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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub gas prices fell through March however, supply remains strong, as the low
price induced reduction in drilling activity has not yet produced a fall in natural gas production
and the end of the winter heating season has delivered the usual reduction in gas demand
with comfortable temperatures prevalent across most of the US. The prompt contract fell
from $2.75/mmbtu at close on 28 February to $2.22/mmbtu at close on 31 March. Calendar
2023 was also down, moving from $3.267/mmbtu to $2.827/mmbtu over the same period.

Oil prices fell modestly. The prompt opened march at $77.05/bbl and closed the month at
$75.67/bbl. Calendar 2023 also declined, starting the month at $75.96/bbl and closed at
$74.51/bbl.

The failures of Silicon Valley Bank (SVB) and Signature Bank during March gave rise to
concerns that financial system stress will drag down GDP. Global GDP and energy demand
are closely correlated (LHS Figure 1), although this correlation is less relevant to natural gas
demand which is heavily influenced by US weather. Slowdown in GDP quickly translates into
falling prices for oil and other thermal fuels (RHS Figure 1).

M
arch 2023

Figure 1: Global GDP and Energy Demand (Source: Bloomberg, via BofA)
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Chinese energy demand grew strongly in 2022 with a substantial increase in thermal electricity generation (LHS Figure 2). Most of the
fuel to supply this thermal demand was imported. China paid international fuel suppliers a record $467b in 2022, $55b above
America’s peak net imports in 2008 before the shale revolution transformed US domestic energy supply (RHS Figure 2).

Figure 2: Chinese Thermal Power Generation and US and China Energy Trade Balances 
(Source: various, via BofA)

Enterprise Products, a US public midstream energy company, produced some thought-provoking material for their annual investor day.
Enterprise has the view that the physics and economic reality of energy supply means that the world is not embarked upon an “Energy
Transition” so much as an “Energy Addition”. Figure 3 illustrates the core of their position; with current projections that global
population is on target to reach 10 billion, reality is indeed stubborn.

Figure 3: Historic Energy Demand by Source vs Population Growth (Source: Our World in 
Data, via Enterprise Products)
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Vaclav Smil, distinguished professor emeritus at the University of Manitoba and author of over 40 books on topics including energy,
environmental and population change, food production and nutrition and technical innovation, in his recent book, “How the World
Really Works”, identifies 4 pillars of Modern Civilisation: Ammonia (for fertilisers without which we could not feed the global population
of 8 billion), steel and cement (without which we could not build the physical infrastructure of modern society), and plastics and
petrochemicals (ubiquitous in just about everything we use every day). All depend on crude oil, natural gas, and natural gas liquids
(Figure 4).

Figure 4: The 4 Pillars of Modern Civilisation (Source: Vaclav Smil, via Enterprise Products)

The Electric Reliability Council of Texas (ERCOT, the manager of Texas power supply), has released a study of power supply in Texas
during winter storm Elliott on 22 and 23 December 2022 (Figure 5). At 12pm on 22 December wind generation provided 20 GWh of
power generation and natural gas 22.9 GWh. As the weather front pushed through the state, by 10pm on 23 December total ERCOT
power demand increased by 22% from 12pm on 22nd. Wind generation fell to 2.7 GWh (and, being night, solar to zero) and natural
gas generation more than doubled to 48.4 GWh, to fill the void.

Figure 5: ERCOT Case Study (Source: ERCOT, via Enterprise Products)
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The latest Baker Hughes rig count data follows. In March US total land rigs fell by 5 from 732 to 727. Oil rigs fell by 4 from 592 to 588
while gas rigs (surprisingly) rose by 3 from 154 to 157. Fall in miscellaneous and inland waters rigs made up the difference. Gas rig
count declines should start to show in coming months.
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Figure 6: Near Month Henry Hub Futures (Source: EIA)

Prompt Henry Hub gas futures look to have found a floor at ~$2/mmbtu (Figure 6). Below this level higher cost operators in
Marcellus and Utica and Haynesville are likely to start shutting in production.

Gas Market

The impact of a relatively warm winter in the eastern half of the US and the loss of 2bcf/d of LNG exports with the shutdown of the
Freeport LNG terminal, can be seen in cumulative net withdrawals from South-Central storage during the winter heating season by
week from 2011/12 through to 2022/23 (Figure 7). With just over 1,550 bcf of underground storage capacity, the South-Central
storage region (Figure 8) is the largest in the US. And because high deliverability salt caverns make up nearly 30% of working
storage capacity in the region, storage flows are more responsive to changes in temperature than other storage regions.

Figure 7: South-Central cumulative net winter withdrawals (Source: EIA)
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Figure 8: US Natural Gas Storage Regions (Source: EIA)

Enterprise Products believes that it is likely that US LNG export capacity will reach 23.9bcf/d by 2026 with potential for an additional
10.3bcf/d of capacity to be added before the end of the decade (Figure 9).

Figure 9: US LNG Export Capacity (Source: Enterprise Products)
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Figure 10: Change in Working Gas in Storage (Source: EIA)

Working gas in storage as of 24 March totalled 1,853 bcf, a decrease of 261 bcf since last month’s report. Stocks were 442 bcf higher 
than last year at this time and 321 bcf above the 5-year average (Figure 10).



© 2023 Longreach Alternatives. All rights reserved. ABN 25 082 852 364 AFSL 246747
Longreach Energy Holdings LLC Delaware registered #565928

M
onthly R

eport

Longreach Energy 
Holdings LLC

8

Over the course of March oil prices fell (Figure 11) on banking stress, recession fears and exodus of investor flows. The most recent
falls were substantially reversed after OPEC+ announced a surprise 1mmbbld production cut on 2 April.

Oil Market

Figure 11: Oil Prices (Source: Bloomberg, via GS)

Before the OPEC+ cut was announced Goldman expected a return to global oil supply deficits by June (Figure 12). Goldman research
noted on 18 March:

Focusing on US shale, which remains the key marginal supplier, we find it remarkable that long-dated prices are now below pre-war
levels, and similar to levels in mid-2018. Our estimated marginal cost of US shale projects is now significantly higher than five years
ago. In fact, input costs are c.30% above 2018 levels, geological trends are unfavourable, and the estimated cost of capital has risen
by around 5 per centage points. With US shale rig counts already declining at c.$85/bbl Brent, it is unclear how current long-dated
prices are sustainable in a market that still needs shale to grow, given the lack of long-cycle investment since 2014 and rising global oil
demand.

Figure 12:  Oil Imbalance: Supply - Demand (Source: various, via GS)
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Figure 13:  US Strategic Petroleum Reserves and Oil Production (Source: various, via BofA)

Structural support for WTI relative to Brent will be provided from the inclusion by S&P Global Platts of the US WTI Midland Crude
contract in the Brent oil benchmark from June. This change has been made because the volume of current North Sea crude products is
in long-term structural decline.

Additional price support will, at some point, be provided by the necessity for the US to refill its Strategic Petroleum Reserves, currently
at their lowest in 40 years with further withdrawals ongoing (LHS Figure 13). Growth in US oil production is stagnating due to reduced
investment and declines in average new well production (RHS Figure 13).

Oil demand growth in 2023 is likely to come from non-OECD countries, primarily China supported by Other Asia and the Middle East
(Figure 14).

Figure 14:  Non-OECD Oil Demand (Source: Bloomberg, via BofA)
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Gas and Oil Prices 3 April 2023
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Gas and Oil Prices 1 March 2023
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Important Disclaimer.
This report has been issued by Longreach Alternatives Ltd ABN 250 828 52364 AFSL 246 747 (“Longreach”). Data is at 31 March 2023 unless
stated otherwise. This document is not an offer of securities or financial products, nor is it financial product advice.

As this document has been prepared without taking account of any individual investor’s particular objectives, financial situation or needs, you should
consider its appropriateness having regard to your objectives, financial situation and needs before taking any action.

This document has been prepared without taking into account of your objectives, financial situation and needs; you should consider its
appropriateness having regard to your objectives, financial situation and needs.

The information stated, opinions expressed and estimates given constitute best judgement at the time of publication and are subject to change
without notice. Consequently, although this document is provided in good faith, it is not intended to create any legal liability on the part of Longreach
or any other entity and does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. All dollars
are US dollars unless otherwise specified.

This document describes some current internal investment guidelines and processes. These are constantly under review and may change over time.
Consequently, although this document is provided in good faith, it is not intended to create any legal liability part of Longreach or any other entity and
does not vary the terms of a relevant disclosure statement. Past performance is not an indicator of future results. In cases where information
contained in this document derives from third parties, Longreach accepts no liability for the accuracy, completeness or appropriateness of such
information.
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