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Investment Team Corner

In conversation with Chris Duncan, CFA, member

of the Small-Mid Cap Investment Committee and an
analyst on the Basic Materials and Consumer
Products Research Teams

Amid dynamic changes in the energy sector and the unpredictable nature of commodity prices, we spoke with Chris Duncan,
CFA, to understand the complexities of investing in oil and gas companies. He addresses the challenges of forecasting oil
prices, the qualities that make certain companies more resilient, and the factors affecting long-term hydrocarbon demand.
Chris also shares where Brandes has found value potential in the industries and countries in the energy sector. He has been
with Brandes since 2006 and has 23 years of industry experience.

How do you get comfortable with investing in oil and gas companies?

First, you never really get comfortable investing in them if you truly understand the volatility and uncertainty involved.
However, perhaps we should consider the actual impact of accurately predicting oil prices on investment returns. Many
people view this as a key determinant of whether owning oil and gas stocks will yield attractive returns.

Let’s start with this example: Suppose you were to look at a large-cap U.S. exploration and production (E&P) company and
forecast that oil prices next year will be 20% higher than this year. The direct impact on the company's value is relatively
minimal. If you calculate a 20% increase in the price per barrel, which amounts to about $15, and multiply this by their
production volume, the increase in value, calculated as a percentage of market cap, would be less than 2% for many
large-cap E&Ps.

Consider another more pronounced example dating back to 2006, when oil prices were at $60, having averaged around
$35 in the previous five years. At that time, U.S. oil production had been declining almost every year since 1985, and Exxon
was contemplating building a natural gas import terminal in the U.S. Despite predictions of a peak in global oil supply, as
suggested by a book popular among energy analysts called Twilight in the Desert, some investors might have predicted
higher future oil prices and a potential increase in U.S. oil production due to emerging shale extraction and hydrofracking
techniques.

If you had invested in the largest U.S. E&P company at the beginning of 2006, you would

have experienced a 95% loss by the end of 2019. Investing in the second largest E&P b4 s you had invested
would have resulted in a loss of over 65%, and the third largest would have seen a 50% in the largest U.S. E&P
loss. Despite these outcomes, your investment assumptions might have been based on company at the beginning

sound reasoning, considering that oil prices averaged $75 over the subsequent 14 years

of 2006, you would have
and U.S. oil production grew 6.7% annually during that period.’ 2

experienced a 95% loss by
However, even with these favorable conditions, losses were significant. To find a the end of 2019.
relatively better outcome, you would need to look at the seventh-largest producer, which
boasted superior acreage, management, and capital efficiency. This company managed
to grow its production by 9% annually for 14 years. Despite this impressive growth, an investment in this company would still
have underperformed the S&P 500. Moreover, if you had bought an index of U.S. E&Ps at the beginning of 2006 and held it
throughout this period of significant production growth and higher than average commaodity prices, you still would have
significantly underperformed the broader market. This demonstrates that despite this knowledge and understanding of oil
price dynamics, a favorable investment return is not guaranteed.
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Are there certain characteristics or qualities that make companies more attractive
for investment?

The primary characteristic | consider as an investor is the price implication offered by the market. We evaluate companies
by considering several factors, including the commodity price cycle, which plays a role in valuation but is not the dominant
factor. We assess the company’s growth prospects, such as their resource base and opportunities to redeploy capital for
growth. We also consider the capital efficiency of this growth, how much they earn back by redeploying capital from their
resource base into new resources, and what the market implies about the cost of equity and capital. The more conservative
the market's assumptions on these variables, the more confidence we have in the investment. We look for companies with
the right pricing and the ability to survive any market cycle due to their robust balance sheets, low financial leverage, and
low operating costs, allowing them to manage through downturns and grow.

As an equity analyst, do you have preferred valuation methodologies or approaches?

For an upstream company whose business primarily involves producing oil and gas, we usually start by valuing the
reserves they have already developed. The bulk of an oil and gas company’s capital is invested up front, followed by a
reserve life that produces and sells in the market over subsequent years. These companies must continually reinvest their
cash flows from that reserve base to replace and grow reserves. Therefore, we typically assess the value of the reserves in
place, which is an element of production cost and commodity price assumptions.

However, more importantly, we look at the company's ability to efficiently redeploy these cash flows. In many pure-play
upstream companies, there is a tendency to deploy capital inefficiently, so we do not typically place much of a premium on
existing reserves. However, some companies possess a significantly better-quality asset base and a longer runway for
capital investment and growth, which might justify a premium for their reserves in the ground.

Let's shift our focus to electric vehicles and their impact on the industry. What are the
long-term prospects for hydrocarbon demand?

| believe that the future will see a peak in hydrocarbon demand, although it's challenging to predict exactly when that
inflection point will occur, due to two competing elements. First, there is the energy transition towards renewables, which is
increasingly demanded by consumers and promoted through government regulations and subsidies. However, the pace of
this transition may face challenges due to the scale of the task, the significant investment required, and the current small
scale of these industries, suggesting a bumpy road ahead.

The second element is the growth in emerging market economies, which tend to have Iy Th . .
more oil-intensive gross domestic product growth. Despite consuming less per capita e future inflection
than developed countries, emerging markets have driven more than 100% of the global point will depend on how
oil demand increase over the last 20 years due to their economic growth.2 The future smoothly the supply chain
inflection point will depend on how smoothly the supply chain can transition in
comparison to the growth rate of these emerging markets. This makes it very difficult to
predict. Consequently, when evaluating oil investments, we consider the sensitivity to .
whether this inflection point occurs around 2030 or as late as 2050, and how this timing emerging markets.
might impact the companies we are considering for investment.

can transition in comparison
to the growth rate of these

The Brandes International ETF holds several European integrated oil companies, whereas
the Brandes U.S. Value ETF and U.S. Small-Mid Cap Value ETF invest in energy equipment
and U.S.-based firms. Can you elaborate on the opportunities within different industries
and countries in this sector?

Over the past few years, we've generally seen reduced allocations to energy across our portfolios, influenced by the post-
pandemic recovery, improved oil and natural gas demand, and factors such as the Russia-Ukraine conflict supporting
commodity prices. Additionally, energy companies have become better at returning capital to shareholders. Consequently,
there are not as many negatives associated with the industry today, and the opportunity set is not as rich for us as it was
during periods of greater market panic and uncertainty.
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However, we see value potential in European integrated oil companies due to their relatively undemanding valuations
compared to their U.S. peers. The transition to renewable energy adds complexity to the energy markets, a factor that could
create value for integrated oil and gas companies. These companies are not only involved in oil and natural gas supply but
also in electricity production and trading. Their ability to operate across various energy forms and geographies, a
characteristic more pronounced in Europe than elsewhere, could take advantage of the increased market complexity.

If we go down the capitalization spectrum, the quality and efficiency in capital deployment tend to diminish. These
companies are less diversified and face more secular risks, such as the maturity of their core areas. Therefore, our exposure
here is more limited. We invest in some oilfield service companies, which are typically late-cycle beneficiaries of industry
uptrends in commodity prices and capital expenditure. Therefore, their results have yet to see the positive impact that we
expect as we go through the cycle. Additionally, we hold positions in U.S. natural gas companies, which remain competitively
positioned on the cost curve. The prospects for these companies to be able to deploy capital efficiently are high, and U.S.
natural gas prices are depressed following a strong performance in 2022. Therefore, we're still seeing some value
opportunities there, though our options are somewhat limited within our investment universe.

12Energy Institute, 2023 Statistical Review of World Energy

Cash Flow: Amount of cash generated minus the amount of cash used by a company in a given period.

Discussion of oil company performance is for illustrative purposes only and does not represent Brandes performance.

The S&P 500 Index with gross dividends measures equity performance of 500 of the top companies in leading industries of the U.S. economy.

The portfolio characteristics discussed relate to a single account deemed by Brandes to be generally representative of the strategy as of date noted. Not every account will
have these exact characteristics. The actual characteristics with respect to any particular account will vary based on a number of factors including but not limited to: (i) the
size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of investment. Data is updated on a quarterly basis.

Past performance is not a guarantee of future results.

The information provided in this material should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security
transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will
equal the investment performance discussed herein. Strategies discussed are subject to change at any time by the investment manager in its discretion due to market
conditions or opportunities. Brandes Investment Partners does not guarantee that the information supplied is accurate, complete or timely, or make any warranties with regard
to the results obtained from its use. The Brandes investment approach tends to result in portfolios that are materially different than their benchmarks with regard to
characteristics such as risk, volatility, diversification, and concentration. International and emerging markets investing is subject to certain risks such as currency fluctuation
and social and political changes; such risks may result in greater share price volatility.

Investing involves risk, including potential loss of principal. An investment in the funds may be subject to risks associated with investing in equity securities, including
foreign and value securities risks, issuer risk, and focused investing risk. The funds may, from time to time, invest a substantial portion of total assets in securities of
issuers located in a particular industry, sector, country, or geographic region. During such periods, the funds may be more susceptible to risks associated with that
industry, sector, country, or region. An exchange-traded fund is exposed to additional trading and transactional risks, limited participant risk, and risks associated with
buying and selling shares. The funds are recently organized investment companies with limited operating history. Please see the prospectus for a discussion of risks.

ETFs are subject to additional risks that do not apply to conventional mutual funds, including the risks that the market price of an ETF’s shares may trade at a premium or
discount to its net asset value, an active secondary trading market may not develop or be maintained, or trading may be halted by the exchange in which they trade, which may
impact an ETF's ability to sell its shares. Shares of any ETF are bought and sold at market price (not NAV) and are not individually redeemed from the ETF. Brokerage
commissions will reduce returns.

Investors should consider the investment objectives, risks, charges, and expenses carefully before investing. For a prospectus or
summary prospectus with this and other information about the Brandes ETFs, please call (866) 307-0477 or visit
http://www.brandes.com/etfs. Read the prospectus or summary prospectus carefully before investing.

The Brandes ETFs are distributed by Foreside Fund Services, LLC.

The foregoing reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. Brandes Investment Partners® is a
registered trademark of Brandes Investment Partners, L.P. in the United States and Canada.

United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th Floor, La Jolla, CA 92037.

Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte Ltd., The Gateway West, 150 Beach Road #35-51,
Singapore 189720. Company Registration Number 201212812M. ARBN: 164 952 710. This document is for “institutional investors” or “accredited investors” as defined under
the Securities and Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes only.
Incorporated in Singapore in 2012, Brandes Investment Partners (Asia) Pte Ltd (Brandes Asia) provides portfolio management services to clients in Asia (as permitted under
local law). Brandes Investment Partners, L.P., a U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and other
support to Brandes Asia.

Ireland/Europe: FOR PROFESSIONAL INVESTOR USE ONLY. Issued by Brandes Investment Partners (Europe) Limited, Alexandra House, The Sweepstakes, Ballsbridge, Dublin
D04 C7H2, Ireland. Registered in Ireland Number 510203. Authorised and regulated by the Central Bank of Ireland.

Canada: Distributed by Brandes Investment Partners & Co., 6 Adelaide Street East, Suite 900, Toronto, ON, M5C TH6. This communication is for information purposes only and
should not be regarded as a sales communication or as advice regarding any financial product or service.
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