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US crude oil inventories & what’s ahead

Large January crude oil inventory builds...

At the beginning of January the US crude oil inventories jumped by 26mio barrels in just two weeks. The
main reason for this inventory build was a cold snap that took refineries down in the last week of
December. While you would expect a build in crude oil inventories due to refineries being shut in, you
would also expect products such as gasoline and distillates having inventory drawdowns in return. This,
however, only happenedinthe last two weeks of December. Generally, products inventories are building

in January, February before beginning to draw in spring/summer.

USrefinery crude intake is down after winter freeze
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...Followed by large

The first two weeks of February then also showed massive crude oilinventory builds of over 18mio barrels,
while distillates grew slightly and gasoline inventories grew strongly. With refineries recovering, does this
mean these inventory builds indicate a lack of demand? Although demand does not look strong here, the
reason for the inventory builds in February is likely an increase in crude oil imports and a decrease in

product exports by around 500k bpd, which together show a difference of 1mio bpd over the first two
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US oil and gasoline inventories are climbing without
SPRreleases
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e \Neekly U.S. Ending Stocks of Crude Oil (Thousand Barrels) (LHS)
Weekly U.S. Ending Stocks of Total Gasoline (Thousand Barrels) (RHS)
=== \\eekly U.S. Ending Stocks of Distillate Fuel Oil (Thousand Barrels) (RHS)

Source: EIA

February crude oil inventory builds

weeks in February, making up around 14mio barrels.
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Products net exports declined by 500k bpdin last 2

s000 weeks while crude oil imports were up 500k bpd
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Bottom line for US oil inventories

Insummary, US crude oil and products inventories ex-SPR are overallat a healthy level. Despite distillates
inventories still below normal levels, distillates inventories are still at comfortable levels overall. Oil
inventories really only look unhealthy when taking the SPR into account. Adding US exports of crude oil
into the game (chartabove and below), the 1mio bpd beingreleased overthe last year from the SPR were
pretty much all exported, which were only above 3mio bpd in mid-2019 when the US produced 500k-1mio

bpd more than today.
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US crude oil and products inventories ex-SPR are
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e \Neekly U.S. Ending Stocks of Crude Oil and Petroleum Products (Thousand Barrels) (LHS)
Weekly U.S. Ending Stocks excluding SPR of Crude Oil and Petroleum Products (Thousand Barrels) (LHS)
== \\eekly U.S. Ending Stocks of Petroleum Products (Thousand Barrels) (RHS)
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e /,-\Week Avg U.S. Field Production of Crude Oil (Thousand Barrels per Day) (LHS)
4-Week Avg U.S. Exports of Crude Oil (Thousand Barrels per Day) (RHS)

Source: EIA
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Bottom line for oil prices

With Russia cutting oil production by 500k bpd and US releasing 290k bpd from the SPR in Q2, the
remainder willlikely be made up through increased US production bringing the market back to equilibrium.
| have initially thought that Russia might reduce oil supply tosqueeze prices higher—just as they did with
gas. However, given that their main customers are now “friendly nations” India and China and make up
over90% of their oil sales?, it is probably unlikely that Russia cuts production to increase prices. They did,
nonetheless, introduce their own cap of $20 discount to benchmark that they sell their oil at2. This puts
enlarged emphasison demand, i.e. are we entering arecession or not. The latest Federal Reserve Bank of
Philadelphia points towards the worst manufacturing activity since March 2020 and January 2009. The
reading of -24.3 is similar to that of February 2008 (-20.2), which followed areading of -14.9 (March 2008)
and -21.3 (April 2008). Other similar readings include October 2001 (-23.6) and before that similar
readings only occurred once every 5-10 years. You may always say “this time is different”, especially, as
the business cycle got changed amidst the Covid lockdowns, but this should still be considered awarning.
Next week, the RMT willupdate on new strike action in the UK® and Russia is set to have an extraordinary

meeting ahead of the 1 year anniversary of the Ukraine invasion®.

Philly February 2023 Manufacturing Business Outlook
points to recession

100
50 '\ b
"\ ‘ Vo . \
¥ ¢ B ~ R
L i e {

-50

-100
3ENIS2EIB555885853852I2egy
> c 35 o c S 5 >c 35 o c 2 5 85 3 <3
§53333385828<2833383883222833

e Current activity Future activity

Source: Federal Reserve Bank of Philadelphia

1 https://www.bloomberg.com/news/articles/2023-02-13/russia-s-crude-oil-shipments-slump-ahead-of-march-
output-cut

2 https://www.reuters.com/business/energy/russia-introduce-fixed-oil-differentials-taxation-boo st-state-coffers-
sources-2023-02-10/

3 https://www.rmt.org.uk/news/ members-updates/rates-of-pay-and-conditions-of-service-2022-tfl150223/

4 https://english.alarabiya.net/News/world/2023/02/15/Russian-parliament-to-hold-extraordinary-meetings-on-
Feb-22-RIA-
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EU gas price outlook

A brief note on EU gas price outlook for 2023/24. EU gas in storage is now at similar levels as the prior
highs in 2019/20. With the US Freeport export facility slowly coming back online, the EU should be well
suppliedforthe nextwinteras long as US natural gas prices stay depressed. Their storage tanks will likely
end the winter at a quarter higher than last year — although last year there was still decent gas supply
from Russia coming. The key is whetherthe EU will scrap the mandatory 15% gas consumption reduction

rule. If scrapped this could lead to some more unexpected volatility in gas prices for Europe.

EU gas in storage could end up at 55% end of
winter 2023 vs. 26% in the prior year
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Legal Disclaimer

The contents of this publication have been prepared solely for the purpose of providing information about AozoraStep Capital
LLP and the services and products it is intending to offer, which are targeted for professional investors only. The opinions and
views expressed are those of AozoraStep Capital LLP, may change without notice and should not be construed as investment, tax,
legal or other advice. AozoraStep Capital LLP does not guarantee the completeness and accuracy of the information provided and
all content can become out of date. Products or services mentioned on this site are subject to legal and regulatory requireme nts
in applicable jurisdictions and may not be available in all jurisdictions. Accordingly, persons are required to inform themselves
and observe any such restrictions. In respect to investments described in this document, past performance is not a guide to future
performance. The value of investments and the income of any financial instruments mentioned in this document may fall as well
asrise and may have tax consequences. The performance of the investment strategy that AozoraStep Capital LLP is planning to
offer is based on a personal track record and approved by Sedulo for the time period Q1 2019 - Q1 2021, only with further
examinations being done on an occasional basis. AozoraStep Capital LLP is currently not authorized and regulated by the FCA,
and therefore, is not allowed to provide financial products and services. AozoraStep Capital LLP is registered in England and Wales
with registered number OC436835. Registered Office: 57 Lansdowne House, Berkeley Square, London W1J 6ER, United Kingdom.
Reproduction or distribution of any materials obtained in this presentation or linking to this presentation without written
permission s prohibited. Reproduction or distribution of any materials obtained on this website or linking to this website without

written permission is prohibited.
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