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1.0 Market and Portfolio Commentary
1.1 Macro Industry Commentary

General Market Commentary

Oil markets remain focused on the US/China trade war and OPEC while US gas markets are, notwithstanding
steady LNG demand growth, driven by near term weather forecasts.

US rig count continues to fall, the full Baker Hughes Rotary Rig Count table as at 6 Dec is below.

Eaker Hughes g count Baker Hug hes :::

Rotary Rig Count

120619

Week Year

Location Week +- Ago +- Ago
Land| 7T -3 T80 273 1050
Inland Waters| L o 0 -2 F3
Offshore| 22 0 23 -1 23
United States Total T90 -3 a0z 276 1075
Gulf Of Mexico| 22 0 2 -1 23
Canada| 138 12 126 4% 196
North America) 837 9 92E 324 1261

U.5. Breakout Informatlion | Thils Wieak - Last Waak - Yaar Ago

an| 663 -3 668 214 BYT
Gas| 133 2 131 -5 198
Miscellaneous 3 0 3 3 0
Directional| 52 -1 &3 20 T2
Horzontal G35 6 T 238 933
Vertical| 52 4 4B 18 To

Canada Breakout Information | This wWesk = Lazt Waak = Yoar Ago

il a7 10 T 15 102
Gas 51 2 49 -33 B4

Major State Variances | ThisWeek - LastWeek  +- Wear Ago
Alaska T 0 7 0 7
California 15 1] 15 ] 15
Colorada | 23 1] 23 10 33
Hansas | 0 0 0 -1 1
Lovisiana 56 -1 57 e 64
Mew Mexlco) 103 o 103 =T il
Worth Dakota | 50 1 40 -2 52
Ohio 13 0 13 =1 14
Oklahoma 30 -1 1 A2 142
Pennsylvania 24 1 3 -23 AT
Texas 400 =5 05 =129 529
Utah 4 1] 4 =2 1
West Wirginia 13 1] 13 1 12
Wyoming 29 1] 20 -1 30
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There are now 663 rigs focused on onshore oil, 214 less than this time last year and 133 drilling for gas, a
reduction of 65 from a year ago. During November CEOs of public companies EQT, Continental, Chesapeake
and Pioneer all flagged that the reduced activity would likely deliver production declines in 2020.

Notwithstanding the falling rig count and widespread reductions in 2020 capital expenditure budgets, on 14
November the Energy Information Administration (EIA) increased its US crude production estimates for 2019
of 12.29mmbbl/d increasing to 13.29mmbbl/d for 2020. The EIA also forecasts a modest year-on-year increase
in daily gas production for 2020 over 2019 (2020 to average 94.9bcf/d vs 2019 92.1bcf/d). Longreach Energy
Holdings (LEH) believes that it is probable US oil and gas production in 2020 will see a fall rather than increase
in production and that this will provide good support for oil and gas prices.

The Oklahoma (OK) rig count has fallen by 92 rigs from 142 to 50 over the last 12 months. The OK rig count fall
is principally due to the relatively large number of Private Equity backed operators who have been active in
the state. These firms have been unable to sell themselves as planned and have now run out of capital. We
are likely to see attractive investment opportunities emerge from this market dislocation.

In the near term this OK rig count fall will see some reduction in the amount of new drilling on our OK minerals
portfolio, however asset prices in areas where we own minerals are protected by disciplined buying, high
quality rock and the assets’ long-term intrinsic value. There are areas in Oklahoma that have seen meaningful
fall in minerals prices but that is mostly a correction for over-bid assets that we have avoided.

The International Energy Agency (IEA) published its annual World Energy Outlook. Selected slides are provided
below as high-level summary:

e |EA said global oil demand will hit a plateau around 2030 as the use of more efficient cars and EVs
ends an expansion that dominated the past century

e Forecast that current demand growth of 1 mmbbl/d — or about 1% - will hold for the next five years,
then fall to 0.1 mmbbl/d in the 2030s

e The necessity to find new supplies should cause prices to rise from current levels of about $60/bbl to
reach $90/bbl in 2030 and $103/bbl in 2040.

Private and Confidential



LEI Monthly Report — November 2019

Figure 1 shows the multiple transitions to and from different fuels and technologies over the last century.

Figure 1: Perspectives from Energy History (source IEA)
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The transition challenge today is one of scale. As shown in Figure 2 global energy use is ten times higher than
in 1919 and growing.

Figure 2: Global Energy Demand (source IEA)

Perspectives from energy history
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The last century has witnessed multiple transitions to and from different fuels and technologies
The challenge today is one of scale: global energy use is ten times higher than in 1919.... and growing
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While the growth in US shale supply is set to slow, the resources are there to maintain high output for many
years to come. This will make it harder for OPEC and its allies to “manage oil markets” (Figure 3).

Figure 3: Oil Market Share (source IEA)
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The dramatic growth of recent years in US shale is set to slow, but the resources are there to maintain high
output for many years to come. This provides a strong counterweight to efforts to "manage oil markets®
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Asia is the driver of global growth in gas demand.

Figure 4: Natural Gas Demand in Asia (source IEA)

Natural gas turns to Asia

Growth in gas demand and supply in selected Asian markets in the Stated Policies Scenario, 2018-2040

bcm 400 Other
Industry
300
W Power
200
100
China Southeast India
Asia

Ceveloping economies in Asia account for half of global growth in gas demand, with industrial consumers
taking the largest share
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Figure 5: Natural Gas Supply in Asia (source IEA)

Natural gas turns to Asia

Growth in gas demand and supply in selected Asian markets in the Stated Policies Scenario, 2018-2040
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I Developing economies in Asia account for half of global growth in gas demand, with industrial consumers
taking the largest share, and this provides the spur for almost all the growth in gas trade, led by LNG
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Gas Market

Gas prices increased modestly early in the month because of cold weather though by mid-November had fallen
back to $2.30 - $2.40/mcf, as record gas production averaging near 96bcf/d met average weather forecasts.

The EIA expects US LNG exports to average 4.7bcf/d in 2019 and 6.4bcf/d in 2020 as three new liquefaction
projects come online. US LNG capacity is due to reach 8.9bcf/d by the end of the year. On 8 December US LNG
feed gas demand reached a record 8.25bcf.

EIA also expects that the share of US total utility-scale electricity generation from natural gas-fired power
plants will rise from 34% in 2018 to 37% in 2019 and 38% in 2020.

Oil Market

Oil prices were slightly up month-on-month. In early December OPEC announced a surprise additional supply
cut of 400mbbl/d that drove WTI to almost $60/bbl. Resolution of the China/US trade war looks to be far in
the horizon.
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Gas and Oil Prices 2 December 2019
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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
31 October 2018 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.

Private and Confidential



