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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub gas prices rose a little in April, the prompt increasing from $2.22/mmbtu at
close on 31 March to $2.41/mmbtu at close on 28 April. Calendar 2023 was flat, ending the
month where it started at $2.827/mmbtu.

Oil prices increased modestly. The prompt opened April at $75.67/bbl and closed the month
at $76.78/bbl. Calendar 2023 also rose, starting the month at $74.51/bbl and closed at
$75.29/bbl.

Despite recent higher prices, capital expenditure across traditional energy and mining
sectors has, in real terms, fallen markedly in the last few years (Figure 1).

April 2023

Figure 1: Oil & Gas and Metals and Mining real Capex in 2022 USD (Source: Baker Hughes, GS)
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This fall in investment will inevitably reduce available supply over coming years. For oil and gas, the reduction in global exploration
spending has contributed to a fall in discoveries. In 2022 oil and gas discoveries were down ~90% from their peak in 2006 (Figure 2).

Figure 2: Oil and Gas Discovered Resources (Source: Rystad, via RaymondJames)

The US domestic E&P industry has reduced reinvestment (capital spending as percentage of free cash-flow) from an average of 120%
pre-Covid to an average of 38% since 2021 (Figure 3).

Figure 3: US E&P Reinvestment Rate (Source: RaymondJames)

While traditional energy investment is down, energy transition spending has soared (Figure 4).

Figure 4: Global Renewables Investment (Source: Bloomberg, via RaymondJames)
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In volume terms hydrocarbon demand increased by 45% between 2000 and 2021 (Figure 6).

Figure 6: Global Energy Supply by Source (Source: BP, via RaymondJames)

Despite this investment, energy composition has remained relatively flat over the last 10 years (Figure 5).

Figure 5: Global Energy Supply by Source (Source: BP, via RaymondJames)

The global growth in electric vehicle (EV) sales is strong (Figure 7) though even if EVs reach 40% of new vehicle sales by 2030,
internal combustion engines will still power 90% of the cars on the road.

Figure 7: Global Energy Supply by Source (Source: BP, via RaymondJames)
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It is widely expected that the growth in EV numbers will destroy oil demand and send demand for oil into steep decline. The experience
in Norway suggests that oil demand may endure at higher levels than are anticipated (Figure 8). In Norway in 2021 EV’s were 85% of
new car sales and yet Norwegian oil consumption has remained broadly unchanged, indeed if anything increased, since 2010.

Figure 8: Norwegian EV Sales and Oil Consumption (Source: EIA, Bloomberg, via 
RaymondJames)

The latest Baker Hughes rig count data follows. In April US total land rigs rose by 6 from 727 to 733. Oil rigs rose by 3 from 588 to 591
while gas rigs (again surprisingly) rose by 4 from 157 to 161. Falls in miscellaneous and inland waters rigs made up the difference.
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Figure 9: Near Month Henry Hub Futures (Source: EIA)

The recent prompt Henry Hub gas futures floor at ~$2/mmbtu held through April (Figure 9).

Gas Market

The increase in gas storage volumes in recent months has been well documented. Storage over the winter months closely tracks
heating degree days (a measure of cold weather’s impact on heating demand, LHS Figure 10). The importance of the South-Central
storage region was discussed last week. The large storage surplus in this region will continue to depress Henry Hub gas prices in
the near term (RHS Figure 10).

Figure 10: Heating Degree Days and US Storage and South-Central Salt Cavern Storage 
(Source: Various, via GS)
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Figure 11: Natural Gas Supply and Demand Factors (Source: GS)

Despite the collapse in gas prices the rig count in the Haynesville, one of the major gas producing basins with very high initial
production from new wells, has currently only dropped modestly (LHS Figure 12). Goldman projects total production growth of
2.5bcf/d over the course of 2023 (RHS Figure 12).

Figure 12: Haynesville Rig Count and Forecast 2023 US Production Growth (Source: various, via GS)

The market is now concerned that sustained levels of strong production, together with weaker summer demand, may see total US
gas storage volumes reach the 4.3tcf capacity before winter demand starts to reduce, which would cause some production to be
shut-in irrespective of prices. Goldman however believes that this scenario is highly unlikely. Lower gas prices support power demand
for gas as producers swap coal for gas (LHS Figure 11). This increase in power burns together with higher LNG feedgas demand (up
2bcf/d from July thanks to the return of Freeport to full operations), are likely to see lower summer storage injections than last year
(RHS Figure 11).
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Figure 13: Global Gas Prices (Source: Bloomberg, via BofA)

Global gas prices have all fallen to levels well below those seen in 2022 however Henry Hub remains, by some margin, the lowest 
marker and the US LNG export arbitrage remains highly profitable (Figure 13).

Figure 14: Global LNG Supply (Source: various, via BofA)

Global LNG supply growth in 2023 and 2024 is set to remain low relative to the past decade (LHS Figure 16). The US is the main 
contributor to this growth (RHS Figure 14).
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Figure 15: Global LNG Demand (Source: BofA)

Meanwhile global LNG import (regas) capacity is set to increase rapidly in the next few years (LHS Figure 15). Europe, China, and 
other non-OECD Asian countries will likely see higher LNG import volumes in 2023 (RHS Figure 15).

Figure 16: US Natural Gas Production and LNG Exports (Source: EIA)

The US Energy Information Administration (EIA) expects US natural gas production to increase 15% and LNG exports to increase 
152% between 2022 and 2050 (Figure 16). There are several decades of attractive production opportunities ahead.
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Figure 17: US Working Gas in Underground Storage (Source: EIA)

According to EIA estimates working gas in storage was 2,009 bcf as of Friday 21 April 2023 (Figure 17). Stocks were 525bcf higher 
than last year at this time and 365bcf above the five-year average of 1,644bcf. 
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While OECD oil demand is expected to decline through 2023, demand growth in China and other Emerging Market economies are
forecast by the International Energy Agency (IEA) to increase global oil demand by over 2mmbbld by the end of the year (Figure 18).

Oil Market

Figure 18: Changes in Oil Demand vs 4Q2021 (Source: IEA, via GS)

Supply is expected to broadly match this growth with additions from the US and other non-OPEC+ countries offsetting falls in Russian
supply (Figure 19).

Figure 19:  Changes in Oil Supply vs 4Q2021 (Source: IEA, via GS)
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Figure 20:  OECD Commercial Oil Stocks (Source: IEA, via GS)

UECD commercial oil stocks have been building in recent months but remain below the pre-Covid 2015-2019 average (Figure 20).

Adjusted for inflation WTI is currently trading below its long-term average of $90/bbl (Figure 21).

Figure 21:  Inflation Adjusted WTI Price (Source: St Louis Fed, via Raymond James)
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Figure 22:  Gasoline Spend as % of US Personal Expenditures (Source: St Louis Fed, via Raymond James)

At current prices American consumers are spending less than the long-term average of 3% of their total personal expenditures on
gasoline (Figure 22).

Over the last two years field machinery and services costs drove the sharp increase in US oil cost inflation (Figure 23). Although the fall
in prices has seen this cost inflation turn-over in recent months.

Figure 23:  US Oil Production Cost Inlfation (Source: Haver, GS)
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Figure 24:  Typical Cost Structure of Shales Oil Well (Source: Spears, GS)

Figure 24 shows the typical cost structure of a shale oil well, rental of machinery and equipment and labour costs lead followed by
consumable materials such as sand for completions and chemicals.
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Gas and Oil Prices 1 May 2023
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Gas and Oil Prices 3 April 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 30 April 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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