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The Impact of High Oil Prices on Japanese Equities & How Companies Might Mitigate the Risk

Recent geopolitical tensions between the US-Israel and Iran have pushed global oil prices higher,
raising concerns about potential disruptions in the Strait of Hormuz, one of the world’s most critical
oil transit routes. Japan, as a major energy importer, is particularly exposed, and the recent pullback
in the Nikkei 225 reflects both rising oil prices and geopolitical uncertainty. In response, the
Japanese government announced the release of 80 million barrels from strategic petroleum
reserves from 16 March 2026- about 45 days of supply. While these shocks can create short-term
pressure on the Japanese economy, the implications for Japanese equities are more nuanced,
reflecting the resilience of many Japanese corporations and several structural buffers within the

economy.
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Source: Bloomberg, as of 18" March 2026.
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1. Structural Vulnerability: Japan’s Energy Dependence

Historically, Japan's economy has been highly sensitive to global energy prices. Around 90%-95%
of Japan'’s oil imports come from the Middle East, much of it passing through the Strait of Hormuz.
This dependence has made the country vulnerable to supply disruptions, with rising oil prices

contributing to economic slowdowns and volatility in Japanese equities.

Japan'’s Qil by Source (FY 2024)
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Source: METI.

Japan has long recognized this structural vulnerability and has taken steps to mitigate it. Strategic
measures have included investments in nuclear energy, which prior to the 2011 Fukushima nuclear
disaster supplied about 30% of electricity, and substantial oil inventories—currently covering
approximately 254 days of demand. After the Tohoku earthquake and tsunami, the government
halted nuclear operations due to safety concerns, increasing reliance on imported fossil fuels.
Recent policy efforts under Prime Minister Sanae Takaichi to restart major reactors reflect a
renewed focus on energy security and a strategic shift toward reducing dependence on imported

oil and gas.
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Japanese Oil Inventories in Days of Demand Cover
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Source: CLSA, METI.

The recent escalation of the conflict in the Persian Gulf has pushed oil prices higher and weighed
on global market sentiment. Given Japan's structural reliance on energy imports, these

developments have contributed to the recent decline in the stock market.

2. Structural Buffer: Nuclear Energy Policy

Nuclear power is a key component of Japan's long-term energy strategy. In recent years,
government policy has shifted toward restarting reactors that were shut down after 2011, aiming
to strengthen energy security. Rising oil prices and ongoing geopolitical tensions have further
reinforced political support for nuclear power, highlighting its role in reducing Japan's exposure to

volatile imported energy.

Los Angeles | New York | Tokyo | Mumbai | Seoul | Sydney | Hong Kong | Las Vegas
www.daltoninvestments.com



Dalton

Over time, nuclear restarts could significantly buffer the economy and equities against energy price
shocks, and while refurbishing and restarting plants takes time, Japan has a strong incentive to

accelerate this process.
3. Corporate Resilience: Pricing Power, Energy-Driven Structural Benefits & Financial Strength

Even though oil shocks create macroeconomic pressures, we believe our portfolio companies are
relatively well positioned to navigate these challenges. Many operate businesses with strong
pricing power, allowing them to pass through higher input and energy costs to customers over
time. While there may be some short-term margin pressure, our focus on high-quality companies
with durable competitive advantages that can generate sustainable earnings across different

economic environments should provide relative downside support.

Examples within our portfolios illustrate different aspects of this resilience. Sanwa Holdings
Corporation, which manufactures industrial and residential shutters, and Rinnai Corporation, a
leading producer of high-efficiency water heaters, should benefit from structurally higher demand
for energy-efficient solutions. Other portfolio companies, such as Hikari Tsushin, are not only highly
resilient during downturns, with strong cash flows and disciplined costs, but also have a track
record of acting counter-cyclically and pursuing attractive acquisitions during periods of market
stress when valuations are more attractive. Finally, some companies are largely insulated from
stress related to oil supply and price — an example being Bandai Namco Holdings, whose
entertainment IP business is relatively resilient to macroeconomic conditions and supply chain
disruptions. These examples highlight how pricing power, structural demand advantages, and
financial resilience can enable Japanese companies to navigate short-term macroeconomic
pressures while creating long-term shareholder value. Dalton’s core investment mantras mean we
naturally tend to focus on companies with these characteristics when constructing our clients’

portfolios.
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Investment Perspective

From an investment perspective, the recent market volatility does not materially change our long-
term thesis for Japanese equities. While rising oil prices and geopolitical tensions may create short-
term pressure on markets, we believe our portfolio companies remain well positioned due to their

pricing power, global diversification and strong financial positions.

Our investment approach continues to focus on companies where we see clear catalysts for value

creation through operational improvements, governance changes and better capital allocation.

Periods of external shocks often create attractive opportunities for long-term investors. In this case,

the recent correction may allow us to add to high-conviction positions at more attractive valuations.
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IMPORTANT INFORMATION

This document has been prepared for qualified investors, is provided for informational purposes only, and does not constitute a
solicitation of any shares in any investment vehicle managed by Dalton Investments. Such solicitations can only be made to qualified
investors by means of the private placement memorandums, which describe, among other things, the risks of making an investment.
Additionally, this presentation does not constitute investment advice of any kind.

All of the information in this document relating to Dalton Investments, Inc., regulated by the U.S. Securities and Exchange Commission
(SEC). SEC registration does not imply SEC endorsement. No representation or warranty can be given with respect to the accuracy or
completeness of the information, or with respect to the terms of any future offer of transactions conforming to the terms hereof. Certain
assumptions may have been made in the analysis which resulted in any information and returns/results detailed herein. No
representation is made that any results/returns indicated will be achieved or that all assumptions in achieving these returns have been
considered or stated. Additional information is available on request. Opinions and estimates offered constitute our judgment and are
subject to change without notice, as are statements of financial market trends, which are based on market conditions. Unless otherwise
indicated, figures presented are preliminary, unaudited, subject to change and do not constitute Dalton’s standard books and records.
Individual portfolio account returns and holdings within a referenced Dalton composite may vary substantially for such factors including,
among others, account specific restrictions — e.g. whether currency investments are permitted, timing of transactions, contributions,
withdrawals, and market conditions at the time of investment.

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE INVESTMENTS AND THE INCOME
FROM THEM CAN GO DOWN AS WELL AS UP AND AN INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED. THESE
INVESTMENTS ARE DESIGNED FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE RISKS. PERFORMANCE
MAY BE VOLATILE, AND AN INVESTOR COULD LOSE ALL OR A SUBSTANTIAL PORTION OF ITS INVESTMENT.

Any estimates, projections or predictions (including in tabular form) given in this communication are intended to be forward-looking
statements. Although Dalton believes that the expectations in such forward-looking statements are reasonable, it can give no assurance
that any forward-looking statements will prove to be correct. Such estimates are subject to actual known and unknown risks,
uncertainties and other factors that could cause actual results to differ materially from those projected. These forward-looking
statements speak only as of the date of this communication. Dalton expressly disclaims any obligation or undertaking to update or
revise any forward-looking statement contained herein to reflect any change in its expectations or any change in circumstances upon
which such statement is based.

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies with the requirements of the
Alternative Investment Fund Managers Directive (“AIFMD") of the European Union. No direct or indirect offering or placement of shares
by or on behalf of the Funds/Composites or the Investment Manager may be made to or with investors in member states of the European
Union in breach of either the applicable requirements under the AIFMD or the private placement regime in each relevant member state.
You are receiving this presentation either because (a) you are an existing investor and we are sending you an update to discharge our
obligation, or (b) you have previously requested for submission of such information. If neither of these apply to you, please kindly ignore
this presentation and reply to InvestorRelations@daltoninvestments.com with the subject “AIFMD distribution list review” as soon as
possible so that we can remove you from our relevant distribution list in the future.

Any specific securities referenced herein are holdings as of the date identified in the document and any performance information relates

only to the period covered by this document. No inferences should be made as to the profitability of specific positions overall.
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