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TotalEnergies

Total Energies Has Strong Free Cash Backed By High Yielding Growth Profile

Price $61.17 Dividend Holding November 11, 2024

5.3% Dividend Yield with 5% dividend growth.

e Strong long-term production profile, expecting a 4% CAGR output increase
to 2030 with breakeven below $30/boe (barrel of oil equivalent).

e Long-term focus on LNGs (Liquified Natural Gas), expecting to grow export
capacity by more than 50% by 2030, with 6 Mt/y (million tons per year) in
long-term supply contracts signed with Asian importers.

e Trades at an attractive valuation at just 7.8x earnings.

e Committed to $2 billion in buybacks each quarter of 2025.

Investment Thesis

TotalEnergies (TTE) is a French energy company specializing in petroleum extracting and
refining. TTE is the third largest non-OPEC producer in the world, producing 1.6
mmbbl/d of liquids (million barrels per day) and more than 5 bcf/d (billion cubic feet per
day) of natural gas. Portfolio-wide, TTE has a sub $30/boe (barrel of oil equivalent)
breakeven price with a strong cash flow profile even in lower pricing environment,
generating $18 billion in free cash over the trailing twelve months.

We feel that TTE has a compelling expansion profile with a strong investment focus in
LNGs and pushes into renewables without sacrificing high-yield traditional investment
opportunities in oil exploration and production. TTE has a dividend yield of 5.57%, and
trades at just 7.8x earnings. We feel this valuation fails to incorporate the peer-leading
production profile growth of 4% CAGR to 2030, and rock-solid balance sheet.

Estimated Fair Value
EFV (Estimated Fair Value) = EFY25 EPS (Earnings Per Share) times P/E (Price/Earnings)
EFV = E25 EPS X P/E = $8.70 x 9.5x = $82.65

The strong unit production growth and profitability deserve at least a 9.5 PE in our
opinion.

Price-to-Sales

Price-to-Earnings
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Upstream Overview

For the first 9 months of 2024, total production was down 2% year over year, due to
both an outage at the non-TTE operated Ichthys LNG drill in Australia and exits from
Brunei and South African offshore. TTE has proven reserves of 12 years, and 6
additional years in probable reserves. TTE expects to end the year within a similar
production range to the first 9 months of 2024, between 2,400 kboe/d (thousands of
barrels of oil equivalent) and 2,450 kboe/d.

Location Production First 9 Months Year over Year Change
of 2024 (kboe/d)

Europe 563 1%

Africa 454 -5%

Middle East-North Africa 813 8%

Americas 366 -17%

Asia-Pacific 241 -6%

Total Production 2,437 -2%

Total Oil Production

(Includes Bitumen) 1,321 ~6%

Total Gas Production

(includes NGLs) 1,116 3%

Does not include equity affiliates.

SEC Product: Over the next decade, TTE plans to
P__,.,E,L._.-fm uetion add 3% overall production per year in
o >43% mixed oil and gas. The current
. production split is 45.8% gas, 54.2%
oil which we expect to slowly shift
) toward gas over the next decade.
- Gas
Ol
TTE

The cost environment has begun to
stabilize in oil and gas, and TTE has a
stated goal to reduce operating
expenditure in oil and gas by $500
million by 2027, or by around 3% per
year to offset cost inflation. By
renegotiating contracts and trimming
cost structures in mature areas, they
should be able to meet the target of
<$30/bbl (barrels) after-tax
breakeven.
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Oil and Dry Gas
First 9 Months of 2024 ($ Year over Year Change
millions)
Revenue $33,323 -9.7%
Net Operating Income 23.1% +100bps
Margin
Free Cash Flow $5,881 43.2%

Segment Free Cash Flow is CFFO - Net Investments (Cash flow used in investments + capex linked to capitalized leases + carbon

credits)

TTE expects oil demand to increase with population demand, or around a 1% CAGR to
2030. Unlike most majors, TTE estimates that global oil demand will not peak until after
2030 unless there is major technology improvement that will allow for more efficient
electrification, especially in the emerging markets. In our opinion, the bottlenecks in
electrification will allow oil demand to continue to grow well into the next decade.

World Primary Energy Demand (TPED, projection)
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TTE has 10 major oil upstream projects to come online within the next decade, with an
estimated after-tax breakeven of under $30/boe (barrel of oil equivalent). In total,

adjusted for TTE ownership, it will add 529.7 kboe/d of attributable oil production - or
around 295.9 kboe/d of operated production.
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Title Location Attributable Operating Date | Approximate
Production Direct Cost
(kboe/d) ($/bbl)
Ratawi Phase 1 | Iraq 49.5 2025 <$10
Tilenga Uganda 130.4 2026 $10
Kaminho Angola 28.0 2028 $22
GranMorgu Surinam 88.0 2028 $20

Projects shown are TTE Operated Only

Currently, TTE is in negotiations with the Guyanese government to_gain license to drill in
the valuable offshore play there, with TTE targeting shallow blocks with Petronas and

Qatar Energy.

The largest current exploratory drill is on the Venus field off the coast of Namibia (~43%
average interest across blocks). Potentially being Africa’s Guyana, Namibia has seen a
flurry of exploratory drilling activity with the discovery of more than 7 Bboe (billions of
barrels of oil equivalent) in recoverable offshore assets. Previous drills estimated an
annual production of 160,000 bbl/d in light oil, with TTE resuming test drilling in the final
quarter of 2024. Additional drills are expected in the area in 2025.

Integrated LNG
First 9 Months of 2024 ($ Year over Year Change
millions)
Revenue $14,618 -27.5%
Net Operating Income 23.5% flat
Margin
Free Cash Flow $1,105 -67.7%

Segment Free Cash Flow is CFFO - Net Investments (Cash flow used in investments + capex linked to capitalized leases + carbon

credits)
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https://seekingalpha.com/news/4169885-guyana-accepts-production-sharing-agreements-for-five-offshore-oil-blocks
https://seekingalpha.com/news/4169885-guyana-accepts-production-sharing-agreements-for-five-offshore-oil-blocks
https://worldoil.com/news/2024/7/18/namibia-to-rival-guyana-as-world-s-newest-oil-and-gas-hotspot-following-massive-offshore-discoveries/

ECA

NFE

NFS

NLNG T7

Rio Grande T1-3

Marsa LNG

Mozambique LNG
Papua LNG

Cameron T4

Capacity share
Mt/y
Mexico 3 16.6%
Qatar 32 6.25%
Qatar 16 9.375%
Nigeria 7.6 15%
us 17.5 16.7%
Oman 1 80%
13 26.5%
PNG 6 37.5%
us 6.8 16.6%

First LNG

2026
2026
2028
2026
2027

2028

2029
Re-tendering

Re-tendering

TTE holds an advantageous
position in global LNG markets,
with around 10% market share -
the third highest in the world -
with 44 million tons per year of
liquefaction capacity. TTE expects
LNG demand to see 5% CAGR to
2030 with a tighter market in the
short-term very sensitive to
disruptions - over the same
period it expects its own LNG
portfolio to grow by over 50% to
2030.

Over the long term in the latter
part of the decade, a more stable

supply environment will likely be present which could drive up demand, especially in
Asia, which already represents 70% of global LNG demand. TTE expects that its portfolio
of LNGs will be split 60% own production and 40% affiliate production, mostly focused in
the US and Middle East where production and liquefaction costs are lowest.
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Despite currently depressed spot prices, TTE expects the longer-term price environment
to result in cash flows outpacing volume to 2030. We feel this will come in the form of
linking more volumes to Brent crude prices. Unlike Europe or the US, Asia lacks a wide-
scale gas benchmark like Henry Hub, and thus over 66% of LNG contracts have been
linked to Brent Crude prices, allowing more long-term price stability. In oil-linked
contracts, the buyer agrees to purchase LNG based on a ‘slope’ — usually 10-15% of
Brent crude prices.

TTE has 6 Mt/y in contracts signed with Asian importers, with an average contract life of
9.5 years starting in 2026. The most major of these is a 2 Mt/y supply agreement with
Sinopec over 15 years starting in 2028.

Benchmark Location First 9 Months of Year over Year
2024 ($/mmbtu) Change
Brent-Linked LNG Most of Asia ~$9.6 1%
price
Henry Hub North America $2.2 -14%
NBP Europe/UK $9.8 -21%
JKM Japan-Korea $11.2 -16%

mmbtu = millions of British thermal units. Brent-linked LNG price from NaturalGasintel and S&P Global. Assumes TTE Brent-Linked

LNG prices are 12% Brent.

Refining
First 9 Months of 2024 ($ Year over Year Change
millions)
Revenue $95,657 -8.0%
Net Operating Income 1.9% -200bps
Margin
Free Cash Flow $-1,073 -

Segment Free Cash Flow is CFFO - Net Investments (Cash flow used in investments + capex linked to capitalized leases + carbon

credits)

Globally TTE has the capacity to refine 2 mmbbl/d (millions of barrels per day), with its
largest refining base being in France. TTE reported refining margins fell 66% quarter
over quarter, down to just $15/ton for the quarter ending September 2024 - below the
breakeven of $25/ton. The long-term average from 2013-2023 was $35/ton.

This is merely cyclical as the refining industry turned down due to a combination of
lower than expected oil demand (primarily out of China) and a record high industry
refinery availability. Bank of America estimates that global refining capacity has
increased by 1.5 mmbbl/d, compared to EIA estimates of a refined fuel demand
contraction of 250 kbbl/d (thousands of barrels per day).
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https://www.naturalgasintel.com/news/lng-101-exploring-the-curious-case-of-oil-indexed-lng-contracts/
https://www.naturalgasintel.com/news/lng-101-exploring-the-curious-case-of-oil-indexed-lng-contracts/
https://www.naturalgasintel.com/news/lng-101-exploring-the-curious-case-of-oil-indexed-lng-contracts/
https://seekingalpha.com/news/4242000-totalenergies-strikes-15-year-lng-supply-deal-with-chinas-sinopec
https://seekingalpha.com/news/4242000-totalenergies-strikes-15-year-lng-supply-deal-with-chinas-sinopec
https://naturalgasintel.com/news/next-wave-of-lng-supply-squeezing-long-term-contract-prices/#:~:text=Brent%2Dlinked%20LNG%20contracts%20are,Price%2C%20according%20to%20NGI%20calculations.
https://www.reuters.com/business/energy/opec-again-lowers-2024-2025-global-oil-demand-growth-view-2024-09-10/
https://www.reuters.com/business/energy/global-refiners-face-profit-slump-new-plants-come-online-2024-09-20/
https://www.reuters.com/business/energy/global-refiners-face-profit-slump-new-plants-come-online-2024-09-20/

Refiners face diverging margin outlook European crude runs could halve by 2050
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Commodity Insights Credit: Kelly Norways, Cl Cantent Design. Copyright ® 2024 by S&P Global Inc. All rights reserved.

Despite lower-than-expected margins, utilization rates were up to 83%, or a 200bps
increase year over year. Utilization in Europe saw a broad increase, which offset the
decrease in the rest of the world. TTE believes that it will end the year at a utilization
metric at or above 85%. As of the quarter ending September 2024, it does not expect to
mothball or accelerate shutdown of any European refineries as a result of the supply
glut.

Petrochemical utilization saw an increase of 700bps to 79%, concentrated in polymers,
which TTE expects to remain constant for the remainder of 2024. Overall, the
petrochemical export market has become less attractive over time due to added US
export-capacity and Chinese domestic capacity driving up the cost of inputs. TTE has
said that the Petrochemicals business does still have some attractive expansion
opportunities where there are cheap self-owned feedstocks. The largest is Project Amiral
in Saudi Arabia, 37.5% owned by TTE and operated by Aramco. The project will utilize
off-gasses and byproducts from the major Saudi Aramco SATORP refinery on the Persian
Gulf coast, the largest refinery in the Middle East. First production is expected in 2027
and is expected to turn 1.65 million tons of ethylene into 1 million tons of polyethylene
per year.

TTE has stated that it wishes to invest in refinery transformation now, rather than play
catch up later, though its only announced plans are coprocessing investments in
biofuels. TTE has stated that retrofits to biofuels take around 40% less capex than a
similarly sized greenfield project and have profitability timelines of 4-10 years. As an
example, the Grandpuits refinery was converted from a crude refinery in 2020.
Grandpuits previously output 4.6 million metric tons in crude refining capacity, and with
a $540 million investment, will be able to supply 405,000 metric tons of biofuels per
year, including around 5% of France’s yearly aviation fuel. Overall, we feel that the
current environment is not overly favorable for biofuels, as the feedstocks tend to be
Very expensive.
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https://www.nsenergybusiness.com/projects/grandpuits-refinery-conversion
https://www.iea.org/reports/is-the-biofuel-industry-approaching-a-feedstock-crunch
https://www.iea.org/reports/is-the-biofuel-industry-approaching-a-feedstock-crunch

We feel this could expand the lifespan of flagship European refineries, though it may be
a game of last-man-standing given profitability is likely still limited by feedstock costs
and still muted demand for end-products. Over time we expect the European refinery
base to contract as the EU has a non-electric vehicle ban slated to come into effect in
2035, although the ultimate timing will probably be delayed. Around 70% of TTE refining
capacity is in Europe, and while we feel some will be able to stay open on industrial
fuels, lubricants, and feeding TTE’s strong consumer fuels marketing position in Africa,
the long-term picture for domestic focused European refining is not strong.

Integrated Power

First 9 Months of 2024 ($ Year over Year Change
millions)
Revenue $17,573 -23.1%
Net Operatlng Income 9.1% +330bps
Margin
Free Cash Flow $-2,651 -

Segment Free Cash Flow is CFFO - Net Investments (Cash flow used in investments + capex linked to capitalized leases + carbon

credits)

The trend of electrification should provide a secular long-term tailwind in European

operations. Additionally, the continued trend of digitization and adoption of AI could

push global power demand far higher than predicted. TTE's base case sees electrical

Global electricity demand from data demand growing at 15% CAGR through the

centers, Al, and cryptocurrencies end of the decade. TTE estimates the segment

TWh will have positive free cash by 2028. While we
think that TTE's most attractive businesses
are its oil and gas ventures, it has stated that
it is going to pursue higher-margin projects to
boost return on capital employed to above
12%, so that the segment would be
competitive over the long-term.

TTE expects to deliver 100GW of renewables
by the end of the decade, with 70% of
renewables growth in deregulated markets.
We feel that targeting deregulated markets
should provide above-peer growth.
Additionally, increasing exposure to energy
merchant markets to 30% (currently 10%) by
the end of the decade could also boost
margins during periods of under supply.
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https://www.mdpi.com/2071-1050/12/17/7126

Future investment in the segment is going to be split 30% to natural gas, with 70% in
renewables and storage.

Net Power Production First 9 Months of 2024 Year over Year Change
(TWh)
From Renewables 19.6 45%
From Gas 10.2 -15
Total 29.7 17%
Risk

The European regulatory environment has become more hostile to oil and gas
companies over the last decade. European regulations mean that the long-term viability
of refining operations in Europe are in question. While converting existing refineries to
biorefineries is less expensive than greenfield construction, these green bets have a far
longer time to profitability than traditional exploration and production efforts. The
integrated power segment has the lowest return on capital employed in the company at
10%, which it believes can bring up to 12% by the end of the decade. This is still far
below the company-wide figure of 15.9%.
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Financials

By 2030, TTE expects to grow annual free cash flow to grow between $5 billion at
$60/bbl Brent to $10 billion at $80/bbl Brent. For the trailing twelve months ending
September 2024, TTE generated $18.19 billion in free cash.

VAL
TotalEnergies SE (TTE) Free Cash Flow 18.19B8

30.00B

20,008

10,008

000

2020 2021 2022 2023 2024

Seeking Alma{-}" Nov 8,2024, 1:55 PM EST Powered by Y CHARTS

In our view that this cash flow target is more than realistic, given the production growth
estimate of 4% CAGR to 2030. According to Wood Mackenzie, this production growth
profile is a peer-leader. TTE expects to end the decade at a production split of 20%
Integrated Power, 40% Gas, and 40% Oil.

For the trailing twelve months ending September 2024 TTE has a net debt to EBITDA of
0.75x, and a strong $31.98 billion cash position. Our opinion is that TTE’s balance sheet
is rock-solid, and what little debt does exist is mostly asset-level.

Over that same period, our view is that the dividend will continue to be a safe peer-
leader. In 2025, TTE has committed to $2 billion per quarter in share repurchases, or
5.4% of shares. Additionally, it will increase the dividend by 5%, to $3.67 or a yield of
6.0% at current prices. TTE targets a dividend payout ratio of at least 40% of operating
cash flows.

In our view there will likely not be any major M&A actions, but TTE has stated that the
areas they are most interested in is in Malaysia LNGs and US Shale gas in the Eagle
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Ford. We do expect there to be an upped pace of oil dispositions in within the next few
years, in the form of targeted de-risking of the portfolio. The most recent divestitures
are the mature Brunei offshore block for around $250 million, and a partial $860 million
exit from its oil-focused 10% stake in the SPDC (Shell Petroleum Development Company
of Nigeria). Importantly, TTE will keep its access to the Nigerian LNG supply chain and
licenses, which represent 40% of Nigeria’s LNG supply.

WAL

® TotalEnergies SE (TTE) Return on Capital Employed 15.88%
Exxon Mobil Corp {(XOM) Return on Capital Employed 14.90%

® Shell PLC (SHEL) Return on Capital Employed 10.36%
Chevron Corp (CWX) Return on Capital Employed 11.17%

12.00%

2020 2021 2022 2023 2024

SEeking Alphﬂ{ : Mov 8, 2024, 157 PMEST Powered by Y CHARTS
TTE has no shortage of organic opportunities, reporting a pipeline of more than $18
billion per year in capex projects. TTE expects to spend $5.3-6.0 billion annually in new
oil and gas development, and $5 billion annually in low-carbon energy investments. The
remaining will be left for maintaining existing oil and gas infrastructure. TTE has a peer-
leading ROCE (return on capital employed) of 15.88%, which given the strong organic
profile of TTE’s development operations, will likely stay on top.

Conclusion

Overall, TTE’s financial strength is best shown by its long-term production profile growth
and its peer-leading return on capital employed. Trading at just 7.8x earnings, with a
net debt to EBITDA ratio of 0.75x, a robust 5.3% dividend yield, and more than $18
billion in annual free cash TTE is well-positioned to deliver long-term value to
shareholders.

The company expects to generate at least $5 billion in additional annual free cash flow
by 2030. We appreciate that while TTE continues to invest in renewables, it is not
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https://totalenergies.com/sites/g/files/nytnzq121/files/documents/totalenergies_2024-strategy-and-outlook-presentation_2024_en_pdf.pdf
https://totalenergies.com/sites/g/files/nytnzq121/files/documents/totalenergies_2024-strategy-and-outlook-presentation_2024_en_pdf.pdf
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sacrificing high-yielding traditional opportunities in upstream oil and LNG projects. This
blend of growth in both traditional and new energy plays makes TTE a compelling choice
for dividend-focused investors.

Peer Comparisons

Total
Energies
(TTE)

Petrobras ExxonMobil
(PBR) BP (BP) Shell (SHEL) (XOM)

Price-to-Earnings

Price-to-Sales
(TTM)

Price-to-Book
(TTM)

Net Income
Margin

Dividend Yield
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Total Energies (TTE)

$80.00

$70.00

$60.00

$50.00

$40.00

$30.00

$20.00

$10.00

$0.00
4:\9 :19(,'19,'9'»“'19'19 A A '1,"'""19'\'{" ""i"'f"i’-’ v "”f’x’" ’}P‘,’L s
S & @ \KS\ = r.,@Q ‘\p & é\'b \Nz;\ = & Y\o ~ @’b ,é:o"\ > %dQ w\o go“ \t@ é\'o'\ N @ef\’ %0 ‘\‘bo \t@ é\'o'\ ‘\P (,_,vz,Q

TRADITIONMENT.COM
O
|||| TRADITION (850) 418-6182



14

Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, Economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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