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.

March 9, 2023

Crude oil remains in a trading range between $72-$82 per barrel.
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Crude oil inventories fell 1.7 mb compared to a 1.9 mb build forecast. The SPR was unchanged.
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In the details, U.S. crude oil production declined 0.1 mbpd to 12.2 mbpd. Exports fell 2.3 mbpd,
while imports rose 0.1 mbpd. Refining activity rose 0.2% to 86.0% of capacity.
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Crude Qil Inventory Seasonal

110
105
100
95
90

85

£202/9/1
€20T/L2/T
€20T/LT/T
€20T/0T/€
€20T/1€/€
€20T/12/v
€z0z/Tr/s
£202/2/9
€20T/€T/9
€20T/YT/L
£202/v/8
€70t/52/8
€20¢/ST/6
€20¢/9/0T
€207/L2/0T
€T0T/LT/TT
€207/8/TT
€207/62/CT

e \yorage e=@em2(022 2023

(Sources: DOE, CIM)

The above chart shows the seasonal pattern for crude oil inventories. We have been
accumulating oil inventory at a rapid pace, even without SPR sales. This week, while there was
a modest drop in inventory, we remain well above normal seasonal levels.
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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 $93.31.

The Unaccounted Problem

The DOE’s weekly report is a combination of survey data and estimates. Although traders focus
on the weekly reports, the government views the monthly reports as the most accurate.
Unfortunately, the monthly reports are issued with a two-month lag. For practical purposes then,
the weekly data, though imperfect, is what moves markets.

Line 13 of the petroleum supply section of the petroleum balance sheet is a plug number called
“adjustment.” It was previously called “unaccounted for crude oil” as it balances the known
sources of crude oil (production, net imports, stock change) with the level of crude oil consumed
by the domestic refining industry. Lately, this number has been rising.
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https://ir.eia.gov/wpsr/overview.pdf

When the reading is above zero, it indicates that more crude oil was refined that week than was
identified in the surveys or estimates. What we know is that there is more crude oil (and/or
associated products) available, but what is being missed is quite important. The DOE argues that
blending components used by refiners are possibly being included in the count of crude oil.
However, it is also possible that (a) production is higher than estimated since production in the
lower 48 is an estimate, (b) imports are higher, (c) exports are lower, or (d) there is more oil
being moved from inventory. Obviously, how this unaccounted crude oil is accounted for
matters a great deal. Our guess is that it’s likely a combination of blending stocks being counted
as crude oil and, perhaps, lower exports. In any case, the monthly numbers should provide some
clarity...in May.

Market News:

e The Columbia University Center on Global Energy Policy released a report on investing
in a market that is transitioning away from fossil fuels. The report notes that not only are
investments in oil and gas production falling, but the investments still occurring are
increasingly being made by state-owned oil companies, most of which are in the Middle
East. The private sector isn’t investing for several reasons, one of which is a history of
low returns in the industry as investors are demanding better returns. If these trends
continue, it suggests that oil prices will tend to be elevated even as demand weakens.
The CEO of Saudi Aramco (2222, SAR, 34.95) warns that persistent underinvestment
will keep oil supplies tight.

e U.S. LNG is filling the gap caused by the end of Russian natural gas sales to Europe.
The EU is moving to consolidate purchases in a bid to lower prices.

e It’s CERA week in Houston. One of the key topics is the lack of spare capacity in oil
production. Another important item emerged from the shale patch which warned that the
best days may be behind the industry, meaning that OPEC+ can reassert control over oil
prices.

e This map shows European fuels of choice for electricity production.

e The DOE is preparing to refill the SPR...next year.

Geopolitical News:

e We have been monitoring the ongoing speculation surrounding the sabotage of the Nord
Stream pipelines. A recent New York Times article suggests that a Ukrainian group, not
directly affiliated with the government, was likely responsible. Although Seymour Hersh
caused a stir recently when he suggested that it was a U.S.-led attack, most analysts felt
that Ukraine had the strongest incentive to carry out this attack. If the Ukrainians turn
out to be responsible, it would adversely affect the country’s relations with Germany. A
proxy group would give Ukraine plausible deniability, which would help with this issue.
As expected, the Ukrainian government has denied responsibility.

o Russia has decided to mothball the remaining parts of the Nord Stream 1 & 2 in
light of last year’s sabotage.
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https://www.reuters.com/business/energy/crude-oil-blending-under-reported-crude-output-blame-high-adjustments-eia-data-2023-03-03/
https://www.reuters.com/business/energy/crude-oil-blending-under-reported-crude-output-blame-high-adjustments-eia-data-2023-03-03/
https://www.energypolicy.columbia.edu/publications/investing-in-oil-and-gas-transition-assets-en-route-to-net-zero/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top&
https://www.axios.com/newsletters/axios-generate-86e0b609-6dfd-4bf9-bf44-c6e6f0489758.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-86e0b609-6dfd-4bf9-bf44-c6e6f0489758.html?chunk=0&utm_term=emshare#story0
https://www.energypolicy.columbia.edu/wp-content/uploads/2023/02/TransitionAssets_Commentary_CGEP_021723.pdf
https://www.cnbc.com/2023/03/03/oil-supply-future-at-threat-from-underinvestment-aramco-ceo-says-.html
https://www.ft.com/content/bd646027-1614-44a0-9be3-da72b86245de
https://www.bloomberg.com/news/articles/2023-03-07/eu-will-flex-collective-buying-clout-in-gas-market-next-month#xj4y7vzkg
https://ceraweek.com/program/agenda.html?v=wkv
https://www.reuters.com/business/energy/ceraweek-opec-us-energy-chiefs-huddle-again-houston-rapport-deepens-2023-03-06/
https://www.ft.com/content/f1674a6e-39ae-4abb-ae2a-40fefb58d6b9
https://elements.visualcapitalist.com/mapped-europes-biggest-sources-of-electricity-by-country/
https://oilprice.com/Latest-Energy-News/World-News/Department-Of-Energy-Says-Its-Preparing-For-SPR-PurchasesNext-Year.html
https://www.nytimes.com/2023/03/07/us/politics/nord-stream-pipeline-sabotage-ukraine.html?smid=url-share
https://www.tagesschau.de/investigativ/nord-stream-explosion-101.html?utm_source=POLITICO.EU&utm_campaign=6ba740eb17-EMAIL_CAMPAIGN_2023_03_08_04_07&utm_medium=email&utm_term=0_10959edeb5-6ba740eb17-%5BLIST_EMAIL_ID%5D
https://www.politico.eu/article/nord-stream-pipeline-blasts-lead-to-ukraine-media-reports-germany/
https://archive.is/2023.03.08-084431/https:/www.thetimes.co.uk/article/west-nato-nord-stream-attacks-protect-ukraine-qsrqxvssw#selection-773.0-773.61
https://www.bbc.com/news/world-europe-64877979
https://www.themoscowtimes.com/2023/03/08/nord-stream-sabotage-not-our-activity-ukraine-defense-minister-a80422
https://www.reuters.com/business/energy/russia-set-mothball-damaged-nord-stream-gas-pipelines-sources-2023-03-03/

This week’s BWGR discusses the potential emergence of a “petroyuan” structure to create
an alternative to the dollar/Treasury reserve system. Reports indicate that Russian oil
exports are being paid in a variety of currencies. Since Russia has been excluded from
the dollar system, it makes sense that Moscow would accept various currencies for
payment. On an interesting note, even the use of other currencies hasn’t been completely
successful in avoiding U.S. sanctions. Some sort of digital payment mechanism will
likely be required in order to avoid the U.S. banking system completely.

There has been a spate of apparent poisonings in Iran, which seem to be targeting girls’
schools. It is not clear whether these attacks are related to the hijab protests or are
coming from elements in the Taliban who oppose educating women.

o lran is promising to cooperate with the IAEA after the recent findings of enriched
uranium particles at near-weapons-grade levels. The fact that Tehran is trying to
at least portray it is working with the IAEA suggests that it is not ready to declare
itself a nuclear power.

o Iran announced that the “questions” of enrichment have been answered, although
the IAEA hasn’t confirmed this assertion.

o On the other hand, Iran has agreed to reinstall monitoring cameras at its nuclear
facilities.

o Interestingly enough, the U.S. has not responded strongly to the news of
enrichment, while Europe, on the other hand, has been calling for censure.

The U.S. fears that Iran is using Iraq to acquire dollars and evade sanctions. In response,
the Treasury Department is tightening transfers. Unfortunately, this decision is adversely
affecting Iraq’s economy.

Russian tax revenue from oil and gas sales fell 48% in February. Lower prices and
reduced volume led to the drop.

o Uzbekistan is reluctantly turning to Russia for natural gas.

o Russia is exporting oil to the UAE, and it is likely that this oil is being
“laundered” for sale to areas that are observing sanctions on Russia.

As Russia and Iran draw closer, the Gulf Nations and Israel are pressing Moscow not to
sell arms to Tehran. Russia, like China, has been trying to woo all parties in the Middle
East, but it is finding that deep divisions exist. Although both China and Russia have
interests in developing closer relations with Iran, building a coalition will, almost by
necessity, exclude the Gulf States and Israel. As Europe and the U.S. have learned over
the years, managing differences in the region is difficult. At the same time, the U.S. is
expressing greater concern over the growing Iranian/Russian ties.

The Kingdom of Saudi Arabia has sent $5 billion to Turkey to bolster Ankara’s foreign
reserves.
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https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_03_06_2023.pdf
https://www.reuters.com/markets/currencies/indias-oil-deals-with-russia-dent-decades-old-dollar-dominance-2023-03-08/
https://www.reuters.com/markets/currencies/indias-oil-deals-with-russia-dent-decades-old-dollar-dominance-2023-03-08/
https://apnews.com/article/iran-schoolgirl-poisonings-3358124b3e914911461cf693b8aa3188
https://www.nbcnews.com/news/world/iran-poisoning-schoolgirls-deliberate-islamic-republic-rcna72610
https://www.nbcnews.com/news/world/iran-poisoning-schoolgirls-deliberate-islamic-republic-rcna72610
https://www.wsj.com/articles/iran-promises-to-increase-cooperation-with-iaea-over-nuclear-work-f82cbe49?st=3m2i99nhyie61su&reflink=desktopwebshare_permalink
https://www.bloomberg.com/news/articles/2023-03-04/iran-resolves-questions-about-suspected-highly-enriched-uranium?utm_source=ActiveCampaign&utm_medium=email&utm_content=Congress+Wades+Into+D+C++Crime+Policy&utm_campaign=Congress+Wades+Into+D+C++Crime+Policy#xj4y7vzkg
https://www.ft.com/content/dd30117b-1fb8-43d1-b6ee-3ad180d44edc?accessToken=zwAAAYazejoxkdPdMBF7H7hD0dO27jrRgNRO3A.MEUCIQDMvtSe6QLwpO_PqWJuSLzprTC0fPWizTgZ9cCtXnbJWQIgVw4epQKWNNdvErG3X1U0eGMPQmv_rXdXDMtNHalOqcY&sharetype=gift&token=125bf43b-730b-45e9-be6d-c75588f4a9fc&utm_source=GZERO+Daily&utm_campaign=05dea1b094-EMAIL_CAMPAIGN_2023_03_06_11_45&utm_medium=email&utm_term=0_e605619869-05dea1b094-%5BLIST_EMAIL_ID%5D
https://www.wsj.com/articles/u-s-europe-split-on-response-to-irans-near-weapons-grade-nuclear-enrichment-930a7a08?st=3qm0yh2ge3sycbm&reflink=desktopwebshare_permalink
https://www.nytimes.com/2023/03/03/world/middleeast/iraq-currency-sanctions-economy.html?smid=url-share
https://www.nytimes.com/2023/03/03/world/middleeast/iraq-currency-sanctions-economy.html?smid=url-share
https://oilprice.com/Latest-Energy-News/World-News/Russias-Oil-Revenues-Plunged-By-48-In-February.html
https://oilprice.com/Latest-Energy-News/World-News/Russian-Fuel-Exports-Dropped-By-20-In-February.html
https://oilprice.com/Energy/Natural-Gas/Chronic-Shortages-Push-Uzbekistan-Towards-Russian-Natural-Gas.html
https://www.reuters.com/business/energy/russian-crude-oil-heads-uae-sanctions-divert-flows-2023-03-06/
https://www.semafor.com/article/03/03/2023/gulf-states-and-israel-are-secretly-lobbying-russia-not-to-arm-iran
https://www.semafor.com/article/03/03/2023/gulf-states-and-israel-are-secretly-lobbying-russia-not-to-arm-iran
https://www.ft.com/content/287e9199-896f-43e4-9437-25f75c833c25?emailId=e4d4c672-6a79-4452-9cc7-40cd5a3a4365&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.ft.com/content/287e9199-896f-43e4-9437-25f75c833c25?emailId=e4d4c672-6a79-4452-9cc7-40cd5a3a4365&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.reuters.com/world/middle-east/saudi-arabia-deposits-5-bln-turkeys-central-bank-statement-2023-03-06/

Alternative Energy/Policy News:

The IEA released its CO2 emissions report for 2022. Although emissions reached a new
record high, the pace of emissions growth is actually declining.

o Carbon capture projects are continuing to develop, but the pipelines that carry
CO2 to storage are unregulated at this point.

Agroforestry is the practice of planting trees around farm fields. The idea is that the trees
will help prevent soil erosion and can provide shelter for livestock. Government funding
for increasing agroforestry is being considered.

The anti-ESG movement has begun to target insurance companies that may be denying
coverage due to climate change concerns. The industry is pushing back, but it may be
impossible for the government to force firms to cover areas adversely affected by climate
issues.

In the early days of the auto industry, firms often attempted to vertically integrate
operations. As the industry matured, it decentralized, which led to multiple firms
supplying all sorts of inputs. Due to insecurity of supply, EV makers are attempting to
follow the early founders of car manufacturers by vertically integrating.

Volkswagen (VWAGY, $18.99) will build a battery plant in North America to take
advantage of the subsidies offered by the Inflation Reduction Act. This news will likely
trouble EU policymakers, who have been critical of the “buy American” elements of the
act.

One of the problems with the transition to clean enerqgy is that China dominates the
production of the needed components. As the world devolves into blocs, the U.S.-led
bloc may, in the short run, either continue to use fossil fuels or import clean energy
components from China.

China is reportedly building “breeder” nuclear reactors. Although such reactors can be
used to generate power, they also create plutonium which can be used for nuclear
weapons.

Geothermal power is attracting attention from industry and government.

Environmentalist groups have been trying to curb oil and gas production by restricting
pipeline expansion. Data from the DOE suggests that they were remarkably successful.
Meanwhile, oil companies are preparing the groundwork needed to acquire subsidies for
investments in carbon capture.

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://iea.blob.core.windows.net/assets/3c8fa115-35c4-4474-b237-1b00424c8844/CO2Emissionsin2022.pdf
https://www.eenews.net/articles/midwest-co2-pipeline-rush-creates-regulatory-chaos/
https://www.axios.com/2023/03/02/agroforestry-funding-interest-climate?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/03/02/agroforestry-funding-interest-climate?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.cga.ct.gov/2023/INSdata/Tmy/2023SB-01115-R000302-Baldwin,%20Kristina,%20VP%20Government%20Affairs-ACPIA-Opposes-TMY.PDF
https://www.reuters.com/markets/commodities/automakers-rush-where-miners-fear-tread-2023-03-03/
https://www.ft.com/content/6ac390f5-df35-4e39-a572-2c01a12f666a?emailId=5f5398a1-60b3-4435-a7c8-750bdc6b14a7&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
https://www.economist.com/science-and-technology/2023/03/01/firms-search-for-greener-supplies-of-graphite-for-ev-batteries
https://www.ft.com/content/7194c535-96dc-43b3-b79e-3702163bba01
https://www.ft.com/content/7194c535-96dc-43b3-b79e-3702163bba01
https://www.foxnews.com/politics/democrats-republicans-aim-block-biden-admins-action-protecting-chinese-solar-companies
https://www.foxnews.com/politics/democrats-republicans-aim-block-biden-admins-action-protecting-chinese-solar-companies
https://www.popularmechanics.com/science/energy/a36517874/china-mysterious-nuclear-reactors/
https://www.axios.com/newsletters/axios-generate-468ef696-1aa9-4c20-a0ee-e6418480a3bc.html?chunk=0&utm_term=emshare#story0
https://www.eia.gov/todayinenergy/detail.php?id=55699
https://www.ft.com/content/28b3a8d9-9c5f-4578-a6c6-7b848b3fe700?emailId=e4d4c672-6a79-4452-9cc7-40cd5a3a4365&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b

