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Developing opportunities in the electric vehicle
supply chain
This quarter we wanted to focus on the significant medium-term
opportunity around raw materials for Electric Vehicles (EVs), and
particularly Lithium, where we have recently pivoted our stance on the
commodity, and increased the Fund positioning significantly.
We believe the inflection point for EV acceptance is nearing, and there
are a number of implications for natural resources markets driven by
this theme. The main winners (in terms of commodity volume growth)
from an increase in global rechargeable battery demand are likely to
be Lithium, Graphite, Nickel and Cobalt, and potentially Manganese.
At a high level in terms of commodity exposures, pure play cobalt
exposures are hard to find globally, and so we see limited opportunities
to invest in this segment in size. Graphite remains challenged, as costs
of synthetic Graphite remain low, cannibalising the market for natural
Graphite. We are paying attention to this space as opportunities may
present, but broadly we believe a recovery in Graphite is likely to take
some time because of increased synthetic Graphite capacity in China,
and low Synthetic Graphite feedback prices (pet coke prices are low,
reducing synthetic Graphite prices).
The Nickel market is currently dominated by Stainless Steel demand.
In time, the proportion of Nickel consumed in Batteries will increase,
and we are focused on this metal on a longer term basis, but shortterm we believe the best opportunity to leverage the EV thematic is
through Lithium exposure.

Supply has not eventuated in the Lithium market
Looking back at our own supply forecasts for Lithium from December
2018, production is well below where we expected. In part, this has
been driven by supply curtailments as a result of weak pricing, but
supply has not eventuated as we expected.
Lithium projects take time to fund, build, and commission. Even given
the current excess production capacity in the market, we expect
demand growth will absorb this excess capacity relatively quickly. With
delays in new project construction, we could see a market reminiscent
of 2017, where EV and battery makers scramble for product as the
market tightens, driving commodity and equity markets higher.

China no longer dominates EV demand
One important theme we have seen play out over the past 18-months
has been an increase in EV demand from countries outside of China.
China has dominated global EV demand since 2017, supported by
domestic subsidies, but as we have seen the EV market mature,
other jurisdictions have seen an increase in EV demand. In Europe
particularly, local subsidies now have a number of EV models at the
same, or lower price point to internal combustion models. Where
historically buyers were required to pay a premium upfront for an EV,
offset by lower running costs longer term, subsidies and reduced
manufacturing costs, and now upfront prices are similar relative to
internal combustion models.
On a long term basis, we believe reduced manufacturing costs for
EVs (particularly batteries), and higher compliance costs for internal
combustion engine vehicles will see the economic benefits move
further towards EVs. This, combined with higher quality vehicles being
available to the mass market, will continue to drive EV demand within
China and other markets.

Lithium prices appear to have bottomed
True pricing for Lithium products is difficult to locate in real time,
however Chinese pricing for Lithium Carbonate is shown below.
Anecdotally Lithium producers are suggesting pricing has increased
slightly in recent weeks and months, and demand from customers
has stabilised and is increasing. Ultimately, we believe an increase in
the Lithium price will see a re-rate in Lithium equities, however given
the nature of the market we believe equities will likely rally well ahead
of reported price increases in the commodity market. As such, we
have positioned the Fund long in Lithium, leading into expected price
increases in Q4 CY2020 and Q1 CY2021.
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Clay. Tesla recently attracted attention to the Lithium space with Elon
Musk suggesting Tesla may be able to produce their own Lithium from
Tesla owned Clay deposits in the US. We remain a little cautious on
Clay deposits, as traditional processing routes require high capex,
albeit Musk suggested Tesla may have an alternate processing route.
Examples of other companies assessing Lithium from Clay include
Ioneer and Lithium Americas, however there are currently no producing
clay Lithium deposits of which we are aware.

Ausbil Global Resources Focus list
How Lithium is produced
Broadly speaking, there are three common resources used to
produce Lithium, Brine Deposits, Hard Rock Deposits and Clay.

Although there are a number of Lithium explorers globally, the list
below shows our core focus list in the commodity. We believe there
is currently a divergence in valuations between existing producers
and developers, and the Fund currently holds positions in Galaxy
Resources, Orocobre and Pilbara Minerals, plus call options on
Albermale in the US. See table below.

Brine Deposits. Mainly focussed in South America (Chile/
Argentina), Brine Deposits have been a source of Lithium for many
years, with brine pumped to the surface, and Lithium extracted
via a chemical process. Historically, brine has been concentrated,
then a precipitation process used to purify Lithium into Lithium
Carbonate, but more recently technologies are advancing for direct
extraction of Lithium from brine. Examples of companies producing
Lithium from Brine include Orocobre, SQM and Albermale.

EV Fund positioning

Hard Rock Deposits. Hard Rock (typically Spodumene) deposits
are common in Australia. The mining and processing route is
similar to traditional mining practices (drill, blast and mine) and
processing (crush, grind and separate). Spodumene projects
produce a concentrate product which then needs to be upgraded
to Lithium Carbonate or Lithium Hydroxide through a conversion
facility. Projects can be integrated (where a miner also converts at
their own processing plant), or a Spodumene concentrate market
exists, where producers sell Spodumene concentrate rather than
purified Lithium carbonate and Hydroxide. Examples of companies
producing Lithium from Hard Rock Deposits include Galaxy
Resources and Pilbara Minerals.

We believe 2021 will see an inflection point for Natural Resources
equities as we move beyond COVID-19 constrained demand,
and our current intention is to continue increasing Fund exposure
opportunistically into year end. Given ongoing geopolitical, trade and
COVID issue, we intend to maintain a high level of portfolio protection
in the coming months, although we may taper this cover should we
see more certainty around a vaccine. Tactically, we are also seeing
a number of corporate actions in the Natural Resources space, and
intend to continue to capitalise on these where possible.

Within the EV thematic, we see a significant near-term opportunity
in the Lithium market. The Fund also holds exposure to Nickel and
Rare Earths (through Lynas). We remain cautious on the outlook for
Graphite in the short term.

Overall Fund positioning
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The Interests may not be transferred or resold except as permitted under the Securities Act and any applicable U.S. or non-U.S. securities laws. The Interests
have not been reviewed or approved by any U.S. federal, other U.S. or non-U.S. securities commission or regulatory authority. Interests are not and will not
be insured by the U.S. Federal Deposit Insurance Company or any government agency, are not guaranteed by any bank and are subject to investment
risks, including the loss of an investor’s entire principal amount invested. Investors should be aware that they may be required to bear the financial risks of an
investment in the Interests for an indefinite period of time because the Interests (i) cannot be sold unless they are subsequently registered under any and all
applicable securities laws in the United States, or an exemption from registration exists and
(ii) are subject to the restrictions on transfer contained in the offering document or limited partnership agreement of the Fund. The reader must comply with all
applicable laws and regulations in any jurisdiction in which it subscribes for an investment; and the reader, by its acceptance of this report, agrees that the Firm
and the Fund will not have any responsibility for the reader’s compliance with such laws and regulations.
The Firm is registered as an investment adviser with the U.S. Securities & Exchange Commission.
Certain information contained in this Report constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such
as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” “continue” or “believe,” or the negatives thereof or other variations thereon
or comparable terminology. Due to various uncertainties and risks, actual results and performance of the Fund may differ materially from those reflected or
contemplated in such forward-looking statements
A short notice on the COVID-19 public health event, and how it can impact investments
Given the currently evolving issues around the Coronavirus (or Covid-19) globally, which has officially been designated a pandemic by the World Health
Organisation, we wish to notify that, as with many firms, business may be disrupted. A public health crisis, pandemic, epidemic or outbreak of a contagious
disease, such as the recent outbreak of Coronavirus (or Covid-19) in Australia, Italy, China, South Korea, the United States and other countries, could
have an adverse impact on global, national and local economies, which in turn could negatively impact investment returns in any of Ausbil Investment
Management Limited’s registered managed investment schemes (the Funds). Disruptions to commercial activity relating to the imposition of quarantines or
travel restrictions (or more generally, an inability on behalf of authorities to contain this pandemic) may adversely impact any investment, including by delaying
or causing supply chain disruptions or by causing staffing shortages. The outbreak of Coronavirus has contributed to, and may continue to contribute to,
volatility in financial markets. The impact of a public health crisis such as the Coronavirus (or any future pandemic, epidemic or outbreak of a contagious
disease) is difficult to predict, which presents material uncertainty and risk with respect to any investment or fund performance.

