Monthly Report

September 2023

W

kinabank Together it's possible



Monthly Highlights

Kumul  Petroleum Holdings Ltd.
(KPHL) acquired an additional 2.6%
equity interest in the PNG LNG
project its purchase from Santos -
this brings the PNG Government's
share (through KPHL) in the PNG
LNG projectto 19.4%.

In its September Monetary Policy
Statement, BPNG said that it would
revise down its Real GDP forecast
to 2.5%, from its earlier prediction
of 3.2% in March - caused by lower
production of extractive exports and
continued delays in re-opening the
Porgera gold mine.

Domestic fuel prices rose over
+5% in September, as international
energy prices continue to feed into
domestic bowsers. Domestic fuel
prices have increased by move
than +30% since the Government's

The PGK/USD interbank rate closed
40bps lower at 0.2730 - the largest
drop in the interbank rate this year.
On average, the rate is falling 10bps
a month.

The Kina Securities closed up
+0.30% higher in September,
adding to August’s return of +0.10%.
Total traded volumes were also
up with 0.63m units in September
compared to 0.58m for the previous
period.

Yield on PNG's 1-year Treasury bill
moved +30bps higher at 3.09%, from
2.79% in August. The Government
raised PGK1.18 billion from auctions
in September - with demand for
T-bills remaining strong in the market.

household support through fuel
subsidies ended in June.

Market Commentary

Government acquires additional

. Old

stake in PNG LNG from Santos New
The Government, through Kumul Santos 42.5% v 39.9%
Petroleum Holdings (KPHL), acquired Exxon Mobil 33.0% ) 33.09%
an additional 2.6% equity interest in

the PNG LNG project from Santos. Kumul Petroleum 16.8% 0 19.4%
The agreemeht, which was anr.mounced JX Nippon Oil & Gas 4.7% ) 4.7%
by KPHL during September, includes

a Call Option for KPHL to ‘exercise on MRDC 2.8% - 2.8%
or before 30 June 2024' to acquire 100.0% 100.0%

a further 2.4% interest in the PNG
LNG project. Withthisnewarrangement,
Exxon Mobil remains the ‘project Papua New Guinea's interests in the PNG landowners through the Mineral
operator’, while Santos still PNG LNG project now total 22.2%. Resources Development Corporation
maintains it majority equity This is comprised of 19.4% through (MRDC).

stake in the project (39.9%). KPHLand 2.8% managed on behalf of
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Market Commentary, cont.

PGK/USD experiences largest

monthly drop this year
In September, the PGK/USD interbank
rate experienced its largest

depreciation over a month for this year,
falling 40 basis points. The PGK/USD
interbank has now fallen 3.9% since the
beginning of this year. After remaining
unchanged for the first 5 months of
2023, the gradual drop follows calls by
the International Monetary Fund for the
domestic FX rate to move towards a
'market clearing’ system.

BPNG revises down 2023
Growth forecasts

The Bank of PNG (BPNG) announced
in its September Monetary Policy
Statement (MPS) that it would be
revising downwards its  growth
projections for the domestic economy
to 2.5% (after initial forecasts of 3.2%
in its March MPS). BPNG asserted
that this downgrade in its outlook was
due to ‘lower production of extractive
exports’, particularly with a scheduled
maintenance of the LNG plant site
which will impact gas production,
plus the continued delay with the
re-opening of the Porgera gold mine.

Fuel Price movements since January 2023
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Price Watch: Domestic Fuel
prices continue to climb

Domestic fuel prices continue to
trend upwards during September.
Petrol (+5.8%), Diesel (+11%) and
Kerosine (+13%) all increased as

international energy prices continue
to feed into domestic bowsers.

Kina Bank Outlook

Global price pressures persist
despite rate hikes

Despite monetary policy tightening
by major Central Banks, inflationary
pressures have persisted - which
continues to lead to more rate hikes
in major economies. According to the
World Bank’s latest indices for major
commodities, prices have been on an
upward trend for major items including
agriculture, food, and energy. With the
increased policy rates, BPNG reported
inthe September MPS that this may lead
to an easing of global price pressures
in the coming months. In terms of
domestic prices forthis year, the Central

Bank announced that it expects overall
headline inflation for this year to be at
3%, helped by weakening currencies
in  PNG's major trading partners.
However, it should also be noted that
continued price increase in oil will still
play an important role in general price
levels over the coming months.

IMF Program: update on exchange
rate system going forward

BPNG provided a further update on the
current IMF program in its September
MPS, which included an more guidance
on a timeframe for implementing a
new exchange rate arrangement.
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Since the Government'’s fuel subsidies
were relaxed in June, petrol prices have
increased by 30% over the last quarter,
while diesel (+27%) and kerosine
(+20%) have also trended in the
same direction during this period for
domestic consumers.

According to the MPS, the new
‘arrangement will be finalised by end
of November for implementation
in December 2023, based on the
roadmap agreed to with the IMF."
BPNG also stated that it will continue
to support market imports orders
with US$100 million in intervention
per month.
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PNG FX Market

The PGK/USD interbank dropped 40 PGK/USD interbank movement in 2023
basis points during September - the
largest ever movement in a month in 0.2850
2023 so far. After opening the year at
PGK/USD of 0.2840 and remaining 0.2820
flat for 5 months, the interbank rate

has moved a total of 11 times - with 0.2790
an average drop of 10 basis points for
every drop, to close out September at 0.2760

PGK/USD = 0.2730.

0.2730 —
Prior to this year, the PGK/USD
interbank had only moved 10 times 0.2700
between 2020 to 2022. This gradual
move coincides with the Government's ofl"b ,oﬂ"b ‘ﬁ"b ‘fl"b i i ~
agreement to its latest IMF program MR N W S >
which was signed in March of this year
- with the IMF signalling to the PNG

*
Government to move towards a more PGK-Cross Rate Outlook

||bera||sed exchange rate regime. Oct-23 Nov-23 Dec.23 o
During September, BPNG continued

to support the market's import PGK/USD 0.2730 0.2715 0.2705 0.2685
orders with another PGK 33émillion PGK/AUD 0.4256 04177 04098  0.3891
in intervention. BPNG intervention has

averaged about PGK352million during PGK/NZD 0.4553 0.4531 0.4508 0.4331
the third quarter. According to its PGK/IPY 40.85 39.0004 3733 36.25

September MPS, BPNG will continue

to intervene in the market to clear our EUR/USD 0.2582 0.2488 0.2394 0.2315
import orders with sufficient foreign
reserves, which was reported at about
10 months of total import cover (as of
June this year).

Source: Bank of PNG, KFM Economics calculations.
*Estimates only, subject to change based on market conditions.

Monthly FX Turnover

Going forward, we anticipate that 5.20
the interbank rate will continue its
downward trend at a pace of 10 to 15 4.50
basis points per month through the
end of the year. Continued strength in 3.80

the US dollar will see a favourable PGK
cross-rate with other majors, including

the AUD and NZD heading into the § 310

final quarter of this year. However, as §

noted previously, for PNG importers & 249
o

the availability of currency to fill import
orders will be the key to benefitting 1.70
from these cross-rates.
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PNG Cash & Fixed Income

During September, the Bank of PNG
issued PGK1.3 billion in Treasury Bills
for the domestic debt market, which
represents a +16.6% increase compared
to the amount raised in August.
There was an increase in activity for the
182-day and 273-day T-Bills, with yields
closing at 1.61% and 2.26% respectively.
Yield for the 1-year paper recovered

by +30 basis points, closing the
month at  3.09%. Overall, the
market  was  oversubscribed by

more than 30%, with a success rate
of 73%.

BPNG also stated in the September MPS
that it will maintain a neutral monetary
policy stance over the next six months to
March 2024 and will continue to ensure
that ongoing reforms are successfully
implemented, while keeping inflationary
pressures under control. They will also
use the reserve money framework
and policy interest rate to influence
domestic  interest rates  through
Open Market Operations and other
liquidity management tools like the Cash
Reserve Requirement.
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International Cash & Fixed Income

Global bond markets are bracing for
more declines after a volatile third
quarter. Central banks have adopted a
more hawkish stance, indicating interest
rates will remain higher for longer to
combat inflation. The Federal Reserve
surprised markets by projecting higher
rates through 2024, pushing Treasury
yields higher. Fiscal concerns around
the large U.S. budget deficit are also
weighing on bonds.

The bond market signals the era of
low interest rates and inflation that
began after the 2008 crisis had ended.
This shift to a higher rate environment
means the Fed will likely need to keep
raising rates to bring inflation down
to its 2% target. Higher rates imply

Bids Received (K'm)

@ \Veighted Average Yield

10 Year Government Bond Yields

COUNTRY YIELD

United States 4.57% qr
United Kingdom 4.44% 0
Australia 4.49% d
New Zealand 5.31% 0
France 3.40% Ar
Japan 0.77% 0

the Fed will have more flexibility to
adjust policy using interest rates alone.
However, there remains uncertainty
around what the “neutral rate” s
and how the Fed will navigate this
new environment.
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0.11 AR 0.19 N 0.30
0.02 N 0.08 0 0.33
0.11 ™ 0.15 N 0.26
0.09 ™ 0.23 0 0.27
0.14 ™ 0.25 N 0.24
0.18 ™ 2.14 0 0.54

The key themes for markets heading
into the final quarter include the
outlook for inflation, and the potential
impact on economic growth. Central
bank meetings and economic data will
provide clues on the path ahead.



PNG Equities

Local equity markets (PNGX) closed
slightly higher in September, with the
Kina securities index (KSi) - a price-
weighted measure of PNG's local
equity market - increasing by +0.30% -
adding to last month’s gain of +0.10%.
The shares of Santos Limited (+ 0.52%)
supported the movement in the KSi.

In terms of trading volumes, PNGX
recorded a total volume of 0.63 million
units, which was (+8.62%) higher than
that of August (0.58 million units).
Despite the increase in the traded
volumes, the demand for the local
equities trended below the monthly
average of 1.76 million units.

Total value exchanging hands on the
PNGX was PGK1.49 million, a decline
of -8.02% compared to PGK1.62 million
in August.

International Equities

Global equities fell for a second
straight month in September, while
government bond yields rose record
highs - largely due to concerns that
the world’s major central banks will
hold interest rates higher for a longer
time-period than the market had
anticipated.  During the  month,
investors’ demand for equities grew
thin amidst interest rate concerns,
which resulted in a huge sell-off across
all equity bourses. This trend might
continue next month should economic
data support central banks' hawkish
stance to fight sticky inflation. The MSCI
All-Country Equity index dropped
-4.46%, adding to last month's decline
of -2.46%.

PRICE* MONTH YOY YTD

PNG Stock Exchange (PNGX)

Credit Corporation PNG 2.05 0.00% 1 1081% T 7.89%
Kina Assetmanagement Limited (kam) 0.90 0.00% Vv 526% YV .526%
Kina Securities Ltd (ksL) 2.41 Voo549% Vv -1690% Vv -13.93%
Santos Limited (s70) 19.21 T~ 052% 1T 058% 1T 0.58%
Australian Securities Exchange (ASX)

Kina Securities Ltd (ks) 079 Vv 542% v 765% 1 261%
BSP Financial Group Ltd (8rL) 515 v 636% 1 3.00% 1 13.44%
Newcrest Mining Ltd (vem) 29.07 N 11.68% 1 71.81% 1T 30.30%
Santos Limited (s70) 7.90 T~ 3.00% N 1142% T 11.11%
PNG Market Indices

KSi 631496 1 030% 1T 056% 1 057%
KSHi 15,830.59 0.00% 1™ 339% 1T 1.58%
*PNGX prices in PGK; ASX prices in AUD.

PRICE MONTH YOY YTD

North America

Dow Jones IA 3350750 Vv -3.50% N 1665% v 1.70%
S&P 500 428805 Vv -4.87% ™ 1959% N 5.19%
NASDAQ 13,219.32 ¥ -5.81% 4R 25.00% T 14.11%
Toronto S&P/TSX 19,54127 -3.70% 0 5.95% v -5.90%
Europe

FTSE 7,608.08 1 2.27% r 10.36% -2.11%
DAX 15,386.58 -3.51% 27.01% 1.71%
CAC 40 713506 WV -2.48% AR 23.82% T 0.74%
Asia

Nikkei 31,857.62 v -2.34% A 22.83% M 16.58%

Hang Seng Index 17,809.66 -3.11% N 3.41% Vv -18.46%
Shanghai Composite 311048 W -0.30% N 285% Vv -4.46%
Sensex 6582841 M 1.54% 0 14.63% 1 10.54%
S&P/ASX 200 7,048.64 -3.51% 8 8.87% Vv -5.72%
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Commodities

Gold prices fell sharply in September,
driven mostly by expectations of higher
interest rates and a stronger dollar.
This has implications for both gold
investors and consumers. The market
is also responding to data showing
the US economy grew strongly in the
second quarter. However, even though
gold prices declined sharply during
the month, experts still maintained
confidence in gold's long-term value
proposition due to its ability to dampen
volatility and hedge against uncertainty.
They believe gold remains a safe
investment bet for the long run.

In agriculture commodities, coffee
prices declined due to forecasts of rain
in Brazil and a stronger dollar. While
price decreases are likely to continue,
the longerterm outlook remains
uncertain due to questions over future
weather conditions and economic
factors. For cocoa, farmers in lvory Coast
are disappointed with the smaller-than-
expected increase in farmgate prices
this season, which could fuel cocoa
smuggling to neighbouring countries
with higher prices.

PRICE (USD)
Agriculture
Coffee (Us cents/lb) 146.15
Cocoa (Us$/mt) 3,418.00
Palm Oil (Rm/tn) 3,689.00
Energy
Brent Crude (uss/bbl) 95.31
LNG (us$/mmBtu) 14.63
Light Crude WTI Futures (us$/bbl) 90.79
Precious Metals
Gold (uss/oz) 1,866.10
Silver (uss$/oz) 22.45
Base Metals
Copper (Us$/Ib) 3.74
Iron Ore (us$/mt) 115.41
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MONTH

-4.29%
-5.11%
-4.43%

-4.29%

-5.11%
-4.43%

-5.08%
-9.52%

-2.21%
5.07%

9

YOY

-34.03%
45.20%
10.88%

8.36%

-62.22%
14.22%

11.61%
17.92%

9.52%
20.87%

9

YTD

-19.59%
32.43%
-0.83%

12.81%

-23.10%
15.11%

-4.07%
-5.81%

-11.56%
-2.26%

Meanwhile, palm oil prices are projected
to continue falling over the next quarter
as production increases. However, an
El Nino event by late 2024 could reduce
output and improve palm oil prices for
2024 to 2025, but more weather data is
needed for solid forecasts.
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Disclaimer

General Disclosure

This report is for our clients only.
All information contained herein is
obtained by Kina Funds Management
Limited (KFM) and/or Kina Group of
Companies (Kina Group) from sources
believed by it to be accurate and reliable.
Whilst every care has been taken in
the compilation of this Report and all
information is believed to be accurate,
No liability is accepted by KFM and/or
Kina Group or its subsidiaries, or any of
their officers, employees or agents for
any errors or omissions in this Report.
All information is provided “as is” without
warranty of any kind and KFM and/
or Kina Group, in particular, makes no
representation or warranty, express or
implied, as to the accuracy, timeliness,
completeness, merchantability, or
fitness for any particular purpose of
any such information. Opinions and
recommendations are subject to change
without notice and cannot be relied
on without independent confirmation.
This report is not an offer to sell or the
solicitation of an offer to buy any security
in any jurisdiction where such an offer or
solicitation would be illegal. It does not
constitute a personal recommendation
or take into account the particular
investment objectives, financial situations,
or needs of individual clients. Clients
should consider whether any advice
or recommendation in this report is
suitable for their particular circumstances
and, if appropriate, seek professional
advice, including tax advice. The price
and value of investments referred to in
this research and the income from them
may fluctuate. Past performance is not
a guide to future performance, future
returns are not guaranteed, and a loss of
original capital may occur. Fluctuations
in exchange rates could have adverse
effects on the value or price of, or income

derived from, certain investments.
Certain transactions, including those
involving futures, options, and other
derivatives, give rise to substantial risk
and are not suitable for all investors.
This document is confidential
and intended only for authorised
clients of KFM and/or Kina Group.

Conflict Disclosure

KFM and/or Kina Group, its Directors,
officers, employees or agents may own
shares in the Companies stated in this
Report, but under no circumstances shall
KFM and/or Kina Group have any liability
to any person or entity for (a) any loss
or damage in whole or in part caused
by, resulting from, or relating to, any
error (negligent or otherwise) or other
circumstances or contingency within or
outside the control of KFM and/or Kina
Group or any of its Directors, officers,
employees or agents in connection with
the procurement, collection, compilation,
analysis, interpretation, communication,
publication, or delivery of any such
information, or (b) any direct, indirect,
special, consequential, compensatory,
or incidental damages whatsoever
(including without limitation, lost profits),
even if KFM and/or Kina Group is advised
in advance of the possibility of such

damages, resulting from the use of or
inability to use any such information. Past
performance of Companies reviewed
herein are not, and should not be held
as indicators of the of the entities future
performance. The information contained
herein is, and must be construed solely
as, statements of opinion and not
statements of fact or recommendations
to purchase, sell or hold any securities.
KFM and/or Kina Group may seek to do
business with companies mentioned
in research reports. Accordingly, KFM
and/or Kina Group employees and/
or directors may have a conflict of
interest. Investors should be aware of
this potential for conflicts of interest,
and should consider KFM and/or Kina
Group research reports as just one
aspect of their investment decisions.



