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Failed Santos Takeover Presents

Attractive Buying Opportunity

It was announced in September that
the XRG consortium, led by the Abu
Dhabi National Oil Company, had
withdrawn its indicative proposal to
acquire Santos due to disagreements

over deal terms.

The major sticking points included
obligations for the consortium to secure
regulatory approvals, likely extensions

to the timeframe for deal completion,

and expectations that the consortium
provide reasonable commitments to the
development and supply of domestic gas.

Notwithstanding the unsurprising

share price weakness following the

bid withdrawal, there are some clear
positives to take away from this process.
Firstly, the consortium maintains a
positive view of the business and has
respect for the management team.
Secondly, the takeover approach itself
highlights considerable value in Santos’
portfolio that remains underappreciated
at its current share price, in our view.
Thirdly, as ASX investors, we are pleased
that Santos will remain publicly listed,
maintaining a broad opportunity set in
the local market — particularly given it is
comfortably our preferred Energy sector
exposure at this juncture.

The recent de-rate in Santos’ share price
presents an attractive buying opportunity.
For existing holders of Woodside, we

see strong merit in a pair trade, selling
Woodside and using the proceeds to buy
Santos. Our strong preference towards
Santos > Woodside is based on several
key points:

1. Attractive valuation

2. De-risked near-term production
growth profile and attractive free
cash flow build

3. Disciplined capital allocation
4. Potential to unlock shareholder value

In this note, we provide an update on

our current views towards the oil and gas
sector and reiterate our investment thesis
for Santos.
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Balanced Near-term Risks Support A Neu tral Energy

Sector Exposu re

The Focus Portfolio has a neutral
exposure to the Energy sector, with
Santos as our sole position at a
weighting of 3.5%. With Brent Crude

oil currently trading at ~US$65/barrel,
we view risks to the oil price (which the
majority of LNG contracts are indexed to)
as relatively balanced, with a range

of forces to consider.

Global oil inventories are expected to
build over the next 12 months, driven
by accelerating non-OPEC supply (i.e.
from the Permian Basin, Brazil, Canada,
Guyana) alongside OPEC+ gradually
unwinding its voluntary production
cuts. Meanwhile, oil demand has been
subdued amidst below-trend GDP
growth, with analysts generally expecting
global oil demand to be roughly flat in
2025 year-on-year.

In combination, these factors are driving a
growing oversupply in the global market,
which has weighed on the spot oil price
and analysts’ medium-term forecasts,
which are displayed in Figure 2.

Adding complexity to the story,
geopolitical tensions, trade policies and
the potential for further sanctions on
Russian and Iranian supply present swing
factors that could alter market balances
over the near-term.

Remaining structurally positive
oil and gas

Taking a longer-term view, we remain
structurally positive towards oil and gas,
which is underpinned by our positive
outlook for oil and gas demand over
the next decade (particularly LNG as a
transition fuel). Robust demand will be
driven by the economic development of
Asia, which will offset softer demand in
OECD countries.

On the supply side, US shale production
is expected to plateau over the
medium-term, which should allow
OPEC+ to lift its production market share
and exercise greater pricing power over
time. Together, this supports a long-term
oil price of US$70-75/barrel, which would
underpin attractive free cash flows for
the ASX oil and gas majors over

the long-term.

Figure 1: The oil price has remained under pressure this year
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Santos — Go with the
Cash Flow

Notwithstanding our balanced
near-term outlook for the oil market,
Santos stands out as an attractive
bottom-up investment opportunity even
without making bullish assumptions
regarding the oil price.

Our preference for Santos is based
on four key considerations, which are
explored below.

Figure 2: Consensus forecasts point to an oil price of US$65-75/bbl over
the medium-term
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Figure 3: Santos screens attractively on all key valuation and fundamental metrics

., 12 mth fwd
Name Ticker EV/EBITDA
Santos STO 4.7x
Woodside WDS 5.2x

Source: Visible Alpha, Wilsons Advisory.
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Attractive valuation

Santos offers attractive value, trading

on a forward EV/EBITDA of 4.7x and

an implied Brent oil price of US$49.7/

bbl (24% below spot), compared to
Woodside at 5.2x and US$58.5/bbl
respectively. This is despite Santos having
a materially stronger production/earnings
growth outlook. We believe downside
risk to Santos’ valuation is mitigated by
Barossa recently reaching first gas, and
Pikka coming online in early 2026, which
together will deliver a step change in free
cash flows over the near/medium-term.
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Figure 4: Santos will deliver >20% production growth in 2026, driven by the
ramp up of Barossa and the commissioning of Pikka
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De-risked near-term production
growth profile and attractive free cash
flow build

Santos’ growth pipeline is being
delivered admirably well. Its largest
project, Barossa (Northern Australia,
LNG) is currently in ramp up after
reaching first gas last month. Pikka Phase
1 (Alaska, Oil) is also largely de-risked,
with the project ~95% complete.

Figure 5: Woodside's output is expected to remain effectively unchanged over
the medium-term
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Pikka's first oil has been brought forward
to 1Q26 (previously TH26), with full
ramp up expected in 2Q26. Santos says
these two projects will underpin a ~30%
increase in production by 2027, driving
a meaningful step change in free cash
flows from 2026.

In contrast, despite a heavy CAPEX
profile, Woodside is not expected to
deliver any production growth over the
medium-term. Near-term production
growth from Scarborough-Pluto Train

2 (WA, LNG) — with first gas expected

in 2026 — will only be enough to offset
declining output from maturing assets.
Woodside's largest growth project,
Louisiana LNG (USA, LNG), is relatively
early stage, and is not expected to come
online until 2029. It will also require
significant CAPEX over the coming years.

Woodside plans to sell down 20-30%

of this asset, which will be necessary

to reduce its high level of gearing.
However, progress has been slower
than anticipated, and market/consensus
expectations are high. If Woodside
disappoints on the Louisiana LNG sell
down process, consensus dividends may
be at risk.

Considering Woodside's high

CAPEX burden and lack of near-term
production growth, the business has an
uncompelling free cash flow outlook
out to 2028.
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Disciplined capital allocation

In November 2024, Santos updated

its capital allocation framework, which
demonstrated its intention to prioritise
shareholder returns over investing
surplus cash flows into capital-hungry
growth projects.

Under the framework, Santos will return
at least 60% of all-in free cash flows to
shareholders from 2026, up from 40%
previously, and will return 100% of cash
flows once its gearing falls below its
15-25% target, expected in 2029.

Therefore, after a period of heavy capital
investment, Santos' latest framework
gives us confidence that its growing free
cash flows will largely be returned to
shareholders via distributions, rather than
deployed into major growth investments
(i.,e. M&A).

Figure 6: Santos’ superior production growth will underpin stronger free cash
flows than Woodside (based on undemanding consensus oil price assumptions)
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Figure 7: Growing free cash flows and a commitment to improving shareholder
returns supports Santos' superior income returns
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We expect Santos to be disciplined in its
goal of maximising shareholder value. In
light of this, consensus expects Santos’
dividends to grow by ~23% between
FY26-28.

This approach contrasts with Woodside,
which has pursued several large
acquisitions with questionable IRRs,
capital requirements, and strategic
rationales.

For example, Woodside's $2.35 billion
acquisition of the OCI Clean Ammonia
Project is a major departure from its

core operations and is likely to have a
materially lower IRR than its traditional oil
and gas assets. Meanwhile, Woodside's
largest growth project, Louisiana LNG,
will require an estimated US$13bn of
CAPEX to get it off the ground by 2029.

Wo odside
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Potential to unlock shareholder value

Santos has the potential to unlock
value and fund capital returns through
targeted asset selldowns. We believe a
selldown of Pikka post commissioning
(due 1Q26) is high potential, particularly
given the Trump Administration’s
supportive policy backdrop for Alaskan
oil. Assuming Santos sells down half of
its stake in Pikka, we estimate this could
liberate ~US$1.15bn of cash, which we
expect would be used to fund capital
returns to shareholders (see Figure 8).

Read Drilling Down on the Energy
Sector Pullback
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Separately, while less likely, a demerger
of the group into two separate
businesses — one focused on offshore
oil and LNG assets and one focused on
domestic gas — could unlock meaningful
value for shareholders in our view.

We believe that Santos’ high quality
global energy assets — which are primarily
LNG projects — are undervalued by

the market in its current structure. By
separating Santos’ prized LNG assets
into a concentrated business without
domestic gas market exposure, the
group could open itself up to greater
interest from global energy players
seeking to grow their LNG portfolios.

Meanwhile, Santos’ domestic gas
operations could find appeal among
domestic-focused energy producers.
These include the likes of Hancock
Prospecting, which has demonstrated
its motivation in securing domestic
gas supply for its operations, as well
as producers like Beach Energy, which
is looking to cement itself as a leading
domestic gas supplier.

Figure 8: A Pikka selldown could generate meaningful capital returns for
Santos shareholders
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To assess how value accretive a
demerger of Santos’ assets could be,
we have conducted a sum-of-the-parts
analysis of the group in Figure 9.

Figure 9: A sum-of-the-parts analysis of Santos implies a breakup of its assets would unlock shareholder value

FY28 Target EV/ Implied
EBITDA EBITDA Comments enterprise
(US$m) multiple value
Includes STO's domestic gas assets on the West Coast and East Coast. Comps
Domestic gas 967 2.5x include Beach Energy, Karoon, Amplitude Energy and Strike Energy, which trade on 2,418
an average FY28 EV/EBITDA of ~3.1x.
Includes STO's major offshore LNG and oil projects, including GLNG, PNG LNG,
Global energy 3,850 6.0x Barossa, and Pikka. Global oil and gas majors FY28 EV/EBITDA multiples range from 23,099
5-10x, with LNG focused peers generally trading at the higher end of the range.
Combined value (US$m) 4,817 5.3x 25,517
Net debt (US$m) 5,700
Implied equity value (US$m) 19,817
Implied equity value (A$m) 29,924
Shares on issue (M) 3,248
Implied value per share (A$) $9.21
Upside vs current share price 38%

Source: Visible Alpha, Wilsons Advisory.




Disclaimer and Disclosures

Research disclosures at www.wilsonsadvisory.com.au/disclosures.

Disclaimer

All figures and data presented in this research are accurate at the date of the report, unless otherwise stated.

Wilsons Advisory Australian Equity Focus Portfolio (Focus Portfolio) is a portfolio of the Investment Strategy Group's (ISG)

preferred companies. The Focus Portfolio aims to hold around 25-30 companies, largely taken from the S&P/ASX 300. Stocks may
be substituted at any time at the discretion of the ISG. Performance numbers around the Focus Portfolio are unaudited, and should
be used only as a guide to indicate returns if investors were to follow the Focus Portfolio. For further information please contact your
Wilsons Advisory Advisor.

This document has been prepared by Wilsons Advisory and Stockbroking Limited (AFSL 238375, ABN 68 010 529 665) (“Wilsons
Advisory”) and its authors without consultation with any third parties, nor is Wilsons Advisory authorised to provide any information

or make any representation or warranty on behalf of such parties. Any opinions contained in this document are subject to change

and do not necessarily reflect the views of Wilsons Advisory. This document has been prepared by Wilsons Advisory's Investment
Strategy Group. Wilsons Advisory makes no representation or warranty, express or implied, as to the accuracy or completeness of the
information and opinions contained therein, and no reliance should be placed on this document in making any investment decision
Any projections contained in this communication are estimates only. Such projections are subject to market influences and contingent
upon matters outside the control of Wilsons Advisory and therefore may not be realised in the future. Past performance is not an
indication of future performance. All investing carries risk.

In preparing the information in this document Wilsons Advisory did not take into consideration the investment objectives, financial
situation or particular needs of any particular investor. Any advice contained in this document is general advice only. Before making
any investment decision, you should consider your own investment needs and objectives and should seek financial advice. You should
consider the Product Disclosure Statement or prospectus in deciding whether to acquire a product. The Product Disclosure Statement
or Prospectus is available through your financial adviser.

This communication is not to be disclosed in whole or part or used by any other party without Wilsons Advisory’s prior written consent.
All material presented in this document, unless specifically indicated otherwise, is under copyright to Wilsons Advisory. None of the
material, its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without

the prior express written permission of Wilsons Advisory. This document is not directed to, or intended for distribution to or use by,
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Wilsons Advisory to any registration or
licensing requirement within such jurisdiction.

Wilsons Corporate Finance Limited ACN 057 547 323, AFSL 238 383 may have participated in some capacity with regard to capital
raisings for some of the companies mentioned in this article. To manage any conflicts of interest with Wilsons Advisory Research, full
disclosure on any relevant corporate transaction may be found on our website.

Wilsons Corporate Finance Limited ACN 057 547 323, AFSL 238 383 acted as:

¢ HealthCo Healthcare and Wellness REIT HCW.ASX - Co-Manager in the March 2023 capital raising of an Institutional placement
and an accelerated pro rata non-renounceable entitlement offer; Co-Lead Manager in the September 2021 Initial Public Offering of
HealthCo Healthcare and Wellness REIT securities

e Telix Pharmaceuticals Limited TLX.ASX - Joint Lead Manager to the Telix Pharmaceuticals Limited January 2022 Institutional
Placement and SPP

for which it received fees or will receive fees for acting in this capacity. Wilsons Advisory and Stockbroking Limited may have a conflict
of interest which investors should consider before making an investment decision. Wilsons Advisory and Stockbroking Limited,
Wilsons Corporate Finance Limited and its related bodies corporate trades or may trade as principal in the securities that are subject
of the research report.
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