Weekly Energy Update
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In this report, we recap the Department of Energy’s weekly report on oil inventories and related factors. We
include our euro and inventory oil model as well. Although the inventory data will be the primary focus of the
recap, we will add other data when required.

April 20, 2023

After gapping last week, prices are consolidating.
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Commercial crude oil inventories fell 4.6 mb compared to the forecast draw of 0.9 mb. The SPR
fell 1.6 mb, putting the total draw at 6.2 mb.

U.S. COMMERCIAL CRUDEOIL INVENTORIES U.S. COMMERCIAL CRUDE OIL INVENTORIES
600 600
5504
500 4
5004
400+ 450
m m
= =
300 4 4004
3504
200 4
3004
100 T T T T T T 1 LI | LI | L T T 250 T T T T T T T T T T T T T T T T T T
20 30 40 50 60 70 a0 90 00 10 20 2006 2008 2010 2012 2014 2016 2018 2020 2022
Sources: DOE, CIM Sources: DOE, CIM

In the details, U.S. crude oil production was unchanged at 12.3 mbpd. Exports rose 1.8 mbpd,
while imports rose 0.1 mbpd. Refining activity rose 1.7% to 91.0% of capacity.
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Crude Qil Inventory Seasonal
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The above chart shows the seasonal pattern for crude oil inventories. After accumulating oil
inventory at a rapid pace into mid-February, injections first slowed and have since declined,
putting storage levels in line with seasonal norms.
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $56.81. The recent actions of OPEC+ are clearly designed to prevent this sort of price from
emerging.
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Since the SPR is being used, to some extent, as a buffer stock, we have constructed oil inventory
charts incorporating both the SPR and commercial inventories. With another round of SPR sales
set to happen, the combined storage data will again be important.
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Total stockpiles peaked in 2017 and are now at levels last seen in 2001. Using total stocks since
2015, fair value is $94.11.

Market News:

e Climate activists are bewailing the continued investments from financial firms into the
fossil fuel industry. Canadian banks were highlighted for their continued support of the
oil and gas industry. These reports suggest activists will continue to pressure the
financial services industry in a bid to reduce lending and investment into fossil fuels.

e The bearish case for oil rests on demand concerns. There is evidence that global diesel
demand is declining, adding to signs of a global recession, which is bearish for oil
demand and prices. However, we note that China’s refiners processed nearly 15.0 mbpd
of crude oil in March, a new record.

e At the same time, the Biden administration’s recent moves to expand oil and gas
production isn’t garnering much support from industry executives.

o The administration has approved natural gas exports from Alaska. Although
environmentalists are upset, the increased supplies will likely go to Asia and
reduce Russia’s gas sales.

o The G-7 finance minister’s meeting highlights the ambivalence of the group
toward natural gas. Over the long term, the goal is to shift away from fossil fuels;
however, it is unclear just how long that “long term” will take. To ensure ample
supplies in the here and now, investment will be necessary. For investors, though,
the fear of stranded assets is a strong consideration, which means that longer-term
projects probably don’t get funded. This situation suggests higher prices are
likely. The IEA’s recount of the range of potential outcomes shows the dilemma
for investors.
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https://www.bankingonclimatechaos.org/wp-content/uploads/2023/04/BOCC_2023_vFinal.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.ft.com/content/63ebd477-5327-422d-8121-9acc477b138c
https://www.northernnews.ca/fp-finance/banking/rbc-biggest-fossil-fuel-financier-world-2022-report#:~:text=Royal%20Bank%20of%20Canada%20has,group%20of%20international%20environmental%20organizations.
https://energy.economictimes.indiatimes.com/news/oil-and-gas/fuel-that-powers-the-global-economy-is-flashing-recession-signs/99551237#:~:text=Demand%20for%20fuel%20that%20powers,of%20the%20world's%20largest%20economies.&text=Signs%20of%20an%20economic%20slowdown%20are%20flashing%20in%20the%20global%20diesel%20market.
https://energy.economictimes.indiatimes.com/news/oil-and-gas/fuel-that-powers-the-global-economy-is-flashing-recession-signs/99551237#:~:text=Demand%20for%20fuel%20that%20powers,of%20the%20world's%20largest%20economies.&text=Signs%20of%20an%20economic%20slowdown%20are%20flashing%20in%20the%20global%20diesel%20market.
https://www.jwnenergy.com/article/2023/4/18/chinas-crude-oil-refiners-smash-record-on-recovery/
https://www.jwnenergy.com/article/2023/4/18/chinas-crude-oil-refiners-smash-record-on-recovery/
https://www.ft.com/content/999dd570-e02f-4388-9405-98ff060e508a
https://www.axios.com/newsletters/axios-generate-1125dba4-0e1a-4284-8a16-86a05ccb97a1.html?chunk=2&utm_term=emshare#story2
https://thehill.com/policy/energy-environment/3951485-biden-administration-oks-alaska-natural-gas-exports-drawing-progressive-ire/
https://www.axios.com/newsletters/axios-generate-adcd661b-e276-4575-8d03-b64ccbd83e0a.html?chunk=0&utm_term=emshare#story0
https://www.reuters.com/business/energy/japan-is-pushing-g7-step-up-gas-investments-source-2023-04-13/
https://www.ft.com/content/e7f3681f-3f0a-40de-ab65-65f62c7d6acb?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://iea.blob.core.windows.net/assets/3e076ae9-9055-4af4-bba9-15ddaedcb703/Outlooksforgasmarketsandinvestment.pdf?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

Natural gas demand in the World Energy Outlook 2022 compared to other scenario-
based assessments

E 6000

0
m

5000

Equinor - Walls

4 000
3000

2000 '~

<" BP - Net Zero
T

1000
2000 2010 2019 2030 2040 2050

Mote: values for external projections are growth rates normalised to an IEA historical baseline. Extrapolations were made in
cases where specific years were unavailable. External scenarios are grouped according to ‘reference’ or ‘accelerated
technology' cases (small dotted lines) and climate-focussed scenarios (large dotted lines).

Sources: |EA (2022), World Energy Outlook 2022, BP (2023); Equinor (2022); [EEJ (2022), OPEC (2022), Shell (2023)

The state of California cannot ban natural gas hookups in new buildings.

We continue to monitor the supply chain shifts caused by the war in Ukraine as well as
the consequent sanctions. We note that Russia is redirecting oil and product supplies
away from Europe to other parts of the world. The disruption has boosted U.S. exports of
oil, natural gas, and associated products.

DOE Secretary Granholm reiterated that the administration was prepared to rebuild the
SPR if “it is advantageous to taxpayers.” Which means, most likely, that the injections
are not expected.

China is aggressively expanding its coal supplies.

After the world dealt with an unusually long La Nifia cycle, there is increasing evidence
that we are rapidly shifting to a El Nifio cycle. The latter increases the chances of
Midwest drought (which would lift crop prices, including ethanol), reduces hurricane
numbers (bearish for natural gas) and often leads to wet conditions across the South.

o Although unrelated, Asia is dealing with an early season heat wave. India is
experiencing temperatures in excess of 104°F. Thailand recorded highs of
113.7°F with multiple locations within the country setting new highs.

Although the investment took over two decades to bring to market, Guyana is poised to
rapidly add to global oil supplies.

Turkey has started natural gas deliveries from its offshore drilling in the Black Sea.

Due to a strike in Nigeria, Exxon (XOM, $115.02) has declared force majeure on some of
its oil contracts.
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https://www.reuters.com/world/us/california-city-cant-enforce-natural-gas-ban-appeals-court-says-2023-04-17/
https://oilprice.com/Energy/Crude-Oil/Oil-Tanker-Markets-Upended-As-Trade-Routes-Shift.html
https://www.reuters.com/business/energy/russia-boosts-q1-gasoline-exports-finds-buyers-africa-replace-europeans-2023-04-13/
https://rbnenergy.com/now-its-gone-gone-gone-part-2-to-replace-russian-products-europe-turns-to-asia-mideast
https://rbnenergy.com/dock-of-the-bay-a-revolution-in-us-crude-oil-and-petroleum-product-export-markets
https://www.ft.com/content/c76b9f70-e62b-4e55-8c3e-0bfa00a78c8a?emailId=657a1571-8cc0-4322-b761-4ac0bf875f2a&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.ft.com/content/c76b9f70-e62b-4e55-8c3e-0bfa00a78c8a?emailId=657a1571-8cc0-4322-b761-4ac0bf875f2a&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.severe-weather.eu/long-range-2/el-nino-watch-noaa-forecast-seasonal-weather-impact-summer-winter-united-states-canada-europe-fa/
https://www.mlive.com/weather/2023/04/el-nino-watch-issued-ocean-normalcy-didnt-last-long.html
https://oceanservice.noaa.gov/facts/ninonina.html#:~:text=El%20Ni%C3%B1o%20causes%20the%20Pacific,life%20off%20the%20Pacific%20coast.
https://www.fox26houston.com/weather/el-nino-is-making-a-comeback-what-does-that-mean-for-hurricane-season
https://www.fox26houston.com/weather/el-nino-is-making-a-comeback-what-does-that-mean-for-hurricane-season
https://www.axios.com/newsletters/axios-generate-99b98eec-77e3-4ca7-b52f-359cf3c802ff.html?chunk=0&utm_term=emshare#story0
https://twitter.com/EKMeteo/status/1647266982499106816?s=20
https://oilprice.com/Energy/Crude-Oil/Guyana-To-Pump-12-Million-Barrels-Of-Oil-Per-Day-By-2027.html
https://oilprice.com/Energy/Crude-Oil/Guyana-To-Pump-12-Million-Barrels-Of-Oil-Per-Day-By-2027.html
https://www.ft.com/content/959b6f1d-8aaf-472f-9f61-7fdca4b1685e
https://www.reuters.com/business/energy/exxon-declares-force-majeure-crude-liftings-nigeria-2023-04-17/
https://www.reuters.com/business/energy/exxon-declares-force-majeure-crude-liftings-nigeria-2023-04-17/

Geopolitical News:

Saudi Crown Prince Salman announced that 4% of Saudi Aramco (2222, SAR, 34.65),
worth about $80 billion, will be moved to the nation’s sovereign wealth fund. The reason
is to support the Kingdom of Saudi Arabia’s economic diversification. Although the
amount doesn’t necessarily suggest a rapid move away from fossil fuels, the “direction of
travel” suggests less investment in oil and gas, and more in other parts of the economy.

The IEA admits that the price cap on Russian oil has been violated. Russian oil exports
are now exceeding prewar levels with nearly all of the oil flows going to China and India.
Russia is also apparently selling oil in the Far East that is being exported by tanker, but
this voyage is short enough to avoid insurance, which means that buyers can violate the
price cap. The U.S. is warning that it will begin cracking down on this practice.

Russia has surprisingly little domestic oil storage. Because of this lack of storage
capacity, it must sell most of what it produces. The country has announced that it will
build new storage facilities which will give it more flexibility for timing sales.

China is proposing new natural gas pipelines from Kazakhstan to diversify its sources of
the product.

Given China’s dominance in renewable energy and EV components, Chinese companies
are often participants in foreign investment projects. However, due to deteriorating
relations between China and the West, political resistance to these projects is growing.

Alternative Energy/Policy News:

Planting trees is often touted as a solution to elevated carbon dioxide levels. As it turns
out, it’s much more complicated than just increasing the number of trees.

Ember, a firm that tracks energy data, indicates that renewables are growing rapidly and
now account for 40% of the world’s electricity supply. However, we doubt the data takes
into account the reserve power required to ensure stable baseload when the climate or the
clock fail to cooperate (when the wind doesn’t blow and/or the sun doesn’t shine).

Last week, we discussed the Biden administration’s proposed emissions rules that would
strongly tilt the market toward EVs. As one would expect, the auto industry is not wild
about the recommended regulations.

The government released its list of EVs and plug-in hybrids that qualify for a tax credit.
The new list excludes most foreign models. Here is a link to the website to see what does
qualify. Look for European auto makers to begin considering a shift in the production of
EVs to the U.S.

Volkswagen (VWAPY, $13.98) announced a joint venture to make EV batteries in
Indonesia.

Panasonic (PCRFY, $9.28) announced it is considering a plan to build an EV battery
factory in Oklahoma.
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https://www.ft.com/content/dee5d6c5-1a39-4cb2-bd20-4319826fafef
https://apnews.com/article/saudi-aramco-investment-fund-bin-salman-588c181870b7818e3468eb7ed18ef091
https://www.tradewindsnews.com/tankers/russia-s-crude-exports-breach-g7-oil-price-cap-for-first-time-says-iea/2-1-1434606
https://finance.yahoo.com/news/china-india-buying-much-russian-003521310.html
https://finance.yahoo.com/news/china-india-buying-much-russian-003521310.html
https://oilprice.com/Latest-Energy-News/World-News/China-And-India-Buy-Russian-Crude-Above-The-Price-Cap.html
https://www.tradewindsnews.com/tankers/us-fires-warning-shot-over-russia-price-cap-breaches/2-1-1435833
https://ofac.treasury.gov/media/931641/download?inline
https://www.reuters.com/business/energy/russia-forecasts-stable-oil-output-2025-set-up-stockpiles-2023-04-17/
https://oilprice.com/Energy/Natural-Gas/China-Seeks-To-Expand-Sources-Of-Stable-Gas-Supplies.html
https://www.wsj.com/articles/the-green-energy-factory-facing-a-storm-of-china-backlash-57847a64?st=okh04t2pmyfh101&reflink=desktopwebshare_permalink
https://ig.ft.com/one-trillion-trees/
https://ember-climate.org/insights/research/global-electricity-review-2023/
https://www.ft.com/content/a4e2be19-7b4d-49ef-aa66-ded5f6d2ed61
https://www.politico.com/news/2023/04/12/electric-cars-2023-the-nerds-guide-to-bidens-newest-electric-vehicle-push-00091642?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.npr.org/2023/04/12/1169269936/electric-vehicles-emission-standards-tailpipes-fuel-economy?utm_source=GZERO+Daily&utm_campaign=2e651def2b-EMAIL_CAMPAIGN_2023_04_13_11_11&utm_medium=email&utm_term=0_e605619869-2e651def2b-%5BLIST_EMAIL_ID%5D
https://www.axios.com/newsletters/axios-generate-7a9a7456-da70-40f2-b330-b5bebb707c8b.html?chunk=4&utm_term=emshare#story4
https://www.axios.com/2023/04/18/ev-tax-credit-car-list?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://fueleconomy.gov/feg/tax2023.shtml?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosmarkets&stream=business
https://www.ft.com/content/b46b6780-af0d-4d64-8782-7aeb608e569f
https://asia.nikkei.com/Business/Automobiles/Volkswagen-to-make-EV-batteries-with-Vale-Ford-Huayou-in-Indonesia
https://www.reuters.com/technology/panasonic-may-build-third-ev-battery-plant-oklahoma-kyodo-2023-04-16/
https://www.reuters.com/technology/panasonic-may-build-third-ev-battery-plant-oklahoma-kyodo-2023-04-16/

e Germany has closed its last nuclear power facilities. The shutdown, originally scheduled
for December, was delayed due to the war in Ukraine. The decision to decommission the
facilities means that Germany is even more vulnerable to supply disruptions.

e A developing economy alliance on geoengineering has been formed.

e China is building a hydrogen pipeline from Inner Mongolia to its eastern cities.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. Any investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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https://www.greenpeace.org/international/story/59219/tschuss-atomkraft-end-nuclear-power-germany/
https://www.washingtonpost.com/world/2023/04/15/germany-shuts-nuclear-power-plants/?utm_source=rss&utm_medium=referral&utm_campaign=wp_world&lh_aid=4750851&lh_cid=1iginldekf&di=072ba988f0cfa3dd45c77cda493070f7
https://www.axios.com/newsletters/axios-generate-adcd661b-e276-4575-8d03-b64ccbd83e0a.html?chunk=1&utm_term=emshare#story1
https://www.reuters.com/business/sustainable-business/sinopec-build-china-west-to-east-green-hydrogen-transmission-pipeline-xinhua-2023-04-10/

