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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.
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Commercial crude oil inventories rose 5.0 mb compared to the forecast draw of 2.0 mb. The
SPR fell 2.4 mb, putting the total build at 2.6 mb.
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In the details, U.S. crude oil production fell 0.1 mbpd to 12.2 mbpd. Exports rose 1.4 mbpd,

while imports increased 1.3 mbpd. Refining activity rose 1.0% to 92.0% of capacity.
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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 then declined. For the
past two weeks, stock have increased, putting the current level near average.

OIL INVENTORIES AND PRICES
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Fair value, using commercial inventories and the EUR for independent variables, yields a price
of $56.42. Although OPEC+ is trying to stabilize the market, recession worries are clearly

pressuring crude oil prices.

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 $93.20.

Gasoline markets are tight.
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The previous chart shows the number of days the current level of inventory could cover based on
current demand. The latest reading is 24 days, a level we usually see in late October, well after
the summer driving season has ended. As the five-year average shows, we usually have about
six more days of inventory available as we swing toward Memorial Day. Barring a sharp decline
in demand, we are going into the summer with unusually tight gasoline supplies, which may
boost prices.

Market News:

The IEA projects that the oil market will tighten rather dramatically in the second half of
this year. The forecast assumes strong Chinese demand.

Although we continue to harbor doubts this will ever occur, the DOE has issued
parameters to add 3.0 mb to the SPR in August. If prices are above $70 per barrel, we
doubt the order will be executed; in addition, this is a very small amount given the fact
that 231 mb have been drained since the start of 2022.

There is growing evidence that the shale boom is fading. Rig counts have stalled, and
some new rigs are being auctioned off at low prices. The bargain prices on rigs may
simply reflect overbuilding, although rig count growth has clearly slowed.

The DOE is projecting higher natural gas prices this year.

Drilling tapers off in the US shale patch
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Kazakhstan oil exports jumped 24% in March when compared to last year. The sharp
rise reflects the disruptions caused by the war in Ukraine. We also note that Russian oil
exports hit a post-invasion high in April, although the price for Russian oil has declined,
leading to less revenue. To some extent, this was the goal of the U.S. from the outset—to
maintain global supply levels for crude oil (to avoid high prices) but reduce Russia’s
revenue—which it seems to have achieved. Thus, supply has remained elevated, which
has kept prices lower than expected.
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https://www.ft.com/content/525f042c-d35d-4dac-aaed-c5fbf0d6bbd2?emailId=b84ba5ad-2436-4018-a0a8-7033ab3e7df8&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b
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https://markets.businessinsider.com/news/commodities/russia-oil-exports-crude-china-india-war-iea-war-ukraine-2023-5?utm_source=GZERO+Daily&utm_campaign=d18aec612e-EMAIL_CAMPAIGN_2023_05_17_11_04&utm_medium=email&utm_term=0_e605619869-d18aec612e-%5BLIST_EMAIL_ID%5D
https://markets.businessinsider.com/news/commodities/russia-oil-exports-crude-china-india-war-iea-war-ukraine-2023-5?utm_source=GZERO+Daily&utm_campaign=d18aec612e-EMAIL_CAMPAIGN_2023_05_17_11_04&utm_medium=email&utm_term=0_e605619869-d18aec612e-%5BLIST_EMAIL_ID%5D
https://www.washingtonpost.com/business/energy/2023/05/17/russia-iran-venezuela-confound-oil-output-forecasts/e94b937a-f46a-11ed-918d-012572d64930_story.html

An El Nifio event is forming quickly and the NOAA says it will be significant. This will
likely mean a warm winter. So far, 2023 is setting up to be the fourth warmest April on
record over the past 174 years, and heat advisories have been issued for the Pacific
Northwest. This EI Nifio is expected to boost global temperatures past the 1.5 C mark in
the next few years, which has been a target for some environmental actions.

With the EU outlawing the sales of internal combustion engine (ICE) cars by 2035, and
the U.S. taking steps to advance the conversion, there is some concern that gasoline
demand will decline. However, it’s important to remember that ICE vehicles have an
ever-expanding lifespan, with the current average light vehicle lifespan being 12.5 years
and it can be even longer for cars. That means that most ICE vehicles sold today will still
be running into the mid-2030s.

o The EIA projects that EV new car sales will reach a 15% market share by 2030
but could flatten after that. If this prediction is correct, it suggests that oil will be
needed well into this century.

At the same time, we note that French President Macron has called for a time out on EU
environmental regulations. He is worried that European firms won’t be able to compete
against foreign companies less encumbered by environmental rules.

Canadian oil prices often trade at a discount to U.S. prices due to the lack of
transportation. However, as bottlenecks ease, we are seeing spreads narrow.

Argentina is preparing to use natural gas from the Vaca Muerta (“dead cow”) shale fields
to offset imported gas from Bolivia.

Geopolitical News:

Iran’s economic minister is visiting the Kingdom of Saudi Arabia, providing further
evidence of the diplomatic thaw between the two countries.

Iraq and Shell (SHEL, $60.13) are in a joint venture to supply gas to an electric utility
that is mostly owned by an Iranian company.

The EU and G-7 have barred states in both groups from accepting natural gas from
Russian pipelines. The goal is to take away any idea that Russian piped gas could return
at some point, because if that hope was available, it might curtail the investment
necessary to transition away from Russian gas.

Venezuela is issuing export licenses to European oil companies. The two companies,
ENI (ENI, $29.02) and Repsol (REP.MC, EUR, 13.30), already plan to export LNG and
other natural gas liquids. The goal now is to export oil as well. Gradually, Venezuela
has seen the sanctions regime ease.

As we have noted in recent weeks, Russian oil is being processed into products and sold
around the world. The EU is being pressed to stop buying these refined products to
maintain sanctions on Russian oil.

One way the EU is trying to protect their industrial base from environmental rules is with
a carbon tariff. The idea is that if Europe has strict environmental restrictions, then
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https://www.axios.com/2023/05/11/el-nino-potentially-strong-noaa-warns?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.cpc.ncep.noaa.gov/products/analysis_monitoring/enso_advisory/ensodisc.shtml
https://www.axios.com/newsletters/axios-generate-f59a9685-7d56-4195-8bbe-aa0aa7f6bf41.html?chunk=1&utm_term=emshare#story1
https://www.ncei.noaa.gov/access/monitoring/monthly-report/global/202304/supplemental/page-1
https://www.axios.com/2023/05/16/pacific-northwest-heat-canada-wildfires-climate?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.nytimes.com/2023/05/13/us/heat-wave-pacific-northwest-canada.html?smid=url-share
https://www.nytimes.com/2023/05/13/us/heat-wave-pacific-northwest-canada.html?smid=url-share
https://public.wmo.int/en/media/press-release/global-temperatures-set-reach-new-records-next-five-years?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/2023/05/15/ev-electric-vehicles-gas-trucks-suvs-cars-aging?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axioswhatsnext&stream=science
https://www.eia.gov/todayinenergy/detail.php?id=56480
https://www.lemonde.fr/en/politics/article/2023/05/12/macron-calls-for-pause-of-european-environmental-regulation-confusion-ensues_6026448_5.html
https://rbnenergy.com/synchronicity-part-2-canadian-heavy-oil-prices-increasingly-linked-to-global-oil-market-developments
https://www.reuters.com/business/energy/argentina-seeking-new-vaca-muerta-pipeline-work-move-local-gas-supply-2023-05-12/
https://ifpnews.com/iranian-minister-economy-saudi-arabia-official-visit/amp/
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https://www.ft.com/content/3568257b-9ab9-43b0-be96-04828b375fa2
https://www.bloomberg.com/news/articles/2023-05-13/venezuela-to-issue-eni-repsol-lng-export-license-minister-says#xj4y7vzkg
https://www.ft.com/content/ebb851db-6ff6-4334-a47f-dd176b2adf2f?emailId=b84ba5ad-2436-4018-a0a8-7033ab3e7df8&segmentId=13b7e341-ed02-2b53-e8c0-d9cb59be8b3b

foreign nations that don’t deploy similar policies will undercut EU prices. Foreign
nations often view such measures as protectionist; we note India is taking its case to the
WTO with regard to these carbon tariffs.

Alternative Energy/Policy News:

The Biden administration has proposed sweeping new rules on electric utilities designed
to reduce carbon emissions. As we noted last week, the Supreme Court may limit the
ability of agencies to make such shifts, but regardless, the White House is moving ahead
despite the risks. We do note that the rules may support carbon capture, which is
controversial among environmentalists. Most carbon capture activity is occurring in the
natural gas processing industry. The Biden administration is boosting funding for various
carbon storage projects. Politically, these projects make sense as they allow for the
continued use of fossil fuels but mitigate the carbon impact. Of course, most of these
carbon storage methods are untested, but if they work, they will offer a “middle of the
road” approach to deal with carbon emissions.

o The White House is also trying to ease permitting requlations, which has support
from both fossil fuel proponents and environmentalists. However, streamlining
permitting will remove one of the key tools used by environmentalists to thwart
the expansion of pipelines. In the debt-ceiling talks, the GOP is trying to
streamline oil and gas permitting while thwarting the expansion of power lines,
which would be needed to make wind and solar more efficient. We suspect this
stance is for bargaining purposes.

o Evenin oil country, there is concern about carbon capture, since safely storing
tons of CO2 underground is a new industry.

o Recent climate laws have around $11 billion in funding for rural low and zero
emissions power projects. This money is designed to help co-ops deploy
renewables, capture carbon, and execute other projects.

One of the conundrums that we have been watching is that the conversion from fossil
fuels will require lots of mining, some of which is environmentally disruptive. As
environmental groups oppose mining projects, they are creating supply issues on critical
metals needed for renewable energy technologies.

Distributed power will raise costs for consumers who remain with traditional electric
utilities. It may be necessary to tax those who install solar panels on their homes and
businesses for equity reasons, but doing so will reduce the impact of distributed power.

As the Biden administration unveils its rules for solar power subsidies and credits, the
domestic solar panel industry is disappointed in the level of Chinese content that is still
allowed for subsidies and credits. A number of companies in this area saw stock gains on
the news. Still, there is fear that the rules will allow China to dominate solar power.

o Onthe EV side, Lithium Americas (LAC, $21.80) is splitting from China’s
Ganfeng Lithium Group to develop a project in Nevada. The affiliation with
China was becoming an issue.
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https://www.reuters.com/world/india/india-plans-challenge-eu-carbon-tax-wto-sources-2023-05-16/
https://www.reuters.com/world/india/india-plans-challenge-eu-carbon-tax-wto-sources-2023-05-16/
https://www.epa.gov/stationary-sources-air-pollution/greenhouse-gas-standards-and-guidelines-fossil-fuel-fired-power?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
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https://www.politico.com/news/2023/05/11/biden-rule-tells-power-plants-cut-climate-pollution-00095827?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/05/11/carbon-capture-epa-power-plant-rule-00096326?nname=playbook-pm&nid=0000015a-dd3e-d536-a37b-dd7fd8af0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=964328
https://www.axios.com/newsletters/axios-generate-f59a9685-7d56-4195-8bbe-aa0aa7f6bf41.html?chunk=2&utm_term=emshare#story2
https://www.axios.com/newsletters/axios-generate-eb3d5836-1d02-4933-87bd-a864d2f13c16.html?chunk=0&utm_term=emshare#story0
https://www.whitehouse.gov/briefing-room/statements-releases/2023/05/10/fact-sheet-biden-harris-administration-outlines-priorities-for-building-americas-energy-infrastructure-faster-safer-and-cleaner/?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.axios.com/newsletters/axios-generate-7da490e0-7e2b-4dce-8547-eba50d229f0b.html?chunk=3&utm_term=emshare#story3
https://www.politico.com/news/2023/05/16/republicans-energy-permits-debt-talks-00097161?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/05/16/republicans-energy-permits-debt-talks-00097161?nname=playbook&nid=0000014f-1646-d88f-a1cf-5f46b7bd0000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=630318
https://www.politico.com/news/2023/05/16/carbon-capture-emissions-democrats-00087720?nname=the-long-game&nid=00000171-5b34-d92d-a5ff-db3ee8890000&nrid=0000014e-f0fe-dd93-ad7f-f8ff7e250002&nlid=2672637
https://www.reuters.com/world/us/biden-administration-announces-11-billion-rural-clean-energy-projects-2023-05-16/
https://www.rd.usda.gov/programs-services/electric-programs/empowering-rural-america-new-era-program?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.rd.usda.gov/programs-services/electric-programs/empowering-rural-america-new-era-program?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.rd.usda.gov/programs-services/electric-programs/powering-affordable-clean-energy-pace-program?utm_source=newsletter&utm_medium=email&utm_campaign=newsletter_axiosgenerate&stream=top
https://www.reuters.com/markets/commodities/world-needs-battery-metals-miners-foiled-by-prices-activists-russell-2023-05-11/
https://tokyouniversityofscience.medium.com/assessing-the-impact-of-going-off-grid-on-transmission-charge-and-energy-market-outcomes-ffc48be9efdd
https://www.irs.gov/pub/irs-drop/n-23-38.pdf
https://static1.squarespace.com/static/620460b5a16553242f92f19f/t/645e547f29d4c046785cd9c6/1683903615279/SEMA+Statement+on+Domestic+Content_20230512.pdf
https://www.ft.com/content/14fdf69a-48ca-4765-87c1-6426598af4bb
https://www.thestreet.com/technology/why-solar-stocks-skyrocketed-friday
https://www.thestreet.com/technology/why-solar-stocks-skyrocketed-friday
https://www.ft.com/content/14fdf69a-48ca-4765-87c1-6426598af4bb?emailId=5b0a87a4-08d9-4b69-8911-eacabd8631c3&segmentId=7e94968a-a618-c46d-4d8b-6e2655e68320
https://www.nytimes.com/2023/05/12/us/politics/solar-tax-credits.html?smid=url-share
https://sc.mp/afgz?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3220438
https://sc.mp/afgz?utm_source=copy_link&utm_medium=share_widget&utm_campaign=3220438

o The president has vetoed a resolution that would have prevented the Commerce
Department from suspending tariffs on Chinese solar panels. The panel
manufacturing industry wanted the tariffs to remain in place, while the installers
wanted access to cheap Chinese solar panels.

e Aswe have noted in recent weeks, there is interest in using less costly materials in EV
batteries. One being considered is a lithium-iron-phosphate battery, which uses less
nickel compared to other battery formulations. This battery tends to lose power in cold
temperatures, but new developments suggest this downside could be limited.

e The Inflation Reduction Act upset the Europeans as it created subsidies to build out the
EV infrastructure. European firms in this industry, including automakers, are considering
investments in the U.S. to take advantage of these incentives. European nations are
trying to figure out if and how they can match the support of the U.S. act. Recently,
Germany offered Northvolt, a private Swedish battery maker, subsidies to build a battery
factory in Germany. The EU has been trying to craft a broad European response, but
individual nations have started to move independently.

e EV salesin Asia are rising rapidly. China is positioned to dominate the global EV
market.

o China is the majority supplier of key EV components. This dominance includes
both raw materials and processing. Through industrial policy, China has steered
its economy toward creating the industrial structure needed for this transition.

o Other automakers are giving up on the Chinese market due to the growing
prowess of Chinese firms. And it’s not just foreign firms. Chinese firms, as well,
are locked in stiff competition with each other. The competition is leading to
rapidly falling prices.

o For the rest of the world, there is a growing possibility that nations will either (a)
import Chinese EVs at low cost to expand EV usage, or (b) exclude Chinese EVs
to protect domestic industry. The consequence to the first choice is low inflation
(imagine $15k new cars) and expanded EV adoption at the cost of harming
domestic industry. The second choice supports domestic industry and jobs but
slows the adoption of EVs and likely triggers higher inflation.

o Increasingly, automakers are being forced to buy mines to secure key metals for
batteries. This vertical integration is similar to the early days of ICE vehicles.

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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