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Weekly Energy Update

By Bill O ’Grady, Thomas Wash, and
Patrick Fearon-Hernandez, CFA

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.

May 4, 2023

Recession fears are gripping the oil market, sending prices toward lows last seen in March.
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Commercial crude oil inventories fell 1.3 mb compared to the forecast draw of 1.5 mb. The SPR
fell 2.0 mb, putting the total draw at 3.3 mb.
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In the details, U.S. crude oil production rose 0.1 mbpd to 12.3 mbpd. Exports fell 0.1 mbpd,
while imports were unchanged. Refining activity fell 0.6% to 90.7% 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 below seasonal norms.
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OIL PRICES AND THE EURO
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $58.88. Although OPECH+ is trying to stabilize the market, recession worries are clearly

pressuring crude oil prices.
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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 2002. Using total stocks since
2015, fair value is $95.17.

Market News:

OPECH+ is warning the IEA that it should be careful about discouraging oil investments as
doing so could lead to higher prices and shortages. We are still seeing considerable
pressure being put on banks to avoid oil and gas funding.

China lost its crude oil self-sufficiency in the mid-1990s. Since then, it has become an
increasingly important oil importer. As we noted in a recent Bi-Weekly Geopolitical
Report, China has been deeply worried about energy security for some time. It has taken
numerous steps to address this issue, including building alternative pipelines that avoid
the Straits of Malacca, a key chokepoint in Asia, and increasing supplies from Russia and
Central Asia. China is also increasing domestic production. Although it seems likely
that China will again become self-sufficient, it is clearly taking aggressive steps to reduce
supply risk.

In the wake of the recent approval of the Willow oil project in Alaska, the Biden
administration is revisiting a major LNG project also located in Alaska. The drive for
energy security conflicts with the president’s coalition that wants to curtail fossil fuel use
and production. Most presidents, at some point, are forced to disappoint elements of their
coalition. This decision will help with the energy shortfall but could weaken his re-
election chances.

For years, Irag has wasted associated natural gas from its oil production. The Halfaya oil
field is about to begin processing this gas for use in firing the Iraqgi electrical grid (and
consequently import less electricity from Iran), and perhaps at some point, it can export
the natural gas to other parts of the region. French and Chinese oil firms are involved in

the project.

As part of China’s stimulus to recover from COVID-19 lockdowns, it may boost its coal
consumption.
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https://www.reuters.com/business/energy/opec-sec-gen-iea-should-be-very-careful-about-undermining-key-oil-investments-2023-04-27/
https://oilprice.com/Energy/Energy-General/US-Banks-Face-Pressure-To-Cut-Fossil-Fuel-Funding.html
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_03_06_2023.pdf
https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_03_06_2023.pdf
https://www.wsj.com/articles/chinas-oil-strategy-mixes-diplomacy-and-a-domestic-drilling-push-89a1cedf?st=bluev1ewvbjydhc&reflink=desktopwebshare_permalink
https://www.politico.com/news/2023/05/01/alaska-fossil-fuels-biden-00093092?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.axios.com/newsletters/axios-generate-07fa4840-1060-4641-bc88-abecff3548e4.html?chunk=3&utm_term=emshare#story3
https://www.axios.com/newsletters/axios-generate-07fa4840-1060-4641-bc88-abecff3548e4.html?chunk=3&utm_term=emshare#story3
https://oilprice.com/Energy/Natural-Gas/Iraqs-Giant-Halfaya-Gas-Project-May-Be-Finished-Ahead-Of-Time.html
https://oilprice.com/Energy/Natural-Gas/Iraqs-Giant-Halfaya-Gas-Project-May-Be-Finished-Ahead-Of-Time.html
https://www.reuters.com/markets/commodities/chinas-manufacturing-wobble-may-drive-coal-use-even-higher-2023-05-02/
https://www.reuters.com/markets/commodities/chinas-manufacturing-wobble-may-drive-coal-use-even-higher-2023-05-02/

The Biden administration is granting a waiver that will allow refiners to continue to blend
ethanol at 15% even though it will violate clean air regulations. Because the evaporation
of ethanol speeds up in warm weather, the EPA usually lowers the allowable amount of
ethanol to be blended with gasoline in the summer. Keeping the winter standard in place
could please the farm belt.

o Although the U.S. hasn’t built a greenfield oil refiner since 1977, the industry has
increased capacity through expansions of existing facilities. Exxon (XOM,
$108.52) announced that a 250 kbpd expansion of its Beaumont, TX, facility has
become operational.

Geopolitical News:

China may be building military installations, or at least intelligence-gathering platforms,
in the UAE. The emirate is home to the Al Dhafra Air Base which is used by the USAF.

In the debate over the “petrodollar v. petroyuan,” the reserve asset is a key issue. There
IS an argument that the petroyuan can’t work because China won’t create a reserve asset.
If an oil exporter accepts CNY, what will they do with it if they can’t buy Chinese
financial assets? One solution is to use the funds for investment. We note that China is
building a steel factory in the Kingdom of Saudi Arabia (KSA). The KSA has indicated
that it will accept CNY for payment, so using the currency to fund Chinese investment in
the country is one solution.

o We also note that TotalEnergies (TTEF.PA, EUR, 54.57) and Sinopec (SNPMF,
$0.65) have both bid on a KSA natural gas project.

Iran seized two oil tankers this week that held crude oil destined for the U.S. One of the
tankers is leased by a Chinese shipper but sailed under the flag of the Marshall Islands,
and the second carried a Panamanian flag. These actions may have been in retaliation for
the U.S. redirecting an Iranian vessel bound for China, which was carrying crude oil.

o A senior Iranian cleric was assassinated, and it is unclear who was behind the
killing. Ayatollah Abbas Ali Soleimani was a former envoy to the troubled region
of Baluchistan. The assassination of religious figures is not common in Iran, but
unrest has been elevated recently over hijab rules.

o lIran has not released inflation data for two months, likely because it doesn’t want
to reveal bad news.

o Indian and Iranian officials met this week, and Tehran is encouraging India to use
local currencies in the oil trade to reduce contact with the U.S. dollar system.
India should welcome that development.

Russia considers Armenia and Azerbaijan to be included in its sphere of influence. These
two powers have been in some sort of conflict for decades, however, which complicates
matters for Moscow. In an interesting twist, the U.S. is holding talks between the two
nations to moderate tensions, a move that will be seen by the Kremlin as meddling. We
note that the natural gas supply line from Russia to Armenia has been temporarily
suspended for repairs just as the discussions appear to be getting underway.
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https://www.reuters.com/markets/commodities/us-epa-allow-summer-sales-gasoline-with-higher-blend-ethanol-sources-2023-04-28/
https://www.eia.gov/tools/faqs/faq.php?id=29&t=6#:~:text=However%2C%20the%20newest%20refinery%20with,capacity%20of%20585%2C000%20b%2Fcd.
https://www.eia.gov/todayinenergy/detail.php?id=56360
https://www.washingtonpost.com/national-security/2023/04/26/chinese-military-base-uae/
https://en.wikipedia.org/wiki/Al_Dhafra_Air_Base
https://menafn.com/1106154229/Worlds-Top-Steelmaker-Signs-To-Build-Plant-In-Saudi-Arabia
https://menafn.com/1106154229/Worlds-Top-Steelmaker-Signs-To-Build-Plant-In-Saudi-Arabia
https://www.reuters.com/markets/commodities/aramco-talks-with-sinopec-total-10-bln-gas-deal-bloomberg-news-2023-05-02/
https://www.reuters.com/world/us-navy-says-iran-seized-marshall-islands-flagged-oil-tanker-gulf-oman-2023-04-27/
https://www.wsj.com/articles/iran-seizes-oil-tanker-in-strait-of-hormuz-u-s-navy-says-85f4d7cf?st=kan565sc6121apz&reflink=desktopwebshare_permalink
https://www.wsj.com/articles/iran-seizes-u-s-bound-oil-tanker-d0e7805e?st=42cng5p04xqfhi2&reflink=desktopwebshare_permalink
https://splash247.com/iranians-seize-tanker-belonging-to-chinese-leasing-company/
https://www.ft.com/content/8781270a-bcdb-440f-9cfa-305cdc101cdf
https://www.wsj.com/articles/senior-iranian-cleric-assassinated-amid-unrest-523874b7?st=9k1wll0g7zm6c1c&reflink=desktopwebshare_permalink
https://www.ft.com/content/c86fccb4-f56e-43b7-a596-29c036cb4ec1?utm_source=GZERO+Daily&utm_campaign=83ed3e56d4-EMAIL_CAMPAIGN_2023_05_02_10_45&utm_medium=email&utm_term=0_e605619869-83ed3e56d4-%5BLIST_EMAIL_ID%5D
https://www.al-monitor.com/originals/2023/05/iran-india-meeting-tehran-focuses-de-dollarization-averting-sanctions?utm_medium=email&utm_campaign=daily%205223%20May%202%202023%20356&utm_content=daily%205223%20May%202%202023%20356+CID_ffc0dd9fe3f28d94d1e988a56de969cc&utm_source=campmgr&utm_term=Iran-India%20meeting%20in%20Tehran%20focuses%20on%20de-dollarization%20averting%20sanctions
https://www.al-monitor.com/originals/2023/05/iran-india-meeting-tehran-focuses-de-dollarization-averting-sanctions?utm_medium=email&utm_campaign=daily%205223%20May%202%202023%20356&utm_content=daily%205223%20May%202%202023%20356+CID_ffc0dd9fe3f28d94d1e988a56de969cc&utm_source=campmgr&utm_term=Iran-India%20meeting%20in%20Tehran%20focuses%20on%20de-dollarization%20averting%20sanctions
https://www.interfax.ru/world/898571
https://armenia.gazprom.ru/press/news/2023/05/1525/
https://armenia.gazprom.ru/press/news/2023/05/1525/

In a recent Bi-Weekly Geopolitical Report, we noted that the KSA has indicated what it
would require in order to normalize relations with Israel. Reports suggest the U.S. is
considering its options.

Iranian officials fleeing the violence in Sudan were evacuated by the KSA military.
These officials arrived in Jeddah this week. The news adds to evidence of the thaw
between the KSA and Iran.

The impact of sanctions has mostly been to disrupt oil flows. Although Russia is still
exporting significant levels of oil and natural gas, it is earning less due to the increased
cost of transportation. India, it appears, is a prime beneficiary since it is taking Russian
crude oil and processing it into products to be sold to Europe.

Resource nationalism is becoming increasingly common. Last week, we noted that Chile
has moved to nationalize its lithium industry. We discuss this in further detail in the
Alternative Energy section below.

We continue to monitor updates on the Nord Stream | and 11 attacks. Denmark reports
that Russian vessels that carry small submarines were seen in the area just before the
blast.

Turkmenistan has started exporting natural gas to Pakistan for its eventual sale to
Afghanistan. Turkmenistan wants to build pipelines to South Asia to boost its exports
but is finding it hard to secure routes through Afghanistan.

A German firm’s investment in Siberian natural gas fields may be supporting Russia’s
war effort.

Iran is looking to swap oil for Chinese cars.

Cuba was unable to hold May Day parades due to a lack of fuel.

Alternative Energy/Policy News:

Every so often, we come across something that we didn’t expect. Oliver Stone, the movie
director, has produced a documentary that makes the case that the only way to address
decarbonization is through nuclear power. Although we agree with this position, it’s still
a shock to see someone who generally leans “left” come out so strongly in support of
nuclear power. Here is the movie trailer.

o Chinais expected to have the world’s largest installed nuclear power capacity by
2030. Currently, the U.S. has the world’s largest.

California has unveiled new rules on trucking that will force the industry into zero-
emissions vehicles, but there are numerous loopholes that will give the industry some
leeway. We do note that the state can’t implement the rule without EPA approval,
although it is expected to get it. These new rules are coming at a time when the industry

is struggling.

o Apparently, other states are also looking to eliminate internal combustion engine
(ICE) vehicles.
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https://www.confluenceinvestment.com/wp-content/uploads/weekly_geopolitical_report_05_01_2023.pdf
https://www.israelnationalnews.com/news/370728
https://saudigazette.com.sa/article/632077/SAUDI-ARABIA/Saudi-military-commander-receives-Iranians-including-diplomat-evacuated-from-Sudan
https://oilprice.com/Energy/Crude-Oil/India-Leads-In-Russian-Oil-Laundering-To-Europe.html
https://www.businessinsider.com/russian-navy-ship-nord-stream-pipelines-days-explosions-2023-4
https://tolonews.com/business-183175
https://www.rferl.org/a/russia-germany-gazprom-wintershall-investigation-fueling-military-ukraine/32383490.html
https://www.iranintl.com/en/202304308639
https://www.bbc.com/news/world-latin-america-65442845?utm_source=GZERO+Daily&utm_campaign=162212720d-EMAIL_CAMPAIGN_2023_05_01_10_53&utm_medium=email&utm_term=0_e605619869-162212720d-%5BLIST_EMAIL_ID%5D
https://www.nytimes.com/2023/04/30/world/americas/cuba-workers-parade-canceled.html?smid=url-share
https://www.youtube.com/watch?v=4c5RPk8FlIk
http://www.news.cn/energy/20230427/5a3a890f04d743338e1221150137dfc7/c.html
https://en.wikipedia.org/wiki/Nuclear_power_by_country#:~:text=By%20far%20the%20largest%20nuclear,58%2C858%20MWe%20are%20under%20construction.
https://www.freightwaves.com/news/california-oks-advanced-clean-fleet-rule-heres-a-summary-of-it?j=404108&sfmc_sub=103167506&l=256_HTML&u=5765186&mid=514011755&jb=19008&utm_source=sfmc&utm_medium=email&utm_campaign=FW_Daily_5_1_23&utm_term=California+OKs+Advanced+Clean+Fleet+rule%3b+here%e2%80%99s+a+summary+of+it&utm_id=404108&sfmc_id=103167506&sfdc_id=0035d00006rd7yiAAA
https://apnews.com/article/california-truck-drayage-emissions-climate-change-ab703c7f6274e35d408e020c7a1a823e
https://www.cnbc.com/2023/04/28/california-bans-the-sale-of-new-diesel-trucks-by-2036.html
https://www.cnbc.com/2023/04/28/california-bans-the-sale-of-new-diesel-trucks-by-2036.html
https://www.freightwaves.com/news/trucking-bloodbath-snares-fleets-large-and-small/amp
https://www.freightwaves.com/news/trucking-bloodbath-snares-fleets-large-and-small/amp
https://www.cnet.com/roadshow/news/states-banning-new-gas-powered-cars/

o At the same time, the Supreme Court is looking at cases that may restrict the
power of regulatory bodies. This concept has been a concern of conservatives
who worry that regulators could become overly powerful. Specifically, the court
will hear litigation surrounding the “Chevron (CVX, $158.65) deference,” which
gives regulators leeway when legislation isn’t clear. We expect the court to
impose limits on this deference.

New York is looking to ban natural gas heating and stoves. Germany wants to ban all gas
and oil home heating.

One of the major hurdles to alternative energy is scalability. Vaclav Smil’s work on
energy concentration raises strong objections to alternatives. The history of modern
society is one where energy sources become increasingly concentrated, e.g., coal had
more embedded power than wood, petroleum more than coal, uranium more than
petroleum, etc. Although it is possible to get energy from sun, wind, and biofuels, the
scale required to match current consumption isn’t yet possible. This op-ed discusses the
issue with great clarity.

Pumped storage is making a comeback. This process pumps water uphill to a reservoir
when electricity demand is low (and cheap) and allows it to run downbhill through
turbines when demand is higher (and prices are, too). Although this “battery” is
somewhat limited by geography, there are apparently enough sites to trigger an expansion
of the method.

Chile’s decision to nationalize its lithium industry is roiling the market and sending
shares of Chilean companies lower while lifting shares of those that produce the metal
outside of Chile. Still, Chile is the world’s largest producer, and state interference will
almost certainly lift prices.

o There is growing concern that other mining nations may take similar steps.
Mexico has passed legislation that shortens mining concessions, tightens
regulations on mining waste, and requires that local areas share in the profits. The
Obrador administration has not approved any new concessions since he took
office. Itis unclear if (a) he will approve new projects with this new law, and (b)
if mining firms will be interested in investing.

o Although there will be environmental concerns, Germany is reopening mines to
secure important minerals.

o We note that EU “rewilding laws” are starting to conflict with wind and solar
farms.

Although the Biden administration continues to claim it doesn’t want to “decouple” from
China, and instead wants to “de-risk,” it may be a distinction without a difference.
However, if the U.S. tries to avoid China in the solar energy market, it may find it
difficult to overcome China’s dominance.

o India and China want to avoid “hard targets" for cutting carbon emissions.

EVs are much heavier than ICE cars. The battery is the issue, and the overall vehicle
weight is becoming a problem for traffic safety.
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https://www.nbcnews.com/politics/supreme-court/supreme-court-consider-weakening-power-federal-agencies-fisheries-case-rcna77042
https://www.politico.com/news/2023/05/01/supreme-court-chevron-doctrine-climate-change-00094670?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/05/01/supreme-court-chevron-doctrine-climate-change-00094670?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.law.cornell.edu/wex/chevron_deference
https://www.axios.com/newsletters/axios-generate-07fa4840-1060-4641-bc88-abecff3548e4.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-07fa4840-1060-4641-bc88-abecff3548e4.html?chunk=0&utm_term=emshare#story0
https://www.axios.com/newsletters/axios-generate-e3377844-61f3-4bb1-8fdb-ca930bb615f6.html?chunk=2&utm_term=emshare#story2
https://www.ft.com/content/fbb800a9-5c6e-4781-943b-a6235f4149c9
https://www.ft.com/content/fbb800a9-5c6e-4781-943b-a6235f4149c9
https://www.amazon.com/How-World-Really-Works-Science/dp/0593297067/ref=pd_vtp_h_vft_med_pd_vtp_h_vft_med_sccl_8/142-6676109-5818611?pd_rd_w=xnrRE&content-id=amzn1.sym.a5610dee-0db9-4ad9-a7a9-14285a430f83&pf_rd_p=a5610dee-0db9-4ad9-a7a9-14285a430f83&pf_rd_r=QA7KHAWEX7EFBH4WSMSP&pd_rd_wg=2tGOG&pd_rd_r=0516d6c0-bdab-4270-b1f5-10f595652491&pd_rd_i=0593297067&psc=1
https://www.ft.com/content/ab72c37d-71c8-4b47-8119-ebe9c7d161fe
https://www.nytimes.com/interactive/2023/05/02/climate/hydroelectric-power-energy.html?smid=url-share
https://www.ft.com/content/6cbc4d6f-fc7f-4039-93fc-bf64421984bc
https://www.reuters.com/markets/commodities/chile-uses-an-old-copper-template-new-lithium-plan-2023-04-25/
https://www.reuters.com/markets/commodities/chile-us-miner-albemarle-hold-talks-lithium-nationalization-plan-2023-04-25/
https://oilprice.com/Energy/Energy-General/Wave-Of-Nationalizations-Threatens-Miners-In-Latin-America.html
https://www.reuters.com/world/americas/mexican-senate-expeditiously-approves-set-laws-mining-reform-2023-04-29/
https://www.ft.com/content/9674a847-0c77-420a-a133-3c0eb855326c
https://www.ft.com/content/a68259ce-cc28-4869-8e6b-9cfca7fb0a7c
https://www.wsj.com/articles/china-dominates-u-s-solar-market-as-lawmakers-tussle-over-tariffs-7c2d749d?st=p54lq5rhcun67on&reflink=desktopwebshare_permalink
https://www.reuters.com/world/india-china-propose-multiple-pathways-cutting-use-fossil-fuels-sources-2023-05-02/
https://www.axios.com/2023/04/28/evs-weight-safety-problems?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top

e Ford’s (F, $11.92) earnings this week highlighted the large investment costs needed to
transition to EVs. The electric division reported losses of $722 million.

e Occidental Petroleum (OXY, $61.17) hopes to sell the COz it captures for industrial use.

e Geothermal projects are being developed in Africa.

e Researchers are testing to see if aquifers can be used for long-term energy storage.

e The EPA will allow companies in Louisiana to begin storing CO> in injection wells.
Notwithstanding the scaling issue, having a place for the gas is necessary if carbon
capture has any hope of working.

o Major banks are increasing their support for carbon capture projects.

o There are a number of “clean ammonia” projects underway which will need a
place to store the CO2 generated during the process.

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.axios.com/newsletters/axios-generate-d55e13a6-37d1-44a4-aa07-95ae6058e2f1.html?chunk=1&utm_term=emshare#story1
https://www.bloomberg.com/news/articles/2023-04-28/occidental-sees-more-uses-of-carbon-from-world-s-biggest-plant?leadSource=uverify%20wall
https://african.business/2023/04/energy-resources/geothermal-race-heats-up-africa
https://www.popsci.com/environment/aquifer-thermal-energy-storage/
https://www.axios.com/newsletters/axios-generate-e3377844-61f3-4bb1-8fdb-ca930bb615f6.html?chunk=1&utm_term=emshare#story1
https://www.ft.com/content/7aa77038-62b6-4761-9ce3-1e0647ffb607?emailId=e7dd7f31-c8f3-4245-8879-755a16a22023&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://rbnenergy.com/its-time-part-2-federal-incentives-rising-demand-spur-a-slew-of-us-clean-ammonia-projects

