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Overview of our funds

Table 1: Net Asset Value - Net assets under management of our funds

Annualized
AUM

(in mio)

July 31, 2022 return
(s.i.)

LTIF Classic [EUR] 56246 -13% 153% 8.5% 82

LTIF Natural Resources [EUR] 135.62 -5.8% 26.1% 1.4% 72

Source: SIA Group

Chronicle of a recession foretold

The LTIF Classic (+15% ytd.to mid-August) and LTIF Natural Re-
sources (+14% ytd.) continued to perform relatively well in a year in
which recession is possibly the most repeated word in financial cir-
cles. Samuelson's famous phrase "economists have predicted 9 out
of the last 5 recessions" is once again relevant at a time of strong ge-
opolitical tensions at a global level.

At SIA, we study, analyze, and even dare to predict the behavior of
the world's largest economies’ main economic magnitudes. Although
we consider ourselves stock-pickers, we do this work to better un-
derstand the economy’s macro and micro contexts, to avoid risks,
and to take advantage of opportunities, although these are not the
basis of our investments.

Our macro estimates (this time aligned with consensus) suggest that
we are heading toward an economic slowdown that we should start
feeling from the third quarter of 2022 onward, but whether this will
end in a recession we do not yet know.

Whatever the case, this is of little concern to us, as our investments
are of excellent quality and our two funds, LTIF Classic and Natural
Resources, will bridge any recession without suffering permanent
losses. In the meantime, the markets have corrected quite a bit and
we have started reinforcing some positions at interesting prices...
should they keep falling, we will continue to buy at then bargain
prices. Let us repeat the famous Warren Buffett quote that he
“looks forward to recessions, because that is when Berkshire usu-
ally makes its best investments.” We will try keep up.
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In a nutshell, there are 3 main problems in the global economy: 1) high inflation, which is diminishing
many households’ purchasing power and therefore harming consumption and private investment. 2)
The Chinese economy, which is only recovering slowly due to the government’s zero Covid policy and
the real estate cycle. 3) The energy, oil, and gas prices... and generally, all fossil fuel prices, which are
the result of a decade of under-investment (aggravated by the Russian invasion of Ukraine) which are
also damaging the purchasing power of households, and the costs/spending of most corporates, spread-
ing through the whole economy..

Inflation and interest rates to normalize within a few quarters
We are approaching the expected inflation peak, which, due to energy prices’ comparative effect and
their impact on many other products, will probably occur in 2H2022.

The U.S. inflationary problem is more on the demand side, which will gradually soften after rate hikes
and automatic stabilizers (e.g., the dollar and energy). On the European side, the problem is more on
the supply side, due to the Russian gas cuts, energy prices in general, and supply chain/logistic bottle-
necks.

The market has a very clear view on what is coming: it expects high inflation for longer and an eco-
nomic recession, although the two are mutually exclusive. If there is a recession, there cannot be high
inflation. We suspect that the current animal spirits are biased toward pessimism.

We believe that inflation will moderate in the next few quarters to normalize by the end of 2023 due to:
1) the stabilization of energy prices (at high levels);
2) the ongoing improvement of supply chains, which has started by mid-year
3) high food prices will encourage more planting and harvesting in 2023 (i.e., a short agricul-
tural cycle)
4) more stable fertilizer prices (at high levels also)
5) Europe not having a labor inflation problem like the US; and
6) the impact of interest rates and lower growth on demand.

To sum up, we think inflation will soon start moderating and that it will stabilize at 2-4% globally,
which will probably occur in 2023-2024.
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China starts to take off

The Chinese economic cycle is getting closer to an upturn, although the Covid-19 lockdowns have de-
layed this. M1 is growing at double digits (+10-11% in June) and a multitude of economic policies are in
place to engineer a recovery. It is true that Covid-derived lockdowns still occur, and that the real estate
cycle will require time and public support to recover, all of which mean that the Chinese recovery will
require patience.

It is hard to truly understand the Chinese real estate cycle due to the country’s vastness, the difficulty of
calculating real affordability, and the authorities” multiple interventions to help accelerate or cool the
cycle down. However, over the last decades we have learned that the government has been able to
control the cycle almost perfectly, the only exception perhaps being the too high prices in TIER1 cities.

The low inventory of homes for sale in China is most reassuring since this is conducive to the sector’s
faster recovery. Although there are developers with debt issues and completion/delivery delays, all that
is needed for the sector to stabilize in the absence of inventories (and the entire chain of financing and
suppliers/funding linked to them) is public support and a certain recovery of demand.

We tend to think that China could have a crisis like that of the US or Spain in 2008 (GFC), but these crises
are not comparable. There is no bubble in volumes, nor in inventories, or in conditions and/or financial
institutions... prices are high (as they are also in Switzerland) and demand is weak while waiting for bet-
ter times. We believe China can manage its problems, with the risk being a delayed recovery rather
than a 2008-style collapse.

China GDP growth profile, with CS estimates China PMis are turning up
65 China Manufacturing PM new orders (average of NBS and Markt)

60

48 4857564852 5 438

——
— - -_——

&

2
02 2020
032020
Q4 2020
Q12021
02 2021
Q3 2021
4 2021
Q1 2022
Q2 2022
Q3 2022
4 2022
Q12023
02 2023
032023

30
2005 2007 2009 2011 2013 2015 2017 2019 2022

4

SIA Funds AG Alpenblickstrasse 25 8853 Lachen Switzerland
tel : +41 55617 28 70 fax:+4155617 2871 info@s-i-a.ch www.s-i-a.ch



A
Y
Strategic Investment Advisors Group

Energy and commodity prices to remain high
Regarding energy prices, we maintain our view that they will remain high in the coming years, and
possibly in the medium/long term due to 4 main factors:

1) The lack of investments since 2013 in a sector where it takes a decade to bring new capac-
ity.

2) The energy transition, which implies a strong increase in the demand for some commaodities,
mainly metals for the electrification of the world economy, while deterring investments in fossil
fuels.

3) The increasingly dominant ESG criteria, which are preventing the required investments in
fossil fuels and hindering many mining projects.

4) The invasion of Ukraine and its impact on fossil fuels and feedstocks.

In summary, our estimates place us in an economic slowdown in the coming months, say 2022 and
2023, from which China will emerge first, followed by the U.S. As always, this is a static forecast in a
very dynamic world where things change rapidly.

That said, nothing changes for our SIA Funds: our two funds have quality and value, and we will take ad-
vantage of low prices to increase our future returns. We are convinced we will get through any reces-
sion without significant permanent losses.

At 6/30/2022, the Classic stood at EUR 530 p.a. +7% ytd. Mid-August we are at EUR 565 +15% ytd.

The LTIF Classic posted a positive performance in the first half of 2022, at +7%, well ahead of most indi-
ces. The MSCI World Index (EUR) as of June was -14%, the US SPX (S) index -21%, the European SXXP
(EUR) index -17% and the Emerging Markets ($) index -19%. Although it is not fair to look at the indices
in different currencies, doing so provides insight into how the market is performing for the local investor
(the most representative). The conclusion is that we are satisfied with the Classic's performance in a
very difficult period for most markets.

Industrials has been the Classic’s best sector due to a strong exposure to defense and aerospace, fol-
lowed by salmon, which has had a positive performance following salmon prices at record highs, and
energy (oil and gas). All three sectors were above +20% in the first half of the year. The best stocks were
Thales, Raytheon, Coca-Cola, Grieg Seafood, and the oil companies (mainly Suncor, Hess, Cenovus, EOG,
and ConocoPhillips).

On the negative side, the Classic’s worst sectors were technology, infrastructure/cement, and mining,
with an average fall of 20%. In respect of stocks, we would highlight the sharp falls of Pandora, ASML,
and Hudbay Minerals.

At the close of this Newsletter, the Classic has risen to EUR565 p.s., +15% for the year, ahead of most
indices, and in line with our target of closing 2022 at around EUR575 per share.

If one day we get the targeted level exactly right, we may have to move to the trading business, be-

cause, as Graham said, the short term is a voting machine... and only the long term is a weighting ma-
chine.
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Classic's current IRR is 15%. Intrinsic value (IV): EUR852 p.a., 60% upside potential.

We are surprised about how strongly the Classic’s intrinsic value has risen over the past few years. The
updated IV stands at EUR852 per share, with an IRR very close to 15%, well above the levels reached
back in 2020. How can the IV rise so much if the Classic does not really rotate its positions too much?
The answer is simple, or perhaps not.

In sharp corrections, such as in 2020 and 2022, we tend to sell what is more expensive and buy what has
fallen a lot (usually cyclical versus defensive, in general terms), which has a positive impact on the fund's
IV. Our strategy of dividing the Fund into risk categories is paying off in these uncertain times.

The math is obviously clear, but with an important caveat: you cannot make mistakes (or minimize
them, of course). Average-down only works as long as you have the right companies... a small opera-
tional detail as we like to say.

Historically, the LTIF Classic has traded with an IRR of between 12% and 17%, and at 15% it is there-
fore starting to be on the "cheap" side of its track record (20 years). If we do not make any major mis-
takes, the expected IRR after fees will be 13-14% going forward, equivalent to doubling the investment
in slightly more than 5 years. Will we be at a NAV above EUR1000 p.s. in 2027/28? Based on the magical
combination of compounding and long term, we are convinced that yes, we will be there.

The LTIF Classic. Capital preservation and decent return

As in most of our Newsletters we list the top 10 companies of the Classic, which account for about
50% of the investments. All of them are quality companies with good managers, strong balance sheets,
and all trade with a large discount. This time, however, we want to highlight an unforeseen feature that
lies hidden in some of these companies: problems (and the subsequent restructuring stories).

It is not something we have proactively looked for but, out of these 10 companies, 5 have or seem to
have issues: Grifols, ISS, Sodexo, Unilever, and Reckitt are dealing with different challenges, and under-
taking restructuring processes. Obviously, our opinion is that these problems are rather short term and
not structural, and that these companies will be in a relatively short period out of the woods.

The Classic exposure to problems is not new and it highlights how value investors like us end up invest-
ing in troubled companies that the market hates, regardless of a sensible strategic analysis. Market
hate/fear, volatility, and perhaps a dose of extra risk are a price to pay to beat the market.

As always, the top 10 companies are evidence of the fund's strong business diversification: in these 10
companies we have energy, aerospace, defense, blood plasma, cleaning, consumer products, pharma-
ceuticals, cement, banking, and catering. Note that the only concentration factor in the Classic is not vis-
ible here: energy/oil remains the fund’s largest exposure, with 15-20% of the fund.
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LTIF Classic Top10 Holdings

Thales SA 5,9%
Cenovus Energy Inc. 5,6%
Compass Group plc. 4,9%
Grifols SA 4,7%
ISS A/S 4,7%
ING Groep NV 4,6%
Sodexo 4,5%
Unilever 4,4%
Heidelberg Cement AG 4,2%
Reckitt Beckinser 4,1%
TOTAL 47,7%

Investment Case 2Q22: Cenovus

Cenovus is one of the largest companies in our two funds, Classic and Natural Resources. It is a Canadian
oil company, the leader in oil sands, and quite large, with an invested capital of $34 billion. We believe
the company is an excellent investment for the following reasons:

Quality Assets

Cenovus has premium (TIER1) assets and reserves, mainly in Canada, with over 50 years of proven and
probable (2P) reserves (8.4 billion barrels), a production capacity of 800,000 b/d divided into 600,000
b/d of oil sands, 125,000 b/d of conventional oil, and 70,000 b/d in offshore oil.

Proven reserves amount to 6.1 billion barrels and are about 5% of Canada's reserves, and although offi-
cially the 2P reserve life is 30 years, it is actually in excess of 50 years, which is in contrast to most oil
companies, which have about 10-15 years of 2P reserves.

Cenovus's assets are also in a low decline, less than 10% versus, for example, 30% for shale oil, which is
important in terms of maintenance costs and spending. Cenovus also has strong know-how of in-situ
technology (steam injection and chemicals), which has a positive impact in costs, capex and environ-
ment. Finally, Cenovus’s assets can be developed in modular phases, which allow flexibility, process
standardization, and efficiency improvements.

Low costs and reduced capex

Cenovus has worked hard to contain its costs and the latest figures put its operating costs at a low level
of around $11-12 per barrel. The quality of the assets and the know-how developed over the years re-
sult in an average SOR (Steam Qil Ratio) below 3x, which is industry leading.

In addition, due to the company's huge reserves, it does not need to invest in exploration and develop-
ment (F&D) as much as more traditional oil companies need to; consequently, Cenovus's future invest-
ment needs are somewhat lower. They do not need to find oil and investments will be smaller, modular,
and somewhat front loaded. Keep in mind that F&D costs are around 10-15S$ per barrel.

Finally, it should be noted that Cenovus has less than $2 per barrel of corporate expenses, which com-

pares favorably with the industry and demonstrates that the group's management team is very focused
on costs, profitability and thus minority shareholders.
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Integration and distribution as added value
Since Alex Pourbaix took the helm of Cenovus, the company has made an enormous effort to solidify the
business via vertical integration with major investments in upgrading and refining (Husky and Toledo).

Today, Cenovus has achieved its goal of becoming an integrated oil company with 660,000 b/d of up-
grading and refining capacity.

HIGH-QUALITY, DIVERSE & INTEGRATED PORTFOLIO

Geographic diversification, physical integration and market access
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The company has also made a major distribution effort, with refineries, pipelines, and warehouses in
different markets, including rail transportation from Canada, as well as to the U.S. As a result, Cenovus
has access to the east and west coasts of Canada and the U.S. Consequently, in the event of oversupply

situations or bottlenecks in any part of the supply chain, it has sufficient flexibility to change markets
and even absorb differentials.
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Hope for the best and prepare for the worst.

We really like the way Cenovus’ management team are preparing the company for tough
times. Starting with their planning based on low oil prices ($45 WTI), almost at the marginal
cash cost of the curve, followed by an ambitious cost savings and optimization plan executed in
2020-22, and finally, the corporate culture focused on strengthening the business and its profit-
ability rather than looking for growth ventures.

8

SIA Funds AG Alpenblickstrasse 25 8853 Lachen Switzerland
tel : +41 55617 28 70 fax:+4155617 2871 info@s-i-a.ch www.s-i-a.ch



A
Y
Strategic Investment Advisors Group

QOil is a long-cycle cyclical business, where it is easy to make mistakes due to the huge capital
employed in any project. The barriers to entry are not enormous, although it is difficult to cre-
ate scale, but the barriers to exit are very high, which means that adjusting supply when there
is overcapacity takes many years. In long cycles, it is key to having quality assets, low costs,
integration, and a healthy balance sheet or the next crisis might take the company by sur-
prise. Cenovus has been working hard in this regard and is a much more resilient company than
it was a few years ago.

Cenovus has also made some acquisitions at the bottom of the cycle (mainly stakes in Cristina
Lake and Foster Creek, the Husky oil company, and part of the Toledo refinery, among others),
which shows a management team focused on generating value, given that it is normal for the
sector to buy when things are going well and not the opposite, which is when value is gener-
ated.

Good balance sheet and capital allocation

As we have already mentioned, an oil company’s balance sheet must be healthy to cope with
the cyclicality of the sector, which is long term on the supply side. In recent years, Cenovus has
made a significant effort to do so, and the net debt forecast for 2022E is around $4 billion
against an expected EBITDA of $22 billion, with a very comfortable and well-structured average
debt maturity over time.

In line with the industry, Cenovus has been moving toward a far more shareholder-aligned allo-
cation of resources and has committed to paying 100% of FCF, using both dividends and share
buybacks, when the net debt falls to normalized levels. Financial discipline and shareholder-
friendly capital allocation are two themes that again reveal the quality of the company's man-
agement team.

Why is Cenovus a good business?

» Good assets and long-lived reserves in a sector where exploration is becoming increas-
ingly difficult and costly.

» Good management focused on profitability and aligned with its shareholders.

»  Culture: its financial objectives are focused on costs/returns and the maximizing of its
shareholder value.

» Resilience: the company’s integrated low-cost model, flexibility, and strong balance
sheet mean it can withstand crises.

» Growth potential: due to higher oil prices, CVE can easily accelerate its growth to mid-
single-digit levels.

> Good margins and returns: at an oil price of $80 per barrel, the company generates an
ROIC of 10-12%. It currently does not need to explore for oil.

» Strong balance sheet, which is a necessity in this industry with its cyclicality and sharp
downturns.

» Clear plan for sustainability and zero emissions by 2050.

Why is Cenovus a good investment?

» CVE stock is still well below the CAD35-40 levels of 2011-2013. It trades at CAD22-23.

» CVE trades at 1.0x Enterprise Value over Invested Capital, below the historical median
of 1.4x (historical range: 0.5x-2.5x). Trades at 1.25x book value versus the historical
median of 1.5x (range is 0.5x-2.5x).

» Free Cash Flow of $6.5 billion in 2022E vs. market cap of $42 billion. 15% Free Cash
Flow Yield

» IRR of 14-15% and IV of CAD35-40 per share

9
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» In our oil price scenario, CVE should be an excellent investment to the end of the dec-
ade.

Compelling free funds flow and earnings across the five-year plan

S billions
8.0
7.0 Free funds flow average of
over $4.5 billion per year
6.0 at US$60 WTI scenario
5.0 Cumulative free funds flow
across the five-year plan
4.0
3.0 $60 Case
20 * US$60 WTI scenario ~$23 billion
45 C: . -
10 $45 Coms US$45 WTI scenario ~$11 billion
0.0
2022F 2023F 2024F 2025F 2026F
 FFF at USS75 WTI B FFF at USS60 WTI W FFF at US545 WTI
Net earnings at USS75 WTI Net earnings at US$60 WTI < Net earnings at US$45 WTI

Last but not least, Cenovus (and the entire Alberta oil sands industry) is working hard to accelerate its
goal of zero emissions by 2050. The investments required will be significant, but not very different from
the rest of the sector, so that the costs and capex necessary for this transition will be passed on to the
final oil price in the long term (all projects must already include these costs and pass them on to the re-
quired oil price for the project to be carried out).

The most important in terms of amount is perhaps the CCS systems, which could reach $100 billion for
the Canadian oil sands, and that Cenovus has joined the working group, which, together with the Gov-

ernment, will design these systems.

Applying and advancing technologies to reduce absolute emissions

Phase 1 Phase 2 Phase 3
2021 - 2026 2027 - 2035 2036 - 2050
Included in our five-year plan Projects being progressed for 2035 target Technology pathways to net zero
Near-term projects Future potential developments Long-term vision
Methane reductions and facilities Expanded CO, capture across larger assets Full implementation of most efficient large-

optimization in conventional business scale emissions reduction solutions

Foster Creek and Christina Lake
Carbancaptiretand starags.(CCs) P . CCS on remaining accessible streams
UeviriRstar U d Lloydminster thermal projects
oydminster Upgrader Further process improvements, energy

Minnedosa Ethanol Plant Lima Refinery efficiency, fuel switching and electrification
Elmworth gas plant Solvents displacing steam in oil sands projects
Pilots and feasibility studies that enable Small modular nuclear reactor pilot Zero-emissions business opportunities

reductions in Phase 2 Pathways CO, pipeline and hub
+ Solvent-driven process pilot

« Svante carbon capture technology
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LTIF Natural Resources. Good start to 2022 and a very long cycle ahead.

The LTIF NR fund closed 2021 up +41% and has ended the first half of 2022 up +4% to €125 per share,
(valuing our investments in Russia at zero). As a summary of the first half of the year, we would highlight
the good performance of oil & gas (and fossil fuels in general) and agri-food companies, versus the dis-
appointing performance of mining companies and infrastructure, which are more concerned with the
recession and cost inflation than with medium and long-term prospects.

The energy portion of LTIF NR, which has oscillated around 45-50% of the fund's weight has had a stellar
half year with a +45% increase on average, followed by agri-food with +15%. On the negative side, as
mentioned above, mining companies (30% of the fund) fell by 8% (-11% if we include Russia), while in-
frastructure (12% of the fund) fell by 20%.

The following companies are highlighted for their outperformance: Suncor, Occidental, Hess, Cenovus,
TGS, Grieg Seafood, Norway Royal Salmon. On the negative side we would highlight the disappointing
performance of Kazatomprom, Hudbay Minerals, Metso Outotec, Heidelberg Cement, and Vidrala, plus
the three Russian companies that we have valued at zero (Gazprom, Surgutneftegas, and Norilsk Nickel).

By mid-August, the fund has recovered significantly and stands at EUR139 per share with an apprecia-
tion of 14% (+22% adjusted for Russia, where we are confident in recovering at least part of the invest-
ment).

The LTIF Natural Resources trades with an IRR of 14.5% and an average cycle IV of EUR210 p.s.
Thanks to the increased volatility in the past few months (we tend to sell what goes up and buy what
goes down), the fund’s Intrinsic Value has made an interesting jump to EUR210 p.s. with an IRR of 14-
15% at current prices.

The strong volatility seen in 2022, combined with the low correlation among sectors/stocks have al-
lowed us to buy copper companies cheaply, for example, whilst selling other investments at much
higher prices. It is true that our trading is slow and very gradual, but the mining sector has corrected a
great deal and there are excellent buying opportunities.

The updated Intrinsic Value does not include our 3 Russian holdings which should give us back some ex-
tra points in the future once the dust settles. Remember that the valuations of the companies in the
fund are based on medium-cycle assumptions, which are extremely conservative. If we were to use
peak valuations (versus mid-cycle) of commodities, it would be easy for us to trade at EUR300 p.s.,
which we believe we will reach within a few years, as we are convinced that we just entered in a long-
term up-cycle, which has barely begun.

Brent has fallen below $100 per barrel (45% of the LTIF NR invested in energy, oil and gas).

Brent reached levels of between $130 and $140 in March, following the Russian invasion of Ukraine, and
then started a downwards trend to levels below $100. Two factors have bolstered oil supply in the short
term, 1) following Biden's visit, Saudi Arabia has raised its exports by 1 m b/d; 2) sales from the strategic
reserves of several countries (especially the U.S.) are equivalent to >1 m b/d. These 2 m b/d have al-
lowed the supply-demand balance to normalize a bit, which is good news for everyone.

Great! All sorted, yes? Well, maybe not so much. The sale of strategic reserves runs out in October, and
these will have to be refilled at some point, while Saudi Arabia is producing at very close to full capacity
levels with the IEA saying that the global spare capacity is down to 2 m b/d. Historic low vs. a volume of
about 100 m b/d of demand (2%).

11

SIA Funds AG Alpenblickstrasse 25 8853 Lachen Switzerland
tel : +41 55617 28 70 fax:+4155617 2871 info@s-i-a.ch www.s-i-a.ch



A
Y
Strategic Investment Advisors Group

The truly important even of 2022 is the Russian invasion, which is going to have long-term effects on
the Russian oil production capacity, as most other variables are running as expected. Declines, lack of
spare capacity, lack of investment, the energy transition, and the impact of ESG on new investments
mean that the sector is inexorably heading for a long cycle of high prices.

$100 per bbl. should be enough to do business in the sector, but who dares propose an oil project to a
board of directors? Given that most oil projects are long term (15 years+), they cost billions, oil demand
will peak within a decade or so, sustainability is a big challenge etc... $100 is perhaps no longer enough
to incentivize them. We possibly need higher prices, stability, and time to develop new ESG-friendly oil
projects and since there is no room to maneuver (the industry is at full capacity), we are entering in sce-
nario of sustained high prices with large spikes if problems arise in oil producing countries, which are
prone to many many challenges.

The following graph reflects what we should expect in 2022 and 2023. Inventories have increased
somewhat, allowing prices to fall thanks to the US (strategic reserves) and Saudi Arabia (extra effort),
but neither is sustainable in the long term. Supply remains constrained (decline, lack of investment since
2013, no spare capacity, Russia, under-investment due to a fear of peak demand and ESG) and demand
will continue to recover even during an economic slowdown (jet fuel is still 2 m b/d below 2019). This
implies an undersupplied market and, therefore, lower inventories.

We foresee high prices, and if the world continues to underinvest, we could reach a much more dra-
matic situation in the future. Let's hope this does not happen.

EXHIBIT 5 : Current spot prices reflect current inventory levels. We expect oil prices will stay within the $90 range
in 2022 based on current oil inventory projections
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Copper: lessons from Atalaya Mining (and most mining companies)
Atalaya Mining published very weak 2Q22 results due to two main issues: the strong cost inflation (elec-
tricity, diesel, explosives, materials, etc.) and the drop in copper prices from $4.5/Lb. to $3.5/Lb.

We asked CEO Alberto Lavandeira what copper prices should be to start a new copper project today. He
replied that at $3.5/Lb (current spot price and incentive for consensus) almost no project is profitable
worldwide, except for the Congo and some existing TIER1 deposits. And he did not stop there: he also
said that according to his calculations, at least $5/Lb is the incentive price for new mines.

There are two very relevant problems in our opinion. The first is the regulatory/tax instability and licensing
issues in many countries (like Peru, Chile, Indonesia, Zambia, Congo, etc., but also in the USA, Canada,
Spain, UK, etc.). The second problem is the strong inflation in capex and opex, with the ever-rising envi-
ronmental constraints.

The reality is that there are identified copper brownfield and greenfield projects only until 2024/2025,
but thereafter there is a significant gap in new projects. Even Atalaya is having problems obtaining the
Touro project permit in Spain. How are we going to make the energy transition without the main metal
needed for electrification? Copper prices need to increase a lot and stay up for many years to incentivize
supply, the only solution for the problem.

Salmon prices have corrected somewhat but remain high at 75 NOK/kg (10% of LTIF NR).

We were in Bergen for the most important salmon conference in Norway and reviewed our estimates.
The picture does not change much: good product, growing demand (7-8% per year at flat prices), and
limited supply. Theoretically, high prices incentivize new supply, but there is no way to bring new supply
in scale.

Aside from new licenses and post-smolt strategies (2-4% supply growth), there only 2 ways to increase
supply: off-shore farms (long term, very little volume in the next 5 years) and on-shore farms, which, in
our humble opinion, are not profitable at current costs and will neither produce significant volumes in the
coming years.

The sector thus looks very attractive in the medium term, and thus we will remain invested in it, depend-
ing on the valuations. There is nothing very new to report, which is good news.

Infrastructure (15% of LTIF NR) has started a long-term upcycle, and we will continue to seek exposure.
At the moment, we have 3 themes within infrastructures: cables, cement, and mining equipment-services.
The first half performance was negative for cement (recession and costs), mining services (recession), but
positive for cables (Prysmian and Nexans raising guidance).

Nothing very new here either, Buzzi and Heidelberg are trading at deep discounts due to recession fears,

so we continue to buy patiently. Cable companies have extraordinary int-takes and backlogs, and will grow
significantly in the next few years.

13

SIA Funds AG Alpenblickstrasse 25 8853 Lachen Switzerland
tel : +41 55617 28 70 fax:+4155617 2871 info@s-i-a.ch www.s-i-a.ch



A
Y
Strategic Investment Advisors Group

It is not inflation and/or recession.... It is energy!

Investors have been worrying over the spring and summer about the twin problems of inflation and re-
cession. It’s a reasonable worry inasmuch as these economic phenomena tend to have a negative im-
pact on investments.

But worrying about these phenomena may not be a particularly productive exercise. If we don’t know
how severe the recession will be, how long it will last, and how it and the inflation will be resolved,
there is not much we should do in respect of our investment portfolio (let alone the fact that recessions
and inflation affect different investments in very different ways, not all of which are easy to predict).

It was J. M. Keynes who famously said that “economics is a difficult and technical subject, but nobody
believes it.” Since Covid turned many people into expert virologists overnight, the current economic sit-
uation similarly allows many people to make strong assertions with regard to recessions or inflation.
Nevertheless, inflation is an extremely complex subject, arising from many different (even contradic-
tory) sources, which even the best minds in economics cannot adequately comprehended. It does, how-
ever, lend itself well to simplified narratives, with the narrator usually projecting his/her prejudices.

Consequently, many people who dislike our market-based economic system argue that inflation is due
to greedy corporations’ increase in profits margins. This may fit a pre-conception of corporations as evil
entities, but it does not really explain why such evil doers waited for 40 years to do their bad deeds.
Conversely, people who tend to be owners of capital decry central banks’ policies of “easy money” as
the obvious source of inflation, although they do not care to explain why this causality did not work dur-
ing the last 14 years. Paraphrasing Milton Friedman, we could say that “inflation is always and every-
where a very complex phenomenon.”

Energy: fossil fuels are needed to support the energy transition

We do not want to increase the amount of hot air spent on the subject, thus contributing (if marginally)
to mitigating climate warming. But there is a field that we know well and which we believe has a very
important role to play in the coming realities of inflation and economic growth - energy.

We realize that in every newsletter we write about this subject, but it is not only extremely important,
but its critical situation is also going to last for a while. Its importance for the world and, therefore, for
investors cannot be exaggerated.

Energy companies may well represent less than 10% of the stock market, but without abundant, afford-
able energy, all other economic activity slows. Start with the most basic: food production. A full third
of the world’s population exists, because fossil fuels provide fertilizers. Without them, even if we were
to till the whole world, fewer than 5 bn. people would survive. Some ecologists seem to believe that
that figure is more than enough, but they probably don’t count themselves and their families among the
3 bn. surplus people.

However, not only fertilization is important: the fields must be worked and harvested using machines,
and without efficient transportation, food cannot be taken from where it grows to the cities where we
live. 100% of the food we consume is transported in vehicles running on fossil fuels. There is currently
no alternative, nor will there be one for many decades to come.

We should also consider the “clean” parts of the economy. How many tech companies can operate
without data centers that consume enormous amounts of energy? And how much electricity can be pro-
duced and distributed without copper? Yes, copper mining’s largest cost is energy. And so on... The only
reason, from a physical point of view, we are richer today than 300 years ago (and live almost twice as
long, by the way) is that we have abundant and affordable energy. Without it, there is no economic
activity as we know it. Our wonderful technological world works on (and only on) the basis of plentiful,
affordable energy.
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It has, of course, been pointed out that the burning of fossil fuels, which forms the basis of our energy
system, releases CO.. In turn this increases our atmosphere’s “greenhouse effect,” which increases the
planet’s temperature. We are not going to enter the debate on how much the temperature is actually
increasing, how much of that increase is due to the increase in atmospheric CO2, and how much of that
increase in CO2 is due to human activity. The answer to the above questions is probably something, but
less than you read in the newspapers. We are simply going to describe what is happening, what’s going
to happen over the next few years, and its impact on investing.

[Below, a bit of humor on this very serious subject, but shows how the press often represents these
facts:

Joiiiise, “i £ i 7 I8 S > jor i o i > World
£ REUTERS Q = {l\l Wlity rates due to lightning in the

Washington DC o
lightning strike that
killed three offers
climate warning 5
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i
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Unfortunately, this misinformation is rather common.]

Today, the world is on the verge of not having enough production capacity for the energy it requires
to continue normal economic growth. The energy system needs constant reinvestment (oil fields de-
plete, hydroelectric dams become silted, nuclear plants have a limited useful life) to continue to provide
us with the means to produce the goods and services we need. And the world has been underinvesting
for the last 10 years. Since these are long-term investments, nothing happens in the first few years of
underinvestment, as we can coast along on the strength of the previous investments. However, after a
while, reality catches up. And this is where we are now.

In past cycles, the underinvestment has been motivated by the mediocre profitability of previous invest-
ment booms, and this is usually fixed in a few years later, as soon as the situation is recognized (i.e., as
soon as energy prices rise). All this process takes time because investments take many years/decades to
build. That’s why the energy industry has been subject to boom and busts cycles for the last 100 years,
but has always delivered in the end.

Today, we are in this typical situation, but with a twist. The typical boom/bust came from the overabun-
dance of shale oil investments during the 2012-2016 period, which created an excess production of oil.

This excess crashed the prices, eventually stopping new investment. So far, this is typical of the industry.
The current twist comes from what has been dubbed “ESG.” The perceived need to work on a replace-
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ment for fossil fuels has been translated into a decision to boycott conventional energy, although re-
placements are not yet ready. Further, “alternative” investments are creating more problems than they
are solving.

Renewables need a back-up

To take a glaring example, Germany has in ten years invested the incredible amount of €550 bn in re-
newable energy (reminder, a large nuclear plant costs less than €20 bn). Nevertheless, it’s totally de-
pendent on imported natural gas and coal. Why? Because the wind stops blowing and the sun does not
shine in the winter. No matter how much wind and solar you install in Europe, you still need a full en-
ergy production capacity when these two stop producing.

In reality, Germany currently has two energy systems: the renewables-based one, and the traditional
one, which is used when the former doesn’t work. The problem does not arise from this system: Yes, it’s
a lot of money, but Germany is rich and can afford to bury hundreds of billions in a system that emits
less CO2 emissions when it’s working. The problem is that it has not invested in the traditional system (in
fact, it de-invested in nuclear), which means that when the renewables are not sufficient, there is too
little energy. Something similar has happened in most of the other European countries, especially in the
U.K. and Spain.

Politicians are lost in translation (and in transition), but we are seeing improvements

The Ukrainian war, its associated sanctions, and countersanctions have all aggravated the situation. But
the dearth of investment is a reality that is not being fixed, which is worse. In many cases politicians are
doing exactly the opposite of what’s needed: energy is expensive, because there is too little of it. The
solution is therefore to produce more and consume less. Politicians, however, find it easier to demonize
producers (windfall taxes!) and to subsidize consumers, discouraging supply and encouraging demand.

It’s hard to see how this is going to improve the situation before it deteriorates quite a bit more. Never-
theless, mentalities are changing slowly: California, the absolute leader in “ESG consciousness” is now
considering not closing its Diablo Canyon nuclear plant in 2025, and even Germany is thinking about do-
ing something similar. The UK has announced plans to reduce reliance on oil and gas, and wants to build
8 new reactors by 2050... (We are living in the year 2022 ...) Similar news can be heard and read all over
the world. The IEA even said that nuclear capacity needs to be doubled worldwide. Everybody with a bit
of knowledge knew that without nuclear plants there would not be sufficient energy, but it is still good
to see that politicians are finally becoming a bit more sensible. However, a total mentality change takes
a long time...

All this has a great deal to do with recessions and inflation. As we said before, we don’t want to partici-
pate in macroeconomic arguments, but one thing is clear: A recession is a decrease in economic activity;
economic activity is directly dependent on energy’s availability, and energy’s availability is going to be
poor for the medium term. Conclusions are not difficult to draw, whatever macroeconomic theories one
may want to support.

Consequently, we should expect muted economic activity in Europe, which is very short of energy, a
somewhat better situation in the US & Canada, and energy-related investments outperforming everything
else. This extends, by the way, to many other natural resources, which are subject to a similar cyclical
period of underinvestment that are, in some cases (mining), also aggravated by increased ESG barriers.

Marcos Hernandez
Carlos Jarillo

Urs Marti

SIA Team

August 2022
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Legal Notice — Luxembourg

Performance up to 31.05.06 is that of the BVI-based LTIF, of which the LTIF Luxembourg is an identical successor. Previous performance is audited by Ernst & Young. Past
performance is neither a guarantee nor a reliable indicator of future results. Performance data does not include the commissions and fees charged at the time of subscribing
for or redeeming shares. This information has been furnished to you upon request and solely for your information and may not be reproduced or redistributed to any other
person. It is not intended as an offer or solicitation with respect to the purchase or sale of shares of the Sicav. Neither the Central Administration Agent nor the Investment
Manager assume any liability in the case of incorrectly reported or incomplete information. Please be aware that investment funds involve investment risks, including the
possible loss of the principal amount invested. For a detailed description of the risks in relation to each share in the investment fund, please see the latest version of the
prospectus, simplified prospectus, annual and semi-annual reports, which may solely be relied upon as the basis for investment decisions; these documents are available on
www.s-i-a.ch or from the Central Administration Agent FundPartner Solutions (Europe) SA, 15A, avenue J.F. Kennedy, L - 1855 Luxembourg. LTIF Classic and Natural Resources
(previously Global Energy Value) were approved for distribution in and from Switzerland by the Swiss Financial Market Supervisory Authority (FINMA) according to Art. 19 al. 1
of the Collective Investment Schemes Act, paying agent is Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland. Legal representative in Switzerland is
FundPartner Solutions (Suisse) SA, Route des Acacias 60, 1211 Geneva 73, Switzerland; notified to the Austrian Finanzmarktaufsicht according to §36 of the Investment Funds
Act; authorised in France by the Autorité des Marchés Financiers (AMF) pursuant to Art. 411-58 of the AMF General Regulation; authorised by the German Bundesanstalt fir
Finanzdienstleistungsaufsicht (BaFin) according to §132 of the Investment Act; authorised in Italy by the Bank of Italy and the CONSOB according to Article 42 of Legislative
Decree no. 58 of 24 February 1998; registered in the register of foreign collective investment schemes commercialized in Spain by the Comisién Nacional del Mercado de
Valores (CNMV) pursuant to Art. 15 of the Law on Collective Investment Vehicles; recognised in the United Kingdom by the Financial Services Authority (FSA) as a recognised
scheme within the meaning of Section 264 of the Financial Services and Markets Act 2000.

LTIF - Classic EUR LTIF - Classic USD LTIF - Classic CHF LTIF - Classic EUR-D
ISIN: LU0244071956 ISIN: LU0301247077 ISIN: LU0301246772 ISIN: LU1449969846
Telekurs: 2'432'569 Telekurs: 3101'820 Telekurs: 3101'817 Telekurs: 33180015
Bloomberg: LTIFCLA LX Bloomberg: LTIFCLU LX Bloomberg: LTIFCLC LX Bloomberg: LTIFCLD LX
LTIF - Natural Resources EUR LTIF — Natural Resources USD LTIF — Natural Resources CHF
ISIN: LU0244072335 ISIN: LU0301247234 ISIN: LU0301246939
Telekurs: 2'432'575 Telekurs: 3'101'839 Telekurs: 3'101'836
Bloomberg: LTIFGEV LX Bloomberg: LTIFGEU LX Bloomberg: LTIFGEC LX
Central Administration Agent: Investment Manager: Custodian: Registered Office:
FundPartner Solutions (Europe) SA SIA Funds AG Pictet & Cie (Europe) SA 15 avenue J.F. Kennedy
15 avenue J.F. Kennedy Alpenblickstrasse 25 15A avenue J.F. Kennedy L-1855 Luxembourg
L-1855 Luxembourg CH-8853 Lachen L-1855 Luxembourg Grand-Duchy of Luxembourg
Grand-Duchy of Luxembourg Switzerland Grand-Duchy of Luxembourg
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