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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub prompt gas prices rose in February as the cold weather continued. Month-on-
month the prompt rose from $3.04/mmbtu at close on 31 January to $3.83/mmbtu at close on
28 February. Calendar 2025 also rose strongly, beginning February at $3.54/mmbtu and
ending at $4.23/mmbtu.

Oil prices saw modest falls. The prompt began February at $72.53/bbl and closed the month
at $69.76/bbl. Calendar 2025 dropped from $69.73/bbl to $67.75/bbl.

Public markets current aversion to the energy sector is highlighted by average sector free
cashflow yields, return on capital employed, and market capitalisation weightings in the S&P
500. US listed energy companies are trading at very high free cashflow yields of over 7%,
compared to other sectors average of around 4% (Figure 1).

Figure 1: FCF Yield vs Valuation by Sector (Source: Raymon James)
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The energy sector market capitalisation weightings in the S&P 500 of approximately 3.2% is
less than half of the energy sector’s earnings contribution (Figure 2).
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Figure 2: Energy Sector Market Cap Weighting in the S&P 500 (Source: Raymond James)
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The energy sectors recent focus on capital discipline, as illustrated by return on capital employed (ROCE), is delivering much
improved financial performance, but has yet to be recognised by public market investors (Figure 3).

Figure 3: Energy ROCE vs Energy S&P 500 Weight (Source: Raymond James)
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The latest Baker Hughes rig count data follows. In February US total land rigs rose by 11 from 567 to 578. Total oil rigs rose by 7
from 479 to 486, gas rigs rose by 4 to 102. Oil and gas rig totals include 13 offshore and 2 inland water rigs working in February.

NORTH AMERICA Rotary Rig Count
Baker Hughes

Location Week +[- Week +[-  YearAgo

Inland Waters 2 0 2 2 0

Land 578 2 576 -30 608
Offshore 13 -1 14 -8 21

United States Total 593 1 592 -36 629
Gulf of Mexico n -1 12 -8 19

Canada 248 4 244 17 231

North America 841 5 836 -19 860

U.S. Breakout Information | This Week +[- LastWeek +/- YearAgo

Gas 102 3 99 =17 19
Qil 486 -2 488 -20 506
Miscellaneous 5 0 5 1 4
Directional 48 -1 49 -4 52
Horizontal 533 3 530 -28 561
Vertical 12 -1 13 -4 16
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Gas Market

Henry Hub prompt prices fell early in the month before rising strongly as renewed cold weather delivered very strong heating
demand and the new Plaquemines LNG facility ramped up faster than had been expected to deliver record daily LNG export volume
of ~17bcfd (Figure 4).

Figure 4: Near Month Henry Hub Futures (Source: EIA)
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Weather forecasts at the end of January had indicated that February would be warm, this resulted in a big fall in near dated gas
prices at the end of January. These forecasts were wrong, February saw more cold weather (Figure 5).

Figure 5: Deviation between average and normal temperature (°F, week ending 20 Feb) (Source: EIA)
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Cold weather was the largest factor driving strong demand for natural gas (Figure 6).

Figure 6: US Gas Supply / Demand Balance) (Source: EIA)
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Heating demand was supplemented by record LNG export demand (Figure 7).

Figure 7: Lower 48 Net Natural Gas Exports (Source: EIA)
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Strong demand drove more very large weekly storage withdrawals (Figure 8).

Figure 8: Lower 48 Weekly Net Change in Nat Gas Storage (Source: EIA)
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The week that ended on 21 February saw a 261 bcf withdrawal from storage. This compares to the five-year (2020-2024) average
net withdrawals of 141 bcf and last year’s net withdrawals of 86 bcf during the same week. Working natural gas stocks totalled 1,840
bef, which is 238 bcf (11%) lower than the five-year average and 561 bcf (23%) lower than last year at the same time (Figure 9).

Figure 9: Working Gas in Underground Storage (Source: EIA)
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The natural gas market is set up for continuation of relative price strength through (Figure 10).

Figure 10: Henry Hub 2025 Prices (Source: EIA)
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Despite the rise in US natural gas prices, the gap between US domestic gas prices and international prices (TTF for Europe and
JKM for Asia) remains large (Figure 11). This results in strong incentives for US LNG exporters to maximise their export volumes.

Figure 11: Benchmark International Natural Gas Prices (Source: Raymond James)
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The combination of population and GDP growth, data centre and Al demand and very large increases in LNG export demand result
in a forecasted 20 — 28 bcfd demand increase by the end of the decade (Figure 12).

Figure 12: US Natural Gas Demand (Source: Kinder Morgan)
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To incentivise gas companies to reverse the recent fall in drilling activity (Figure 13) and deliver this gas to the market, natural gas
prices will need to stay high enough to deliver reliably attractive production margins.

Figure 13: US Natural Gas Rig Count (Source: Baker Hughes via Raymond James)
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Oil Market

US oil production has grown steadily over the last couple of years (LHS Figure 14) despite reductions in oil rig count (RHS Figure
14) as productivity gains have allowed the US oil and gas industry to do more with less.

Figure 14: US L48 Qil Production and Rig Count (Source: Various, via GS)
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Overall compliance with OPEC+ production cuts has been solid in recent months (Figure 15).
Figure 15: Estimated OPEC+ Crude Production minus Current Quota (Source: various, via GS)
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Goldman estimates that OECD commercial oil stocks are 49 million bbls lower than they were a year ago (Figure 16).

Figure 16: Change in OECD Commercial Oil Stocks from a Year Ago (Source: various, via GS)
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Most of the world’s population consumes substantially less oil per capita than do those fortunate to live in developed countries
(Figure 17). The 345 million people who live in the US consume on average 21.8 bbls of oil each per year (20 million bbld). If the

populations of China, India and Africa were to increase their average oil consumption to 5 bbls each per year (a little less than
people in Brazil currently consume) that implies an incremental 40 million bbld of global demand.

Figure 17: Annual Per Capita Oil Consumption (Source: various, via Raymond James)
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Gas and Oil Prices 3 March 2025
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Gas and Oil Prices 3 February 2025
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Important Disclaimer.

This report has been issued by Longreach Alternatives Limited ABN 250 828 52364 AFSL 246 747 (“Longreach”). Data is at 28 February 2025
unless stated otherwise. This document is not an offer of securities or financial products, nor is it financial product advice.

As this document has been prepared without taking account of any individual investor’s particular objectives, financial situation or needs, you should
consider its appropriateness having regard to your objectives, financial situation and needs before taking any action.

This document has been prepared without taking into account of your objectives, financial situation and needs; you should consider its
appropriateness having regard to your objectives, financial situation and needs.

The information stated, opinions expressed and estimates given constitute best judgement at the time of publication and are subject to change
without notice. Consequently, although this document is provided in good faith, it is not intended to create any legal liability on the part of Longreach
or any other entity and does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. All dollars
are US dollars unless otherwise specified.

This document describes some current internal investment guidelines and processes. These are constantly under review and may change over time.
Consequently, although this document is provided in good faith, it is not intended to create any legal liability part of Longreach or any other entity and
does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. In cases where information
contained in this document derives from third parties, Longreach accepts no liability for the accuracy, completeness or appropriateness of such
information.
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