia 6.9 6.8 71 75 76 7.6 79 80 83 88 89 2.0 9.0 83 86 88 89 91
Latin America 5.3 5.6 57 6.1 62 6.5 6.6 6.8 6.7 6.5 6.4 6.3 63 5.4 6.0 6.2 6.3 6.4
Middle East 6.4 6.7 71 7.3 7.5 73 8.0 8.4 85 2.4 83 82 88 80 2.4 89 89 9.0
Africa 33 33 34 35 35 38 38 39 42 42 L2 42 41 38 4.0 43 42 43
Total Non-OECD 371 381 391 414 4£2.7 448 45.6 474 48.8 493 50.4 511 53.0 49.8 527 538 56.0 573
Chonge innon-OECD den| 1.7 .o Lo 23 .3 21 0.8 .8 14 05 1 o7 19 -3.2 29 11 22 1.3
Total Demand 872 B86.4 855 88.4 892 207 a7 93.1 953 963 98.1 98.9 1007 918 97.6 995 101.7 1028
Change in demand 27 -0.8 -09 29 08 15 10 14 22 10 18 08 18 -89 58 19 22 11

Source: IEA, Guinness Global Investors; December 2023

Globally, we believe that oil remains a ‘good value’ commodity. Based on Brent oil price of around $80/bl in 2024, we
calculate that the world would spend around 2.8% of GDP on oil, below the 30-year average of around 3% and well below
the 3.8% seen in 2010 when oil also averaged $80/bl. We believe that oil would need to increase to around $150/bl, reflecting

5.3% of world GDP in 2024, if it were to have a noticeable negative impact on the global economy.
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The world oil ‘bill’ as a percentage of GDP
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Source: IEA, Bloomberg, Guinness Global Investors; December 2023

Looking beyond 2024, when will oil demand peak? Our assumptions for EV adoption see around 4-5m b/day of oil demand
displaced globally by 2030, growing to 13-15m b/day of oil demand displaced by 2040. However, our analysis of the other
demand sources (for example aviation and the continued expansion of the petrochemical industry) implies continued
growth in demand. Taken together, the most likely scenario for peak oil demand would be sometime around 2030, reaching
a peak of somewhere between 105-110m b/day with Asia Pacific providing around 90% of the total growth. And despite rapid
EV adoption around the world in the 2030s, oil will continue to be consumed at significant volume well beyond the 2030
peak. We expect oil demand in 2040 at 95-100m b/day, consistent with demand in the late 2010s.

World oil demand 1990 - 2040E versus oil demand pre-EVs
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Source: BP Statistical Review for historic data, Guinness Global Investors estimates; December 2023
Oil inventories and conclusions

At October 2023, OECD oil and oil product inventories stood at an estimated 2.8bn barrels, around 44m barrels higher than
October 2022 and around 9m barrels below the 10-year pre-COVID average.

The evolution of inventories in 2024 will be dynamic, depending on price, OPEC compliance, non-OPEC growth, strategic
petroleum reserve movements, corporate behaviour and macro-economic factors. Our base case for 2024, making
assumptions for the key sensitivities discussed in this report, is that the world oil market will by kept roughly in balance by
OPEC, but with a greater prospect of market looseness in TH 2024 followed by tighter conditions in 2H 2024.
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OECD oil and oil product inventories
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Source: IEA, Guinness Global Investors; to 31.10.2023

Overall we believe that Saudi will continue to pursue its long-term objective of maintaining a ‘good’ oil price, as close to their
fiscal breakeven of around $80/bl as possible. We model a Brent oil price of $80/bl for 2024 since this represents a world oil
bill of around 2.8% of 2024 global GDP, comfortably below the average of the 1970 — 2015 period (3.4%). Lower non-OPEC
supply growth in 2024 suggests that Saudi should be able to keep control of the market, but this will be more difficult than
it was in 2023.

Beyond 2024, we feel that $80/bl is a sensible Brent oil price: one that allows world oil demand to continue to grow,
incentivises an acceptable amount of non-OPEC and US onshore (shale) oil growth, and largely satisfies core OPEC
budgetary requirements.

NATURAL GAS MARKETS

US natural gas
The outlook for natural gas in the US in 2024 is likely to be defined by various factors:

e A more muted underlying gas demand growth of 0.5 Bcf/day versus average growth of nearly 4 Bcf/day between 2021
and 2023. This is due to weaker power generation demand (-2.2 Bcf/day) offset by higher residential/commercial and
industrial demand. Higher residential/commercial and industrial demand reflects overall strength in the US economy.

e LNG exports rising to 13.7 Bcf/day for 2024 (+0.7 Bcf/day vs 2023) with the growth driven mostly by higher utilisation of
Freeport LNG in 2024 (relative to 2023 when the facility was still returning to operation after an explosion) and to a lesser
extent by the start of Venture Global's Plaguemines Phase 1 LNG terminal towards the end of 2024.

e Lower supply growth from onshore properties as weaker natural gas prices have brought a lower rig count (down 25%
to 120 rigs during 2023) and lower investment. A 10% reduction in rig count in the Permian also has a knock-on effect of
reducing associated gas supply in 2024, while Haynesville production in 2024 may be down versus 2023. Growth in US
onshore gas production of less than 1 Bcf/day in 2024 is in marked contrast to the average growth of over 3.3 Bcf/day
achieved in the period 2018-2022.

Overall, at this stage of the year, we foresee a slightly undersupplied natural gas market although we note that US natural
gas prices are dynamic and that activity can change rapidly depending on the demand trajectory and underlying weather
patterns.
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US natural gas demand model (2012 - 2024E)

US natural gas demand:

Residential/commercial 192 24 234 214 205 209 234 235 2S5 215 233 218 26
Power generation 249 223 23 265 273 253 220 308 37 3098 331 34.0 38
Industrial 197 203 209 206 211 216 230 221 23 25 230 231 237
Pipeline exports (Mexico) 1.8 19 19 27 38 4.0 46 S 54 59 57 6.0 65
LNG exports - - - 0.1 1.0 26 28 4.8 6.4 9.7 ne 13.0 137
Pipeline/plant/other 6.1 6.7 6.3 6.5 6.4 65 7.0 7.8 7.7 7.8 88 9.0 9.1
Total demand 77 736 748 778 801 809 898 952 950 983 1057 1069 1074
Demand growth 3.1 19 12 3.0 23 08 89 54 - 02 33 74 12 05

US natural gas supply:

US {onshore & offshore) 657 663 709 742 734 736 843 914 o1l 918 973 1002 101.7
Netimports (Canada} 54 S.0 49 49 55 58 54 47 4.4 Si 56 52 52
LNG imports & other 08 0.6 05 05 0.4 03 0.1 0.1 - - [oR}

Total supply mne mnse 763 79.6 793 797 898 962 955 969 103.0 1063 1069
Supply growth 24 - 4.4 33 - 03 0.4 101 64 - 07 14 61 31 o8
(Supply)/demand balance - 02 17 - 15 - 18 0.8 12 - = 10 - 05 14 27 0.8 05

Source: EIA, Bloomberg, Goldman Sachs, Morgan Stanley, Guinness Global Investors estimates; December 2023

Beyond 2024, we expect to see a material increase in US LNG export capacity as higher international gas prices incentivise
new LNG export investment. Proposed projects imply capacity growth of around 6-7 Bcf/day by the end of 2025 and a further
5-6 Bcf/day in 2026-2028, bringing total export capacity to around 25 Bcf/day by 2028 (versus LNG exports of 13 Bcf/day in
2023).

As mentioned above, Venture Global's Plaguemines Phase 1 (1.6 Bcf/day) represents the most meaningful addition (in 2H
2024) although it is not expected to have a significant impact on overall LNG exports in the year. Cheniere's Corpus Christi
Il is also due to commission before the end of the year and it too will not have commercial operations before 2025. Two
additional new projects (Golden Pass with 2.4 Bcf/day and Plaguemines Phase 2 with 1.6 Bcf/day) will also enter service in
2025. Beyond that, the Rio Grande, Port Arthur, and Freeport Phase 2 Expansion schemes take overall LNG export capacity
to around 25 Bcf/day by 2028, representing around 30% of current non-LNG US natural gas demand.

US LNG export capacity (Bcf/day)
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The US natural gas price since 2010 has mainly fluctuated between $2 and $4/mcf. The extremes of this range have tended
to coincide with warm and cold winters, and any sustained recovery over $3.50/mcf has generally been muted by strength
in gas supply. With inflationary pressures, we estimate that new onshore supply has an incentive price of around $3.50/mcf.
Assuming normal weather in 2024, we expect a Henry Hub price at around this level.

International natural gas

Understanding the supply and demand dynamics of the global LNG market, which currently represents around 53 Bcf/day
(or 403 mtpa) or roughly 13% of the global gas market, helps us to understand the outlook for international gas prices.

On the supply side, given the lead times in construction of new LNG facilities, we have good visibility on incremental
liguefaction capacity. Over the next couple of years, LNG supply additions will be low (1-2% growth) until we start to see the
ramp up of the next phase of Qatar LNG and the new US LNG facilities from 2025, adding over 90 mtpa of new supply.
Indicative economics suggest these new LNG export projects will deliver LNG into European markets for between $10-14/mcf
(compared to historical European natural gas prices of around $6-9/mcf pre-invasion). Current European and Asian natural
gas prices are likely to be high enough to incentivise more capacity beyond this and we note a further 72 mtpa of LNG export
projects are planning for development approval before the end of 2024. According to Morgan Stanley, global LNG capacity
should be around 600mtpa by 2028.

Global liquefaction capacity installed by year (mtpa)
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Source: Morgan Stanley, December 2023

On the demand side, we consider Chinese and European LNG demand as being the two key non-weather related factors
for 2024

e China imported 79mtpa of LNG in 2021 but only 63mtpa in 2022 as a result of COVID lockdowns and higher global LNG
prices. Despite the Chinese economy re-opening, LNG demand is expected to register only a small increase in 2023 (up
an estimated 8 mtpa) as China has ceded market share to Europe and turned instead to coal for electricity generation.
Existing LNG import capacity is sufficient to allow LNG to grow in 2024 to new highs, which we expect to see.

e Europe saw an estimated 20% reduction in natural gas demand in 2023 versus 2021, in response to high prices and sharp
declines in Russian pipeline imports (which used to represent 45% of the supply mix). Digging into the demand
reduction in 2023, we find that around half came from reduced heating while a third came from lower industrial
demand, caused by higher gas prices. The reduction in heating demand was due to benign weather (2022 and 2023
have been particularly warm years) and there is scope for this to revert in a “normalised” 2023/2024 winter scenario
(adding 12mtpa to LNG demand) or as much as 25mtpa in the event of a cold and windless winter. Around half of the
reduction in industrial demand came from “production curtailment” - disproportionately from the ammonia and
fertiliser sectors — and we think that these activities require a gas price of lower than $9/mcf to restart production. With
European LNG prices still around $12/mcf, we expect minimal additional LNG demand rebound from industrial activities
in 2024.
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Europe has little opportunity to increase domestic gas production, so any recovery in demand will be met with higher LNG
imports. European LNG import capacity is growing rapidly and is likely to reach 112 bcm a year by the of 2024 and 121 bcm in
2025 versus 57 bcm in 2022.

Natural gas inventory levels are critical indicators of the health of individual regional gas markets. A concerted effort to
access additional gas to replace Russian volumes has allowed Europe to enter winter 2023/2024 with natural gas inventories
essentially 100% full, although this has required prices to be around double the pre-COVID levels.

European natural gas inventories (% utilisation)
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Putting it all together, we are left with the conclusion that the LNG market is going to be quite finely balanced over the next
couple of years. In the event of moderate Chinese LNG demand and a “normal” European winter, LNG supply and demand
appear to be roughly in balance, and global LNG prices appear to be fairly priced at around $12/mcf. However, stronger Asian
demand (including South Korea and Japan as well as China) or a colder-than-expected European winter could easily see
LNG in tight supply and cause international gas prices to spike this winter, although it is unlikely that they revert to the $40-
$50 levels seen in winter 2022/2023.

Looking further ahead, we see international gas prices settling in a $10-14/mcf range. This price range should be sufficient
to incentivise new US and Qatari LNG supply sources to come online from 2025. It would also allow Europe to displace
permanently almost all its Russian gas imports. An international gas price in the $10-14/mcf is well down on the highs seen
in 2022, but would leave the market at a ¢.50% higher price point than in the few years prior to COVID and the Russian
invasion of Ukraine.

ENERGY EQUITIES

Falls in oil and natural gas prices, combined with a normalised refining environment, resulted in weaker relative returns for
energy equities in 2023. The sector (MSCI World Energy Index) finished +2.5% in USD, well behind the broad market (MSCI
World +23.9% in USD). The relative valuation of energy improved over the year and still appears attractive relative to the
return on capital employed from the sector that we expect in coming years.

Moves in energy equities last year lifted the price-to-book (P/B) ratio for the energy sector at the end of December 2023 to
around 1.7x, versus the S&P 500 trading at 4.5x. On a relative P/B basis versus the S&P500, therefore, the valuation of energy
equities now sits at around 0.38x (down from 0.51x at the end of 2022), and still more than two standard deviations below
the long-term relationship.
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P/B of energy sector versus S&P 500
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Source: Bernstein Bloomberg Guinness Global Investors;, December 2023

We keep a close eye on the relationship between the P/B ratio for the energy sector and return on capital employed (ROCE).
Historically the two measures are closely correlated, a topic we return to later in this section.

Continued importance of free cashflow in the sector

The capital allocation framework for oil & gas companies structurally changed in 2020, shifting emphasis from production
growth to free cashflow and shareholder returns. Conditions in 2023 delivered robust levels of free cash, though dampened
a little by energy service cost inflation. Companies providing preliminary 2024 outlooks have generally messaged a
continued focus on returns over growth. We see this bringing higher free cashflows this year (even assuming flat oil & gas
prices), driven by the tailwinds of efficiency improvements and service cost deflation. Across oil-weighted energy companies
in North America, for example, we saw average free cashflow yields in 2023 of 10%. Assuming the oil price in 2024 averages
the same as 2023, FCF yields are expected to rise to around 13%.

Oil-weighted FCF yield (2020-2023E)
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For integrated oil & gas companies, one of the consequences of high free cashflow is strong dividend cover. Generally, we
observe that periods of high dividend coverage in the energy sector coincide with outperformance versus broader equities.
We saw this play out for much of the early to mid 2000s, when dividend coverage of 150%+ provided companies with the
latitude to raise dividends consistently. By contrast, much of the relative bear market for energy equities post the financial
crisis (i.e. the 2010s) coincided with dividend coverage at or below 100%, meaning dividends were only just covered or being
paid for via the balance sheet. Since 2021, we have returned to a period of high dividend coverage, and assuming at least
$75/bl Brent oil from 2024 onwards, we see coverage remaining at 200% or better. In these circumstances, we see good
scope for continued dividend increases.

US & European integrateds: free cashflow coverage of dividends (%)
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Return of M&A

Large scale M&A returned to the oil & gas industry in 2023 with the announcement of several major deals. Most notably,
Exxon announced the $60bn acquisition of Pioneer Natural Resources, followed soon after by Chevron announcing that it
was buying Hess Corporation for $53bn. Both transactions, should they complete, will be the largest in the industry since
Royal Dutch Shell acquired British rival BG Group in a $70bn deal in 2015. Globally, around $200bn worth of acquisition and
merger deals have been announced in the oil & gas sector this year, the highest yearly total since 2014.
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Energy sector M&A transaction value and deal count (2015-23)
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The Exxon/Pioneer deal is most relevant for our portfolio, with both companies owned. For Exxon, the deal represents a
doubling-down for the company in shale oil production, in particular in the Permian Basin in Texas. The Permian is already
a key pillar of Exxon's upstream growth strategy (current production of around 0.6m boe/day, growing to 1m boe/day by
2027). The combined Exxon/Pioneer entity would produce around 1.3m boe/day today, with plans to grow to around 2m
boe/day in 2027. At that point, the Permian would account for over one-third of Exxon'’s total oil & gas production.

Largest listed oil & gas producers: current oil & gas production (boe/day)
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The price being paid by Exxon for Pioneer ($253/share) implies a long-term oil price in the mid to high $70s/bl. Exxon are
looking to achieve annual synergies of $2bn over the next decade, which would reduce the implied oil price towards $70/bl.
Nevertheless, we find it encouraging that acquisitions are being sought at an implied oil price well above the $65/bl which
we think is currently being discounted in our global energy portfolio.

More broadly, we think it is likely that consolidation in the US E&P sector continues (it appears that several public/public and
public/private deals are currently being contemplated). And as ever, it will be those transactions that have clear strategic
rationale, accretion to financial metrics and enhancement to inventory that are well received. US E&P sector consolidation
is unlikely, though, to involve European majors, which appear set on a path that does not involve major expansion in US
shale oil fields.
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Energy transition among the oil & gas large-caps

The large integrated oil and gas companies historically have shown an ability and willingness to adapt to energy transitions.
The latest transition is no different, with an acceleration of investments in and targets linked to low-carbon activities. The
shift is far more marked for the EU large oil groups, with Exxon, Chevron and ConocoPhillips in the US lagging.

The route to lower carbon intensity for these companies is taking many forms, but the key transition activities are likely to
be:

e Significant expansion of low-carbon electricity divisions. This is likely to be a combination of renewable power
capacity (solar; onshore & offshore wind) and growing retail energy and trading capabilities.

e Expansion in petrochemicals. The petrochemicals industry is relevant to the net zero route in that it forms a non-
combustion market for hydrocarbons.

e Scaling up in biofuels. This will be a combination of renewable natural gas and renewable liquids, with various end
markets particularly in power and transportation.

e Carbon sequestration. As carbon capture activities ramp up, these should achieve better economies of scale.

¢ Green hydrogen. Cleaner hydrogen is emerging as a key technology to decarbonise at the higher end of the cost curve,
especially in power and gas-intensive industrial processes.

The pace and ambition of large-cap oil companies in their pursuit of renewable generation capacity varies considerably. By
2025, for example, it looks likely that Total and Repsol will be spending over 40% of their capital budgets on activities that
will be deemed ‘green’ under EU taxonomy, whilst Shell and ENI will still be around 20%.

European big oils: EU taxonomy ‘green’ capex as a % of total capex
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Amongst the European large-caps, it was notable in the middle of 2023 that both Shell and BP announced a slowing of their
wind-down of oil & gas production. For Shell, the company maintained its target of spending $10-15bn over three years on
low-carbon energy technology, representing around 20% of total group spending. However, spending on oil & gas
production was raised to $40bn over the same period, with an ambition to maintain production at current levels until 2030,
which contrasts with previous commmitments to allow oil & gas output to fall. Meanwhile BP rowed back on its 2020 pledge
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to reduce its oil & gas production by 40% by 2030, with the company now anticipating a 25% reduction. Nonetheless, BP is
still expected to have nearly 30% of its CAPEX in 2025 deemed ‘green’ under EU taxonomy.

In the US, Exxon and Chevron have closer to 10% of capital spending in 2025 that is being directed towards low-carbon
energy solutions. Exxon is pursuing opportunities in lithium, hydrogen, biofuels, and carbon capture and storage. Lithium is
a relatively new addition to this list, with the company developing lithium deposits in Arkansas, and first production is
expected in 2027. By 2030, Exxon states the ambition to produce enough lithium to supply the manufacturing needs of
around Tm EVs per year. Exxon expects a further 10% of its capital spending to be on reducing emissions in its existing
facilities, to support the company’'s 2030 greenhouse gas emission reduction plans. Chevron’s New Energies business
focuses instead on renewable fuels. Renewable fuel volumes are expected to treble by 2025, with the ambition of producing
100k b/day of renewable diesel and sustainable aviation fuel by 2030 (supported by its recent acquisition of Renewable
Energy Group). The company is also investing in two of the world's largest carbon dioxide injection projects: the Quest CCS
project in the Canadian oil sands and the Gorgon Project in Australia.

For all the interest around big oils and their potential transition to renewable and other low-carbon technologies, we must
recognise that it will be a long journey. Even with the scale of Total's plans, for example, we estimate that only around 20-
25% of the company's enterprise value in 2030 will be represented by its low-carbon business. That said, the value of low-
carbon businesses for some of Europe’s smaller integrateds is already meaningful. Over 20% of Repsol’s enterprise value is
already estimated to be in low-carbon businesses, for example, something we think the market gives little credit for.
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PORTFOLIO

Looking ahead, we make the following observations for the Guinness Global Energy portfolio:

e ROCE for the Guinness Global Energy portfolio in 2022 (with Brent oil averaging $99/bl) was around 17%, well above mid-
cycle ROCE which we peg at around 10%. With the Brent oil price averaging around $80/bl in 2023, we see ROCE at just
over 12%, a level that we expect to be maintained in 2024 and 2025:

Return on Average Capital Employed (ROCE) for Guinness Global Energy portfolio
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Source: Guinness Global Investors; December 2023

The stock market has historically valued energy companies based on their sustainable levels of profitability (generally a
combination of both ROCE and FCF Return) whether it is delivered by self-help improvements or via increases in the long-
term oil price.

Current valuation implies that the ROCE of our companies will stay at about 5-6%. If ROCE remains at around 12% and the
market were to pay for it sustainably, it would imply an increase in the equity valuation of around 35-40%.
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ROCE vs P/B multiple for Guinness global energy portfolio
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To put this another way, we are often asked what oil price is implied in the portfolio, as a barometer of the expectation priced
into the equiities. At the end of December, we estimate that the valuation of our portfolio of energy equities reflected a long-
term Brent/WTI oil price of around $65/bl combined with a normalisation of global refining margins. If the market were to
price in a long-term oil price of $75/bl, it would imply around 30% upside, while there would be around 60% upside at a long-
term oil price of $85/bl Brent:

Upside/downside for Guinness Global Energy portfolio (1-year view)
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Source: Guinness Global Investors; December 2023

We wrote earlier about the emergence of significantly stronger free cashflows in the sector, thanks to better commodity
prices and greater capital discipline. Translating these thoughts to our portfolio, we see high free cashflow yields across most
subsectors of the portfolio, and particularly for companies with upstream operations:
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Guinness Global Energy portfolio: estimated FCF yield in 2023 (%) based on $80/bl Brent
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Key themes in the Guinness Global Energy portfolio

Theme

Example holdings

Weighting (%)

1 Higher quality large cap oil & gas conocoPhilips SUNCbR 29.8%
Chevron bp
2 Oil & gas majors = @ 25.4%
3 North American shal PIONEER — 18.8%
o merican shale exposure R é i n b
ising i i i i Baker S
5 Rising international oil & gas spending Schiumberger Hughes 10.0%
4  Refining-focused u ! @ 8.8%
VALERO 0
s
6 Undervalued international natural gas g A 5.6%
potrocine equinor
7  Other (incl cash) 1.6%
Source: Bloomberg, Guinness Global Investors. Portfolio data as of 31.12.2023.
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Specialist global energy sector equity funds have historically provided the best exposure to an improving energy market.
Finally, we are pleased to note that the Guinness Global Energy strategy has outperformed the other potential energy

investment ‘routes’ since inception in December 1998 (based on a performance simulation explained overleaf).

Total return (annualised), in USD, Dec 1998 to end Dec 2023

Past performance does not predict future returns.
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Source: Bloomberg, Guinness Global Investors. *Simulated past performance prior to 31.3.08. Please see overleaf for methodology.

Will Riley & Jonathan Waghorn
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PERFORMANCE

Past performance does not predict future returns.

Guinness Global Energy Fund
Performance (in USD) as at 31.12.2023

3 years 5 years Launch of strategy* ann.
Cumulative returns YTD 1year ann. ann. (31.12.98)
Guinness Global Energy Fund 2.6% 2.6% 252% 7.0% 8.2%
MSCI World Energy NR Index 2.5% 2.5% 28.0% 9.9% 6.3%
Calendar year returns 2023 2022 2021 2020 2019 2018 2017
Guinness Global Energy Fund 2.6% 32.4% 44.5% -34.7% 9.8% -19.7% -1.3%
MSCI World Energy NR Index 2.5% 46.0% 40.1% -31.5% 1M.4% -15.8% 5.0%
2016 2015 2014 2013 2012 201 2010
Guinness Global Energy Fund 27.9% -27.6% -19.1% 24.4% 3.0% -13.7% 15.3%
MSCI World Energy NR Index 26.6% -22.8% -11.6% 18.1% 1.9% 0.2% 11.9%
2009 2008* 2007* 2006* 2005* 2004* 2003*
Guinness Global Energy Fund 61.8% -48.2% 37.9% 10.0% 62.3% 41.0% 32.3%
MSCI World Energy NR Index 26.2% -38.1% 29.8% 17.9% 28.7% 28.1% 25.9%
2002* 2001* 2000* 1999*
Guinness Global Energy Fund 6.7% -41% 39.6% 22.5%
MSCI World Energy NR Index -6.4% -7.2% 6.0% 22.0%

Source: FE fundinfo, Guinness Global Investors and Bloomberg, bid to bid, gross income reinvested, in
US dollars. Fund launched 31.03.2008.

Calculation by Guinness Global Investors, *Simulated past performance prior to 31.03.2008. The Guinness
Global Energy investment team has been running global energy funds in accordance with the same
methodology continuously since December 1998. These returns are calculated using a composite of the
Investec GSF Global Energy Fund class A to 29.2.08 (managed by the Guinness team until this date); the
Guinness Atkinson Global Energy Fund (sister US mutual fund) from 1.32.08 to 31.3.08 (launch date of this
Fund), the Guinness Global Energy Fund class A (1.49% OCF) from launch to 02.09.08, and class Y (0.99%
OCF) thereafter. Returns for share classes with a different OCF will vary accordingly.

Investors should note that fees and expenses are charged to the capital of the Fund. This reduces the
return on your investment by an amount equivalent to the Ongoing Charges Figure (OCF). The fund
performance shown has been reduced by the current OCF of 0.99% per annum. Returns for share classes
with different OCFs will vary accordingly. Performance returns do not reflect any initial charge; any such
charge will also reduce the return.

Past performance does not predict future returns.
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WS Guinness Global Energy Fund
Performance (in GBP) as at 31.12.2023

Cumulative returns YTD
WS Guinness Global Energy Fund -3.2%
MSCI World Energy NR Index -3.3%
Calendar year returns 2023
WS Guinness Global Energy Fund -32%
MSCI World Energy NR Index -3.3%

2016
WS Guinness Global Energy Fund 65.2%
MSCI World Energy NR Index 51.0%

1year
-32%
-3.3%

2022
49.9%
64.4%

2015
-29.6%
-18.3%

3 years

ann.
281%
31.0%

2021
45.7%
41.4%

2013
-26.6%

-6.1%

5 years

ann.
7.0%
9.9%

2020
-35.7%
-33.6%

2012

-4.7%

15.9%

2019
12.6%
7.2%

2018
-6.3%
-10.6%

Source: FE fundinfo, bid to bid, gross income reinvested, in GBP. Fund launched 21.04.2017].

2017
-7.2%
-4.1%

Investors should note that fees and expenses are charged to the capital of the Fund. This reduces the
return on your investment by an amount equivalent to the Ongoing Charges Figure (OCF). The fund
performance shown has been reduced by the current OCF of 0.96% per annum. Returns for share classes
with different OCFs will vary accordingly. Performance returns do not reflect any initial charge; any such

charge will also reduce the return.

January 2024

29

GUINNESS

GLOBAL INVESTORS



Guinness Global Energy

IMPORTANT INFORMATION

Issued by Guinness Global Investors which is a trading
name of Guinness Asset Management Limited which is
authorised and regulated by the Financial Conduct
Authority.

This report is primarily designed to inform you about the
Guinness Global Energy Fund and the WS Guinness
Global Energy Fund. It may provide information about
the Funds' portfolios, including recent activity and
performance. It contains facts relating to the equity
markets and our own interpretation. Any investment
decision should take account of the subjectivity of the
comments contained in the report.

This document is provided for information only and all
the information contained in it is believed to be reliable
but may be inaccurate or incomplete; any opinions
stated are honestly held at the time of writing but are not
guaranteed. The contents of the document should not
therefore be relied upon. It should not be taken as a
recommendation to make an investment in the Funds or
to buy or sell individual securities, nor does it constitute
an offer for sale. OCFs for all share classes are available at
Wwww.guinnessgi.com.

GUINNESS GLOBAL ENERGY FUND

Documentation

The documentation needed to make an investment,
including the Prospectus, the Key Investor Information
Document (KIID), Key Information Document (KID) and
the Application Form, is available in English from
www.guinnessgi.com or free of charge from the
Manager: Waystone Management Company (IE) Limited,
35 Shelbourne Rd, Ballsbridge, Dublin, DO4 A4EOQ Ireland,
or the Promoter and Investment Manager: Guinness
Asset Management Ltd, 18 Smith Square, London SW1P
3HZ.

Waystone |E is a company incorporated under the laws
of Ireland having its registered office at 35 Shelbourne Rd,
Ballsbridge, Dublin, D04 A4EQ Ireland, which is
authorised by the Central Bank of Ireland, has appointed
Guinness Asset Management Ltd as Investment
Manager to this fund, and as Manager has the right to
terminate the arrangements made for the marketing of
funds in accordance with the UCITS Directive.

Investor Rights
A summary of investor rights in English is available here:
https://www.waystone.com/waystone-policies/

Residency

In countries where the Fund is not registered for sale or
in any other circumstances where its distribution is not
authorised or is unlawful, the Fund should not be
distributed to resident Retail Clients. NOTE: THIS
INVESTMENT IS NOT FOR SALE TO U.S. PERSONS.

Structure & regulation

The Fund is a sub-fund of Guinness Asset Management
Funds PLC (the “Company”), an open-ended umbrella-
type investment company, incorporated in Ireland and
authorised and supervised by the Central Bank of Ireland,
which operates under EU legislation. If you are in any
doubt about the suitability of investing in this Fund,
please consult your investment or other professional
adviser.

Switzerland

This is an advertising document. The prospectus and KID
for Switzerland, the articles of association, and the annual
and semi-annual reports can be obtained free of charge
from the representative in Switzerland, Carnegie Fund
Services S.A, 1, rue du Général-Dufour, 1204 Geneva,
Switzerland, Tel. +41 22 705 11 77, www.carnegie-fund-
services.ch. The paying agent is Banque Cantonale de
Geneéve, 17 Quai de I'lle, 1204 Geneva, Switzerland.

Singapore

The Fund is not authorised or recognised by the
Monetary Authority of Singapore (“MAS”) and shares are
not allowed to be offered to the retail public. The Fund is
registered with the MAS as a Restricted Foreign Scheme.
Shares of the Fund may only be offered to institutional
and accredited investors (as defined in the Securities and
Futures Act (Cap.289)) (‘'SFA’) and this material is limited
to the investors in those categories.

WS GUINNESS GLOBAL ENERGY FUND

Documentation

The documentation needed to make an investment,
including the Prospectus, the Key Investor Information
Document (KIID) and the Application Form, is available in
English from www.waystone.com/our-funds/waystone-
fund-services-uk-limited/ or free of charge from
Waystone Fund Services (UK) Limited, 64 St James's
Street, Nottingham, NG1 6FJ.

General enquiries: 0115 988 8200.

Dealing Line: 0115 988 8285.

E-Mail: clientservices@waystonefs.co.uk

Waystone Fund Services (UK) Limited is authorised and
regulated by the Financial Conduct Authority.

Residency

In countries where the Fund is not registered for sale or
in any other circumstances where its distribution is not
authorised or is unlawful, the Fund should not be
distributed to resident Retail Clients.

Structure & regulation
The Fund is an Authorised Unit Trust authorised by the
Financial Conduct Authority.

Telephone calls will be recorded and monitored.
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