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1. Market and Macro Industry Commentary

General Market Commentary

US Henry Hub gas prices continued their rise in May, the prompt contract increased from
$7.24/mmbtu at close of business on 29 April to $8.18/mmbtu at close on 31 May. Calendar
2022 prices increased from $7.39/mmbtu to $8.18/mmbtu over the same period.

Oil prices also rose, with the prompt opening May at $104.69/bbl and closing at $114.67/bbl.
Calendar 2022 was up from $97.81/bbl to $107.65/bbl.

In research released on 30 May, Goldman Sachs notes that “commodity and broad physical
inflation has now returned to a level not seen since the 1970s, triggering a coordinated
attempt by central bankers to drain liquidity from the global economy, with consequences
felt across risk assets. As central bankers can drain liquidity faster than the economy can
generate new production capacity, financial assets will continue to underperform physical
assets like commodities.”

Across major risk assets commodities are the only source of value (LHS Figure 1), this is
notwithstanding clear headwinds from Chinese lockdowns, slowing manufacturing and rising
rates. Since the start of the year the standard 60% equities / 40% bonds portfolio has sold
off 17%, with equities and bonds facing -20% and -12% falls respectively, something that
has not happened since 1981 (RHS Figure 1).

Figure 1: Risk Assets Performance and 60/40 Portfolio Losses (Source: various via GS)

Exhibit 9: Commodities are the only positive returning risk asset... Exhibit 10: ...during one of the largest 60/40 drawdowns in the last
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Despite the clear outperformance of commodities, it is not a crowed trade. Investor participation remains remarkably scarce. g
Goldman’s estimates indicate that passive index exposure to the commodities sector remains barely above its 2020 levels, with new [Ne)
money inflows remaining limited despite a persistent rally in notional AUM as commodities have simply outperformed (Figure 2). —-
Figure 2: Bloomberg Commodity Index Investment (Source: Bloomberg, GS)
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Since mid-March Gassy E&Ps have performed best among their Energy, Utilities and Mining sector colleagues (Figure 3).
Figure 3: Energy, Utilities & Mining sub-sector Performance (Source: FactSet, via GS)
Exhibit 1: Energy, Utilities & Mining sub-sector
performance
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Upstream equity issuance will no doubt grow but is coming of 4 years of minimal activity (Figure 4).
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Figure 4: Upstream Equity Issuance 2015 - 2021 (Source: GS)

Exhibit 9: Upstream Equity Issuance — 2015 - 2021
Proceeds raised as of November 2021 ($ bn)

9 2015 ($18 bn total)
7.0 4 2016 ($39 bn total)
g #2017 ($6 bn total)
g 80/ #2018 ($2 bn total)
; 5.0 | 2019 (30.8 bn total)
% #2020 ($1 bn total)
8 40 2021 ($1.6 bn total)
[
g 3.0
8
g 20
o

SIANR AN P

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: Goldman Sachs Global Investment Research, Bloomberg

While energy prices have increased in the US and around the world, even at current levels the US benefits strongly from much lower
energy prices as a share of GDP than the rest of the world (Figure 5). This will allow the US economy to withstand energy costs that
other nations cannot and provides another reason to invest in US energy.

Figure 5: Primary Energy to Nominal GDP (Source: BP, Bloomberg, via BofA)
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The Energy Information Administration’s (EIA) May monthly energy review has updated US primary energy production and
consumption data. Natural gas and oil maintained their dominance of both supply and demand (Figures 6 and 7).
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Figure 6: US Primary Energy Production (Source: EIA)
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Figure 7: US Primary Energy Consumption (Source: EIA)
Figure 1.3 Primary Energy Consumption
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The latest Baker Hughes rig count data follows. In May US total rigs increased by 22 from 705 to 727. Oil rigs increased by 17 from 8
557 to 574 while gas rigs increased by 5 from 146 to 151. 2
Baker Hughes rig count Baker Hughes ::"__p
Rotary Rig Count
’ 6/3/22
Week Year
Location Week +/- Ago +/- Ago
Land 710 0 710 268 442
Inland Waters 1 0 1 0 1
Offshore 16 0 16 3 13
United States Total 727 0 727 271 456
Gulf Of Mexico 15 0 15 2 13
Canada 117 14 103 40 77
North America 844 14 830 311 533
U.S. Breakout Information | This Week +/- Last Week +/- Year Ago
Oil 574 0 574 215 359
Gas 151 0 151 54 97
Miscellaneous 2 0 2 2 0
Directional 36 0 36 11 25
Horizontal 666 0 666 251 415
Vertical 25 0 25 9 16
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The rise in future dated natural gas prices has been steady but more subdued than the meteoric rise in the prompt (LHS Figure 8). —
Working gas in storage is about 300bcf below the 5-year average (RHS Figure 8).
Figure 8: US Natural Gas Prices and Storage (Source: Bloomberg, via BofA)
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The size of the storage deficit was driven by a cold second half of winter (Figure 9).
Figure 9: US Natural Gas Storage (Source: Bloomberg, via BofA))
Exhibit 8: US nat gas storage surplus/deficit to Syr average
After briefly flippinginto a surplus in late December, a colder back half of
winter pushed storage back intoa deficitof over 300 Bcf
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Winter withdrawals (November through March) this year totalled 2.2 trillion cubic feet, the highest winter withdrawal since the winter -8
of 2017/2018 and 10% more than the five-year average draw (Figure 10). 3
Figure 10: Total US Working Gas Inventories (Source: EIA, Aegis)
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Data source: U.S. Energy Information Administration, /\/ fon
Winter production averaged 95.6bcf/d, close to its highest winter level of 96bcf/d reached in 2019/2020. US winter consumption of
natural gas rose to 99.5bcf/d — just 0.4bcf/d below the 2018/2019 winter record — primarily because of higher natural gas
consumption in the electric power sector but aided by heating demand from a colder-than-normal January. Total demand, which
includes domestic consumption and exports, was the highest on record this US winter, averaging 119.2bcf/d. A 1.8bcf/d rise in
LNG exports drove the growth (Figure 11).
Figure 11: US Winter Supply and Demand of Natural Gas (Source: EIA)
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Data source: U.S. Energy Information Administration, Natural Gas Monthly
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Consumption of natural gas for power generation is higher than the market expected (LHS Figure 12), posting monthly year over year
gains for seven consecutive months despite higher prices (RHS Figure 12).
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Figure 12: US Natural Gas Power Generation (Source: Bloomberg, via BofA)

- 5 manthly natural gas power generation growth

pOWer DENeTinn nas posied T'-F'--I_l WEM OV yEar gains for

Wie Nave s fTed our SLIMMITHET PONNET BN 25 Limates Nignes 1o I158c0das

I Exhibit 10: U5 natursl gas power generation consumpthon

gEs-fired power gen continues to venly stronger than expected pecuine months, despice higher peces
55 6
Befjd T — 2002 Bcifd, Yo¥
4
a5
]
“
35 0
5 I
5 -6
Jan Feb Mar Spr May Jun Jul Aug Sep Oa MWov Dec Jan-2 1 Bpe-21 Jul-21 Ot-21 Jan-22 Ape-22
Sre Doy ra B AL Ee; b S

US Gulf Coast export arbs continue to incentivise maximum LNG exports out of the US (LHS Figure 13), this has translated to
increased LNG utilisation rates (RHS Figure 13).

Figure 13: US Gulf Coast to Europe LNG arb and LNG Utilisation (Source: Bloomberg, via BofA)
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In January 2022, natural gas consumed for electric power in the United States averaged 31.6bcf/d, the highest January average on

record and the highest amount for any winter month (Figure 14). This was due to a high demand for electricity in a colder-than
normal January combined with less coal-fired electric power generation.
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Figure 14: US Electric Power Sector Gas Consumption (Source: EIA)
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Strong demand and flat production have delivered US oil inventories that are now at a deficit of 65.30mmbbls (-13.6%) to last year and
a deficit of 72.90mmbbls (-14.9%) to the five-year average. Stocks at the WTI delivery facility at Cushing are at decade lows (Figure
15).
Figure 15: Cushing Oil Inventories (Source: EIA)
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Low inventories are prevalent across the world, OECD oil stocks are at multi-year lows (LHS Figure 16). When adjusting for
demand, the crude oil stocks to use ratio is at the lowest level in a decade (RHS Figure 16).
Figure 16: OECD Oil Stocks and Oil Stocks-to-Use (Source: IEA, Bloomberg, via BofA)
Exhibit 12: OECD total petroleum stocks (government and industry) Exhibit 13: Crude oil stocks-to-use
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Beyond storage, the secondary buffer of spare capacity is practically exhausted, with OPEC not yet willing to ramp up production — '8
OPECH+ has lost its relevance with Russia no longer an acceptable supplier to much of the world. 3
Figure 17: Global Spare Oil Production Capacity (Source: IEA, EIA, Platts via GS)
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Gas and Oil Prices 1 June 2022
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Gas and Oil Prices 2 May 2022
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This report has been issued by Longreach Alternatives Limited ABN 250 828 52364 AFSL 246 747 (“Longreach”). 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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