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‘Regime Change’
webinar scope

Agenda Speakers

1. Market implications « David Stokes (Managing Director)
i.  Structural shift for Europe

ii. Market impact 2022-25
iii. Market impact 2025+
2. Portfolio implications ) ) )
, ) _ « Olly Spinks (Managing Director)
i.  Portfolio construction
ii. Value monetisation

iii. Portfolio optimisation
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iv. Risk management

3. Q&A (via GoTo messaging) « David Duncan (Director LNG & Gas)

Disclaimer

While Timera Energy Limited considers that the information and opinions given in this work are sound, all parties must rely upon their own skill and judgement
when interpreting or making use of it. The examples, facts, and analysis summarised in this report represent our interpretations. Nothing herein is intended to
provide investment advice. Timera Energy Limited cannot, and does not, accept liability for losses suffered, whether direct or consequential, arising out of
provision of this report. No warranty or representation is provided, nor liability assumed, in relation to the report's accuracy, completeness, suitability or validity.
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About Timera Energy

Specialist energy consultancy

Focus on LNG, gas & power markets

Extensive industry expertise

Practical knowledge from senior industry roles

Pragmatic commercial focus

Covering investment, value monetisation & market analysis
Strong client base

Leading energy companies (e.g. producers, utilities, traders, funds)
Leading industry blog

30,000+ regular readers, publications, conferences

Timera Energy
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What does
Timera do?

Consulting advice

Portfolio construction & asset
investment analysis

Valuation of LNG
assets/contracts

M&A and transaction support

Price modelling & fundamental
market analysis

LNG risk management analysis

Analytical solutions

Deliver & implement LNG
Bridge portfolio valuation
model solution

Support for development of in-
house LNG portfolio analytical
solutions

Timera Energy

Examples of client work

project  [cient |Project

1. LNG Bridge

model

2. Portfolio
growth options

3. Regas
valuation

4. Contract
renegotiation

5. Centrica
transaction

6. Orsted

transaction

7. LNG

optimisation
8. Portfolio

strategy

Multiple
clients

Oil major

LNG
player

LNG
trader

LNG
player

LNG
trader

Producer

Utility

Implementation of LNG Bridge as in-house portfolio modelling
solution for multiple large LNG portfolios

Analysis of portfolio value/risk impact of new production, sales
& regas capacity to support transactions

Valuation of regas capacity & send-out optimisation value at key
NWE terminal

Advice/analysis on restructuring of pricing & volume flex in LT
LNG supply contract

Using LNG Bridge model to value individual assets & total
portfolio value to support bid for Centrica LNG assets

Valuation of European supply contracts & regas capacity with
LNG Bridge to support bid for Orsted portfolio

Developed an ADP horizon portfolio optimisation model for
major LNG portfolio player

Developed LNG portfolio construction, risk management &
growth strategy with European utility
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Market
implications




European LNG imports

16
Surge in European
imports in 2022 ...

Europe has pivoted to LNG " NN b
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«  Pivot from Russia = pivot to LNG
« Demand shock to an already tight LNG market (50 mtpa) 4
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European flex is inhibited

Flex constraints
» Europe historically key provider of LNG mkt balancing flex
» Flex enabled by:

1. Power sector switching -> switched out

2. Storage -> mandate constrained

3. Pipeline flex -> diminished (Russia)

Major pricing impact
« European flex has driven pricing at TTF & JKM

« Now replaced by price insensitive demand response in Europe

& Asia ...

.. driving up TTF & JKM price volatility (reinforced by
collateral issues)

« Changing TTF vs JKM vs Brent price correlations

Timera Energy
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LNG market impact
2022 - 2025

Supply constraints to 2025
* Global LNG supply ‘locked in’ until at least 2025 (lead times)
« New European regas capacity, but limited new supply 2022-25

« Surging European LNG demand is pushing up an inelastic
supply curve

 Supports higher prices & higher volatility

Structural shift in pricing dynamics
« Death of the structural premium of JKM over TTF

» Replaced by more dynamic JKM vs TTF pricing to balance the
two basins

« Rising basis risk e.g. DES NWE vs TTF (regas constraints) &
intra-European hub price spreads (flow shift West to East)

« These factors create challenges but also substantial value
creation opportunities

Timera Energy

European regas additions (FSRU and fixed)
40

60
ZO-I .
0 m e

2022 2023 2024 2025 2026

bcma

Operational m Confirmed H Planned
Forward LNG & gas hub prices
40
G —
35 7
7
=
5 30
£
£ 15
&
20 Source: Timera, CME, Spark
R I I N R B
\‘b« Q,Q; @‘b’ Yl& @’b \0« \0' Y’é C._)‘Z‘JQ Q(J $0
JKM —DESNWE —TTF NBP

A new LNG regime



LNG market . .
. New LNG supply volumes taking FID
1mpact 2025+ 50

60
[49]
Rebalancing from 2025 g 10
« New supply wave kicks in from 2025
« 81 mtpa of new supply FID’d across 2021-22 (crisis 20 E—
response)
« Focus on US & Qatari volumes 0
« Triggering a wave of new LNG contracting 2017 2018 2019
Americas M Africa
Risk of overshoot in later 2020s? Post-FID supply
» Russian volumes may ‘leak’ into market e.g. via LNG or 50 Limited new supply
regime change 40 across 2022-24
» Crisis is (1) destroying demand in Asia (ii) accelerating
decarbonisation in Europe 5 30
« Risk of further regime change(s) this decade £ 20
« Market uncertainty a key consideration in portfolio 10
construction & contracting strategy
0
2023 2024 2025
Americas m Africa
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Source: Timera
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Regime shift:
5 key takeaways

1. Europe driving
market

2. Flex inhibited

3.Price volatility

4. Tight market
2022-25

5. Risks increase
2025+

Timera Energy

Europe aggressively competing with Asia for
constrained supply until at least 2025

High prices & policy mandates acting to
materially inhibit European flex provision

Reduced market flexibility & major
collateral/liquidity constraints

New regas capacity but limited new supply

Demand uncertainty & supply response increase
uncertainty 2025+ (further regime change?)

Global prices set to remain elevated 2022-25
Demand response replaces European flex as key
driver of marginal prices

Structurally higher price volatility & shifting
correlations

New regime market conditions drive value & risk;
liquidity & collateral challenges remain

Portfolio construction & contracting strategies key
for value creation & risk management

A new LNG regime 10
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implications




Deconstructing portfolio impact

Mapping down the impact

« Impact of new regime to be felt across
both commercial and risk teams.

Illustration via case study

« Impact on 4 activities illustrated via a
practical portfolio case studies.

 Case study analysis is conducted in our
LNG Bridge stochastic portfolio
valuation analysis model.

Timera Energy

Four key LNG portfolio management activities

TIME TO DELIVERY

10+ years 2-5 years

1 2

Portfolio =>a Value
construction

management

(asset investment,

e.q. structured deals,
M&A, LT contracts) (e.g

hedging)

4
Risk management

(e.g. valuation, risk measurement, limits)

_,>

18 months - delivery

!

Prompt
optimisation

(e.g. ADP, cargo
matching, shipping)

A new LNG regime
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https://timera-energy.com/wp-content/uploads/2021/03/LNG-Bridge-Intro-06Mar21.pdf

Case study portfolio

Portfolio summary Case study base portfolio

« Base portfolio defined and set-up in LNG Bridge LNG Sales
Volume summary

e ————— ~ - ~
! \ : \ mm

Four case studies

i UK regas NL E E NE Asia | | Suppl
1. Portfolio construction: New regime value / risk impact : N.BP 1!“: : I gM | L A
. ! o U 2 US toll 1.3
2. Value Management: Portfolio value of new regas | | ' @ DESJKTC ' ©
. . . . \ : I spot | G Australia 0.8
3. Prompt Opt: Price driven physical (re)optimisation | ! ! T :
| | . @ Sales
4. Risk Management: Managing risk via hedging : : : ! &
| i ST 1T NEasiasea 14
: Us GU!T : : Australia : NL SPA 0.6
" Atlantic '\ Paciﬁg,: UK regas 0.6
Portfolio observations LNG SUBD|
+ Portfolio net long both LNG & flexibility | PPl Shipping: 2 term time
. . : . Key. charters + access to spot
« Structural basis exposures (physical & indexation) ® Portfolic ® Modelled Contract charter market
nodes spot markets indexation
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1. Portfolio construction

Regime shift sharpens focus on portfolio strategy
« Triggering major LNG strategic reviews

« Focus areas: new regime impact on portfolio
value... growth opportunities & risks ... European
exposures a big focus.

3 key challenges: molecules, capacity & pricing

1. Molecules: investment & sourcing supply, traders
“bridging gap”, Chinese buying

2. Capacity: access to Euro regas & shipping

3. Pricing: transition in pricing & products e.g. Brent
to Henry Hub

Case study 1: key takeaways
» Portfolio optimisation vital when liquidity dies

« Value accretive if long commodity &/or flex

« Substantial increase in risk for most portfolios
... rise in demand / pricing for flex

Timera Energy
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2. Value management

Market driving more active exposure management

+ Challenges: high prices & vol ... basis changes ... poor
market liquidity ... (collateral & funding constraints)

* Requiring: dynamic management of portfolio exposures
» Impacts: shift in portfolio value ... capability investment

New regime creating opportunities now
« Surge in interest to acquire portfolio flex

« Shifting value of bought & sold contract flex terms e.g.
exercising to intrinsic value if not “at the money”,
diversion flex crucial

« Market innovation ... response to acute market stress
 Price re-openers, flex negotiation key

Case study 2 key takeaways
« European regas unlocks diversion constraints

« European access needs to be sized to the wider
portfolio... given fixed cost recovery requirement

Timera Energy

Incremental value of adding regas to portfolio

2.2
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S Fixed cost
= outweighs
2 19 additional
c portfolio benefit
o
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1.7 Additional European regas capacity

' unlocks portfolio constraints
1.6
1.5

Base +0.14 mtpa +0.28 mtpa +0.42 mtpa +0.56 mtpa Base +0.56
mtpa

A new LNG regime
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3. Prompt optimisation

New regime optimisation challenges Base & reoptimized schedule (from JKM / TTF spread inversion)

- Challenges: more dynamic flow, pricing, liquidity & collateral =~ Base schedule

Based on
« Requiring: focus on within portfolio flex ... dynamic gfgm:/, rft/y,gs,c
. . . 1 ntrinsi
optimisation & exposure management schedlale
. . . . qe . KM > TTF All free US
mpacts: growth in cargo & TC liquidity & hedging products J cargos sent to
Asia

Identify, prioritise & implement trades .

« Need to define trades that can realistically be actioned

« Execution issues can substantially reduce value o

. . . Reoptimised schedule ,

« Investment in capability & market access required Less shipping Bg’i;ﬁe‘img
required due to Euro rggas &
shorter voyage exercise of

Case study 2 key takeaways E‘g;‘:sch'a”;f:ras seller DES Euro
. o . . : contract UQT
Small A price ... magnified re-optimisation potential activity) . flex
- JKM < TTF
Impact of market access constraints (e.g. collateral) Backfilled NE

.. focus on within portfolio flex Asia contract
via spot market g

Importance of LNG to replace lost market flex
(diversions, floating storage)

Timera Energy A new LNG regime 16



4. Risk management

Risk management covers measurement and mitigation

 Challenges: increase in portfolio risk ... driving up risk
capital & funding requirements

« Requiring: dynamic risk measurement of portfolio ... review
of ‘at risk’ metrics (VaR vs EaR)... assess blindspots

« Impact: risk governance & measurement ... risk capital

Acute collateral & funding constraints
« Market risk being overtaken (for now) by credit risk

 Credit support constraining ability to hedge exposures ...
major implications for balance sheet & capital management

Case study 2 key takeaways

« Significantly reduced portfolio risk vs lower value

« Benefits of hedging constrained by / weighed against
collateral requirements

Timera Energy

Unhedged vs hedged portfolio value distributions

1. Expected
value decreases
(transaction
costs & missed
opportunity
costs)

m Unhedged
[0 Hedged

Probability
|

2. Portfolio risk
decreases (P5-P95)
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5 key takeaways

1. Game changer « New market regime causing seismic shifts in LNG portfolio value... creating opportunities & risks

« Market transition in 2022 is triggering major strategic reviews across LNG companies

9 Portfolio construction Conditions rich with opportunities to deploy capital, acquire/invest in assets and aggregate players

« Asimportant as capturing value from the current regime is being prepared for the next one (e.g.
Chinese SPA activity)

« High prices & volatility drive importance of dynamic management of interdependent exposures

3. Value management Within portfolio value capture key (high margins vs poor liquidity), benefits to large incumbants

« Price signals driving relative values of flex (e.g. towards diversion flex, away from US cancellations etc)

4. Prompt optimisation Higher proportion of value monetised via optimisation within year (+ liquidity / logistical constraints)

, « New regime = step change in portfolio risk; credit/collateral issues require active management
5. Risk management . i
« Capabilities drive advantage

Timera Energy A new LNG regime 18



Q&A

Olly Spinks olly.spinks@timera-energy.com
Managing Director +44 (0) 7525 724 461

David Duncan david.duncan@timera-energy.com
Director of LNG & Gas +44 (0) 7925 929 160

Address: L12, 30 Crown Pl, London, EC2A 4ES, UK
Tel: +44 (0) 20 7965 4541

Www.timera-energy.com
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