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Profit from Al Without the Tech Bubble Risk

I's not news that the ongoing race to build massive, power-hungry, data centers will drive strong energy demand
in the coming years. It's also not news that most of the stocks involved in Al and related industries have seen
their values explode higher. So, our scoop is that we found a great stock that benefits from Al, but it has been
overlooked and remains Attractive. This week’s Long Idea, Black Stone Minerals L.P. (BSM: $13/share), is well
positioned to collect royalties all along the way.

We first made Black Stone Minerals a Long Idea in November 2023, and reiterated our bullish opinion on the
stock on October 2024. Since our original report, the market has failed to recognize the company’s strong
position to benefit from the artificial intelligence (Al) movement. Our original investment thesis on this company
remains intact and increasing Al spending makes future growth prospects even more attractive.

BSM presents quality Risk/Reward based on the company’s:

position to benefit from rising natural gas and steady oil production,
expanded capacity while maintaining profitability,

quality yield supported by strong cash flows,

superior profitability compared to peers, and

cheap valuation.

What’s Working

Data Centers Drive Huge Energy Demand

Nvidia (NVDA) recently announced a $100 billion investment in OpenAl to help it build data centers to deploy at
least 10 gigawatts of NVIDIA’s systems for OpenAl’s Al infrastructure.

What does a deal this big mean for energy consumption? Brian Sullivan of CNBC notes 10 gigawatts is equal to
the power generated by:

e 2.5 new nuclear power plants, or
e 15 new giant natural gas plants, or
e 2,700 wind turbines.

This partnership between Nvidia and OpenAl is just one of many examples of Al and data centers driving huge
energy demand.

McKinsey projects that by 2030, worldwide data centers will require $6.7 trillion in capital expenditures just to
keep pace with the demand for compute power. The International Energy Agency (IEA) projects electricity
demand from data centers will more than double by 2030, to ~945 terawatt-hours (TWh), which is slightly more
than the entire electricity consumption of Japan.

How We Will Meet the Huge Demand for Energy? Natural Gas
Natural gas is an increasingly attractive power source for two main reasons: reliability and efficiency.

Reliability is paramount for data centers, as outages can result in millions of dollars in lost revenue and
significant reputational damage. Natural gas offers a safeguard against traditional energy risks including grid
instability, intermittent power supply, and extreme weather events.

Unlike diesel, which is constrained by limited on-site storage and supply chain vulnerabilities, natural gas is
delivered continuously via pipelines, which ensures a steady supply even during extended grid outages.

Additionally, natural gas can be quickly turned on and off and has much lower ramp times than solar and wind
power.
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When selecting a power source, efficiency is also very important to keeping costs low and margins in the green.
To measure efficiency, we analyze an energy source’s capacity factor, which measures the actual energy
produced relative to the maximum possible energy that could have been produced if operating at peak capacity.

Solar power typically operates at capacity factors between 10% and 25%, while power generated from wind,
hydroelectric, coal, and wood sources operate at capacity factors of around 34%, 35%, 43%, and 56%,
respectively. Natural gas — combined cycle on the other hand has an average capacity factor of 60%, with some
uses, such as combined heat and power (CHP) systems fueled by natural gas operating at capacity factors of
80%. The only energy source that operates at a higher capacity factor then CHP natural gas systems is nuclear
energy, at 92%.

The United States is the largest natural gas producer in the world, and the companies that own stakes in natural
gas assets are particularly well-positioned to meet the rising needs of data center power consumption.

More specifically, Black Stone Minerals’ management believes “gas-powered electrical generation will cause the
next 10 to 15 years of the gas market to not be perfect, but more reliable than it's been over the past 15 years.”

LNG Exports: Another Driver of Natural Gas Demand

Liquefied natural gas (LNG) exports present another large driver of demand for U.S. natural gas production. LNG
provides transportation advantages through the process of liquefying natural gas, which reduces it to 1/600"" of
its original volume.

U.S. LNG exports have nearly quadrupled over the last five years, and the Energy Information Administration
(EIA) forecasts U.S. LNG exports will increase 36% from 2024 to 2026.

Furthermore, the EIA projects U.S. monthly natural gas production to grow from 112.9 billion cubic foot (Bcf) in
December 2024 to 115.1 Bcf in December 2026. See Figure 1.

Figure 1: U.S. Monthly Natural Gas Production: 2010 — 2026
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Oil Production Remains Near Record Highs

U.S. weekly oil production has increased from 9.1 million barrels per day (bpd) in September 2015 to 13.5 million
bpd in September 2025. Since October 2023, output has consistently ranged between 13.0 and 13.5 million bpd.
See Figure 2.
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The EIA projects that U.S. oil production will remain stable near these record levels, averaging 13.4 million bpd
in 2025 and 13.3 million bpd in 2026.

Figure 2: U.S. Oil Production: September 2015 — September 2025

U.S. Oil Production Remains Near Record Highs

14,000 |
T
[=8
£
s 12,000
=]
i
2 10,000
=
-§ 8,000
&
5]
6,000 -
& a a B 2 ) A o
R L UL gL S
Source: EIA

Large Presence Across All Major Basins
Black Stone Minerals holds mineral rights to 20+ million gross acres across 41 states and 60+ productive basins.

According to the company’s September investor presentation, in 2Q25 BSM maintains rights to 11% of the 571
total rigs in the U.S.

This exposure is spread across all of the major onshore producing basins, which include Haynesville/Bossier,
Permian, Bakken, and Eagle Ford basins. See Black Stone Minerals’ acreage presence by region in Figure 3.

Figure 3: Black Stone Minerals’ Acreage by Major Basin in 2024
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Expanding Natural Gas Production to Meet Growing Demand

Black Stone Minerals’ management team is taking steps to expand its already large asset base to capitalize on
growing natural gas production.

In May 2025, Black Stone Minerals entered into a development agreement with Revenant Energy for 270,000
gross acres across the company’s Haynesville/Bossier acreage in the Shelby Through region. Through deal, the
annual well commitments escalate over five years from a minimum of 6 wells per year starting in 2026 and
scales to a minimum of 25 wells per year. When discussing the agreement on the company’s 2Q25 earnings call,
Black Stone Minerals’ CEO noted “these new developments, coupled with our existing agreements, are expected
to more than double our drilling obligations in the area over the next 5 years, providing significant natural gas
growth for the partnership.”

The company also finalized an amendment with Aethon Energy which will release over 50,000 gross acres back
to Black Stone Minerals in the Shelby Through.

These agreements build on the company’s ongoing Haynesville Expansion (HEX) initiative, which extends
development in the Shelby Trough and geologically connects to the Western Haynesville. As part of the HEX, the
company’s Kurth Lake Expansion (KLX) encompasses 220,000 gross acres with an annual well commitment that
escalates from a minimum of 1 well per year starting in 2026 to a minimum of 12 wells per year through 2035.

To summarize, Black Stone Minerals is adding about 50 wells and 50,000 acres of to boost its natural gas
production capacity over the next ten years.

Special Business Model

As we highlighted in our previous reports, Black Stone Minerals generates revenue by leasing its mineral and
royalty interests in oil and gas properties across the U.S. The company does not bear the costs or operational
risks associated with drilling or maintaining wells. Instead, it leases its rights to exploration and production (E&P)
companies, which assume the associated expenses and risks.

This business model allows Black Stone Minerals to benefit from rising natural gas and oil production in a much
more stable and predictable manner compared to E&P companies.

Profits Trending Up in the Long-Term

While profits are down from record 2022 levels, Black Stone Materials continues to generate strong Core
Earnings and free cash flow (more on that later). Black Stone Minerals generated $245 million in Core Earnings
in the TTM ended 2Q25, which is higher than any other year in our model except 2022 and 2023.

Black Stone Minerals has grown revenue by 1% compounded annually and Core Earnings by 7% compounded
annually since 2015. See Figure 4.

More recently, the company’s net operating profit after-tax (NOPAT) margin improved from 48% in 2019 to 64%
in the TTM, and in turn its return on invested capital (ROIC) improved from 11% to 17% over the same time.
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Figure 4: Black Stone Minerals’ Revenue and Core Earnings: 2015 - TTM
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Consistent Cash Flows Support Distributions

Black Stone Minerals’ rising free cash flow (ECF) remains impressive. It gives the company the means to expand
production and support an increasing level of capital return to shareholders as highlighted below. The company
generated a cumulative $1.9 billion in FCF while paying $1.6 billion in combined distributions ($1.5 billion) and
common unit repurchases ($23 million) since 2020.

Black Stone Minerals generated a cumulative $2.4 billion (78% of enterprise value) in FCF from 2018 through
2Q25. See Figure 5.

Figure 5: Black Stone Minerals’ Free Cash Flow: 2018 — 2Q25
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Strong Balance Sheet

Black Stone Minerals reduced its total debt from $399 million in 2019 to $100 million in the TTM. The company
earns an Attractive Credit Rating in part because of its reduced debt load and consistent cash flows. Black Stone
Minerals earns a Very Attractive rating in four of the five criteria that drive our Credit Ratings. Even if economic
conditions deteriorate, the company’s strong financial footing secures its operations for the foreseeable future.
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Figure 6: Black Stone Minerals’ Credit Rating Details
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Industry Leading Profitability

Black Stone Materials’ superior profitability compared to its peers reflects just how strong the oil and gas royalty

business is.

Per Figure 7, Black Stone Minerals generates the highest ROIC and NOPAT margin of its peer group. The peer
group, detailed in Black Stone Minerals’ proxy statement, includes California Resources (CRC), Gulfport Energy
(GPOR), Northern Qil & Gas (NOG), Magnolia Oil & Gas (MGY), and more.

Figure 7: Black Stone Minerals’ Profitability Vs. Peers: TTM

Ticker

BSM
CRC
GPOR
NOG
MGY
MTDR
KRP
SM
PR
Civi
CHRD
RRC
VTLE
AR
CNX
CRK

Company

Black Stone Minerals L.P.
California Resources Corp
Gulfport Energy Corp
Northern Oil & Gas, Inc.
Magnolia Oil Gas Corp
Matador Resources Co
Kimbell Royalty Partners
SM Energy Company
Permian Resources Corp
Civitas Resources Inc
Chord Energy Corp
Range Resources Corp
Vital Energy Inc

Antero Resources Corp
CNX Resources Corp
Comstock Resources, Inc.

NOPAT Margin

64%
20%
27%
33%
30%
33%
37%
32%
26%
19%
14%
22%
21%
13%
14%
6%

IC Turns

0.3
0.8
0.5
0.4
0.4
0.3
0.3
0.3
0.3
0.4
0.4
0.2
0.2
0.3
0.2
0.2

ROIC
17%
15%
15%
12%
12%
10%
10%

9%
8%
7%
6%
5%
4%
4%
3%
2%

Sources: New Constructs, LLC and company filings

Potential for 9.4%+ Yield

Black Stone Minerals has consistently returned capital to shareholders for nearly a decade. The company
increased its regular distribution from $0.08/unit in 2Q20 (lows of COVID-19) to $0.30/unit in 3Q25. When
annualized, the current regular distribution provides investors a 9.3% yield.
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From 2020 through 2Q25, Black Stone Minerals paid $1.5 billion (56% of current market cap) in regular
distributions.

Black Stone Minerals also repurchases units, though in lower amounts relative to distributions. Black Stone
Minerals repurchased a total of $23 million in units since 2020. As of June 30, 2025, the company had $150
million remaining in repurchase authorization.

Should the company continue repurchasing units at TTM levels moving forward, it would repurchase units worth
0.1% of its current market cap. When combined with distributions, investors could see a yield of 9.4%.

What's Not Working
Lower Oil Prices Are a Drag

Oil prices declined in the first half of 2025 due to weakening global demand amid changes in trade policies and
escalating trade tensions, alongside a significant supply increase as OPEC+ members unwound voluntary
production cuts and non-OPEC+ producers increased output.

The company’s realized oil and condensate price was $67.07/Bbl in 1H25, compared to $77.35/Bbl in 1H24 and
$98.34/Bbl in 1H22. Lower oil prices drove the company’s oil and condensate sales down 27% YoY in 1H25. Qil
prices are forecasted to continue to decline into early 2026, which will continue to put pressure on Black stone
Minerals’ oil and condensate sales.

However, rising natural gas prices have offset the decline in oil prices. The company’s realized natural gas price
was $3.66/Mcf in 1H25, compared to $2.39/Mcf in 1H24. The increase in prices drove natural gas and NGL sales
33% higher YoY in 1H25. Total revenue in 1H25 increased 2% YoY. Furthermore, natural gas prices are
projected to rise going into next year, from $2.91 per million British thermal units (MMBtu) in August 2025 to
$4.30 MMBtu in 2026.

The good news is even if natural gas prices were to increase less than expected or oil prices were to fall, any
downside to profits is already more than priced into Black Stone Minerals’ current stock price.

Current Price Implies Drastic Margin Deterioration

At its current price of $13/share, Black Stone Minerals has a price-to-economic book value (PEBV) ratio of 0.7,
which means the market expects its profits to permanently fall 30% from current levels. Below, we use

our reverse discounted cash flow (DCF) model to quantify the cash flow expectations for different stock price
scenarios for BSM.

In the first scenario, we quantify the expectations baked into the current price. If we assume:

e NOPAT margin falls to 42% (below TTM margin of 64% and 10-year average margin of 50%),

e revenue grows at consensus rates in 2025 (-1%) and 2026 (9%), and

e revenue grows just 1% each year thereafter through 2034 (equal to compound annual growth since
2015), then

BSM would be worth $13/share today — equal to the current stock price. In this scenario, Black Stone Minerals’
NOPAT would fall 3% compounded annually through 2034. For reference Black Stone Minerals has grown
NOPAT by 7% compounded annually since 2015.

Shares Could Go 50%+ Higher
If we instead assume:

e NOPAT margin immediately falls to 61% (equal to 5-year average),
e revenue grows at consensus rates in 2025 (-1%) and 2026 (9%), and
e revenue grows just 1% each year thereafter through 2034, then

BSM would be worth at least $20/share today — a 54% upside to the current price. In this scenario, Black Stone
Minerals’ NOPAT would grow just 1% compounded annually over the next decade.

Should Black Stone Minerals grow profits more in line with historical rates, the stock has even more upside.
Figure 8 compares Black Stone Minerals’ historical NOPAT to the NOPAT implied in each of the above DCF
scenarios.
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Figure 8: Black Stone Minerals’ Historical and Implied NOPAT: DCF Valuation Scenarios
BSM Could Have 50%+ Upside
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This article was originally published on September 24, 2024.

Disclosure: David Trainer, Kyle Guske Il, and Hakan Salt receive no compensation to write about any specific
stock, sector, style, or theme.

Questions on this report or others? Join our online community and connect with us directly.
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It’s Official: We Deliver the Best Fundamental Data in the World

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show:

1. The stock market is missing footnotes — and only we have that critical data.

2. Legacy fundamental datasets suffer from significant inaccuracies, omissions, and biases.

3. Our proprietary drives novel alpha. Our measures of Core Earnings and Earnings Distortion materially
improve stock picking and forecasting of profits.

Best Fundamental Data in the World

In The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data &
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection
processes to provide superior fundamental data, earnings models, and research. More details.

Key quotes from the paper:

e “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from
Compustat’s adjusted earnings measures. For example... 50% to 70% of the variation in Total
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” — pp. 14, 15t para.

e “Afinal source of differences [between New Constructs’ and S&P Global's data] is due to data collection
oversights...we identified cases where Compustat did not collect information relating to firms’ income
that is useful in assessing core earnings.” — pp. 16, 2" para.

Superior Models

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...an accurate calculation of ROIC requires more diligence than often occurs in some of the common,
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs
does] can investors get an accurate calculation of ROIC.” — pp. 8, 5" para.

e “The maijority of the difference...comes from New Constructs’ machine learning approach, which
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply
in the footnotes across thousands of companies.” — pp. 4, 2™ para.

Superior Stock Ratings

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Harvard
Business School. Bloomberg features the paper here.

Key quotes from the paper:

e ‘“the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3™ para.

e “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to
traditional sell-side analysts.” — pp. 20, 3™ para.

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it
affordable for all investors, not just Wall Street insiders.

We believe every investor deserves to know the whole truth about the profitability and valuation of any company
they consider for investment. More details on our cutting-edge technology and how we use it are here.
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DISCLOSURES

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any
investment or merchant banking functions and does not operate a trading desk.

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on
that security.

DISCLAIMERS

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such
investments or investment services.

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making
any investment decision or for any necessary explanation of its contents.

This report 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 jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks,
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.
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