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1.0 Market and Portfolio Commentary

1.1 Macro Industry Commentary

US Henry Hub prompt gas prices rose again in September, the prompt was $2.77/mmbtu at
close on 31 August and finished at $2.93/mmbtu at close on 29 September. Calendar 2023
fell modestly, beginning September at $3.18/mmbtu and closing at $3.12/mmbtu.

Oil prices continued to rise. The prompt opened September at $83.63/bbl and closed the
month at $90.79/bbl. Calendar 2023 started the month at $82.46/bbl and closed at
$88.88/bbl.

In the first half of 2023 measures of US energy capital expenditure have trended up (RHS
Figure 1), however the trend over recent years remains down and the reinvestment rate
(capital expenditure as a share of operating cash flow), remains well below the average level
for the past decade (LHS Figure 1). Low investment reduces supply and should prevent
material falls in oil and gas prices.

Septem
ber 2023

Figure 1: US Energy Reinvestment Rate and Capital Expenditures (Source: Company data, 
Haver, vis GS)
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The latest Baker Hughes rig count data follows. In September, US total land rigs continued to fall, decreasing by 14 from 610 to 596.
Oil rigs fell by 16 from 513 to 497 while gas rigs rose by 5 from 113 to 118.
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Figure 2: Near Month Henry Hub Futures (Source: EIA)

In September, prompt Henry Hub gas futures sustained their recent upward trend to climb steadily towards $3.00/mmbtu (Figure 2).

Gas Market

Strong electric power demand for gas (Figure 3) has led to lower injections into storage than have been delivered in recent years
(Figure 4).

Figure 3: Power Demand for Gas (Source: various, via GS)
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Figure 4: US Lower 48 Gas Storage Injections (Source: EIA, via GS)

Net injections into storage totalled 86bcf for the week ending 29 September, compared to the five-year (2018-2022) average net
injections of 103bcf and last year’s net injections of 126bcf during the same week. Working natural gas stocks now total 3,445bcf,
which is 172bcf (5%) more than the five-year average and 357bcf (12%) more than last year at this time (Figure 5).

Figure 5: US Lower 48 Weekly Working Gas in Underground Storage (Source: EIA)
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Figure 6: Global LNG Exports by Exporting Country (Source: EIA)

In the first half of 2023, the United States exported more LNG than any other country (Figure 6). US LNG exports averaged 11.6bcfd 
during this period. In 1H23 Australian exports averaged 10.6bcfd with Qatar third at 10.4bcfd. The growth in US LNG export volumes 
has been rapid in the last 4 years and with new LNG facilities under construction that growth is set to continue.

Figure 7: US LNG Exports by Destination Country Jan 2021-Jun 2023 (Source: EIA)

From January 2021 to June 2023, Europe was the main destination for US LNG exports followed by Asia and then the rest of the 
world (Figure 7).
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Figure 8: Natural Gas Flow in the United States, 2022 (Source: EIA)

Figure 8 illustrates the flow of natural gas in the United States during 2022. Shale gas is the primary source of production with electric 
power the primary consumer.
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Figure 9: US Natural Gas Supply and Disposition, 2022 (Source: EIA)

Supply and disposition of natural gas in the US in 2022 is illustrated in Figure 9. Vessel based exports of LNG at 3.864tcf are 
currently well behind electric power (12.1tcf) and industrial (8.5tcf), though the gap will narrow in coming years.
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Figure 10: Flow of US LNG Exports, 2022 (Source: EIA)

Figure 10 shows the flow of US LNG exports in 2022. Europe dominated demand.
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It has been noteworthy this year that oil demand has grown more quickly than would be expected given its traditional linkage to GDP
growth. This is particularly true in China, where demand is growing more quickly (+7% yoy to end September) than GDP due to the
rapid recovery in oil-intensive services sectors such as transportation, and because of the ramp-up in petrochemical capacity (LHS
Figure 11). China’s integrated petrochemical capacity sits low on the global cost curve and this has allowed it to increase oil demand at
the expense of chemical plants in other parts of Asia, and especially Europe (RHS Figure 11).

Oil Market

Figure 11: China Oil Demand and Petrochemical Capacity (Source: GS)

Globally, oil demand growth is driven by Emerging Markets and transportation (Figure 12).

Figure 12: Cumulative Change in Oil Demand since 4Q21 (Source: GS)
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Figure 13: World Oil: Supply and Demand (Source: various, via GS)

Extended Saudi and Russian oil production cuts and the rise in global oil demand to a record high of 103.7mmbbld in August, have
pushed the market back into a large deficit that Goldman estimates at 2.0mmbbld in 3Q23 and 1.1mmbbld in 4Q23 (Figure 13).

Figure 14: US Lower 48 Oil Production (Source: various, via GS)

Continued growth in US oil supply (Figure 14) has been delivered because of easing operational restraints (availability of people and
equipment) and efficiency gains. Producers have to date maintained their capital discipline as evidenced by reinvestment rates and rig
counts discussed above.
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Gas and Oil Prices 1 October 2023
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Gas and Oil Prices 1 September 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 September 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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