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Chestnuts roasting on an
open (natural gas) fire

It feels as if polarizing topics are the soup du jour these days,

and as such, | feel compelled to throw my hat in the ring with an
admission: | start listening to Christmas music immediately after
Thanksgiving.

| am not ashamed of this, but I've come across enough Scrooge
McDucks (a.k.a. a certain someone in my house) to know that
being clandestine around this time of year is in my best interest.

In the office, | keep my door closed so as to not offend my
colleagues’ sensibilities with my festive tunes, but you can usually
find me listening to Nat King Cole’s “The Christmas Song” (also
known as “Chestnuts Roasting on an Open Fire”) on repeat from
now until December 25. Back when Nat was performing this live,
most people were doing their chestnut roasting over a wood fire.
Nowadays, you may have your open fire hooked up to your home’s
gas. Once again, this got me thinking about investments; namely,
with gas prices trending upwards in a serious fashion, are we
going to be roasting as many chestnuts this year?

Natural Gas — How did we get here?

To understand how we got to this point, it's worth going back to
2015/16. I've focused on North America, but the trends discussed
below are applicable globally as well. After a pricing collapse in
2008, persistently low prices for natural gas for almost a decade
afterwards (denoted in $/mmBtu: dollars per million British
thermal units) and an oversupplied market due to shale plays in
the U.S., the market had finally had enough.
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From 2016 to 2018, natural gas was range bound between $1.80
and $3.20 mmBtu: an uneconomical price for a lot of players in
the business. With little incentive to develop new projects or
maintain existing ones, new businesses left, and established
businesses curtailed their spend in this space. If you think back
to Economics 101, this process is to be expected; when there is
over/undersupply relative to demand, pricing will change in a
way that incentivizes businesses to ramp up supply or exit. There
was also the compounding issue of increasing social distaste

for fossil fuels, and a subsequent regulatory response that
further disincentivized production in favour of purely renewable
resources. The idea centered around a quick transition away from
fossil fuels entirely, instead of a multi-step transition using lower
carbon intensive alternatives (like natural gas) as the renewable
technology developed. We will revisit this point, as it represents
(in my opinion) the crux of why we're at this juncture.

By the time COVID-19 hit in early 2020, the economic woes of
many in this space had already worsened to such a point that
there was barely a noticeable impact on pricing. Many had left the
industry altogether, and those who were still players had focused
on cutting costs in order to maximize the sliver of margins that
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they had left. Below are two charts showing gas drilling activity in
the U.S. and Canada that illustrate the point.
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Moving through the end of 2020 and beginning of 2021, a series
of unfortunate events (several hurricanes and a very cold winter
in the South) brought more capacity offline, at the same time that
there was increased demand. We all know what happens then
(refer to chart on page 1 for a recap).

We are now in an environment where demand for gas is only
going to increase, especially into the colder months, while the
capacity to supply gas has been severely constrained.

The Energy Debate

The energy debate has taken on a renewed fervor in recent years,
both environmentally and politically. Developed and developing
nations have made pledges to curb their share of emissions

(The Paris Agreement | UNFCCC) and large multinational energy
businesses have followed suit with their own initiatives to lower
their carbon intensity. In the boardrooms of sovereign wealth
funds and pension funds, significant effort is being made to
decarbonize portfolios in favour of renewable investments. All of
this is a move towards the greater good, in my opinion. However,
the fact remains: as a society, we are still heavily reliant on
carbon-intensive resources for energy. So long as that is the case,
the persistent underinvestment in this space, coupled with the
consistently increasing demand for energy, will result in higher
prices. Eventually, these alternative technologies will provide

the solution we're hoping for, but that time has not come yet. |
don't know about you, but between binge-watching Squid Game
and keeping my home warm for our cat, | cannot see my energy
intensity diminishing.

Closing Thoughts — Portfolio Stock(ing) Stuffers

\We have been able to participate nicely in the natural gas/energy
rally in recent months, and | suspect that trend will continue

so long as the factors mentioned above persist. However, this

is just a portion of the total investment universe, and unique
opportunities like these exist in different areas. As always, our
objective is to buy and own businesses that make sense and
generate cash flow in multiple scenarios at a reasonable price. So
long as we're able to execute on that, every month might feel like
it has a little Christmas in it.

As always, I'm happy to chat anytime and can be reached
by phone or email if you have any questions or concerns
regarding the markets or your investments.

Sincerely,

KWAME BOATENG, CFA
Associate Portfolio Manager, Investment Advisor

Tel 250-861-8173
Toll Free 1-800-788-5677
khoateng@odlumbrown.com
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PLEASE READ OUR ODLUM BROWN LIMITED

DISCLAIMER AND DISCLOSURE - IT IS IMPORTANT!

Odlum Brown Limited is an independent, full-service investment firm focused on providing professional
investment advice and objective research. We respect your right to be informed of relationships with
the is-suers or strategies referred to in this report which might reasonably be expected to indicate
potential conflicts of interest with respect to the securities or any investment strategies discussed

or recommended in this report. We do not act as a market maker in any securities and do not

provide investment banking or advisory services to, or hold positions in, the issuers covered by our
research. Analysts and their associates may, from time to time, hold securities of issuers discussed or
recommended in this report because they personally have the conviction to follow their own research,
but we have implemented internal policies that impose restrictions on when and how an Analyst may
buy or sell securities they cover and any such interest will be disclosed in our report in accordance
with regulatory policy. Our Analysts receive no direct compensation based on revenue from investment
banking services. We describe our research policies in greater detail, including a description of our
rating system and how we disseminate our research, on the Odlum Brown Limited website at
www.odlumbrown.com.

This report has been prepared by Odlum Brown Limited and is intended only for persons resident and
located in all the provinces and territories of Canada, where Odlum Brown Limited's services and
products may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report
is not intended for distribution to, or use by, any person or entity in any jurisdiction or country including
the United States, where such distribution or use would be contrary to law or regulation or which would
subject Odlum Brown Limited to any registration requirement within such jurisdiction or country. As no
regard has been made as to the specific investment objectives, financial situation, and other particular
circumstances of any person who may receive this report, clients should seek the advice of a registered
investment advisor and other professional advisors, as applicable, regarding the appropriateness of
investing in any securities or any investment strategies discussed or recommended in this report.

This report is for information purposes only and is neither a solicitation for the purchase of securities
nor an offer of securities. The information contained in this report has been compiled from sources

we believe to be reliable, however, we make no guarantee, representation or warranty, expressed or
implied, as to such information’s accuracy or completeness. All opinions and estimates contained in this
report, whether or not our own, are based on assumptions we believe to be reasonable as of the date

of the report and are subject to change without notice. Please note that, as at the date of this report,
the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or
other individuals directly involved in the preparation of this report hold securities of some of the issuer(s)
referred to directly or through derivatives. No part of this publication may be reproduced without the
express written consent of Odlum Brown Limited.

Odlum Brown respects your time and your privacy. If you no longer wish us to retain and use your
personal information preferring to have your name removed from our mailing list, please contact Kwame
Boateng at 250-861-8173 or kboateng@odlumbrown.com. If you are currently a client of another Odlum
Brown Investment Advisor, accept my apology as it is not my intent to contact existing clients. For more
information on our Privacy Policy, please visit our website at odlumbrown.com.
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