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Investors have been guestioning whether the two-year trend of

. . . . . . NXG Investment Management is
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incentives.

In a continuation of our three-part series, we will explain why we believe this underinvestment could lead to a
more structural shortage of commodity supply growth, potentially providing for a prolonged period of
commodity price strength.
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Source: Bloomberg. Represents total capital expenditures of the Bloomberg energy universe of global integrated oils and independent E&Ps.

Part 2: Supply Pressures Increasing

For the reasons detailed in “Part 1: Reduced Incentives to Invest” and despite the rise in oil prices, there has
been little response in capital investment necessary to increase production. Absolute upstream oil and gas
investment remains at the lowest levels in a decade; factoring in inflation, real investment is even lower. Capital
expenditures as a percent of cash flow from operations have fallen to 30-year lows (see chart above).
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Global Observable Inventories
Excluding OPEC (most notably Saudi Arabia and

United Arab Emirates), we believe the only two Inventories - Total Qil (mIn bbl)
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source of production growth, and an increased call
on OPEC production capacity.

We expect that a combination of sales from the strategic petroleum reserves (SPR) and the Zero Covid policy in
China, the world’s largest commodity consumer, have disguised underlying supply / demand imbalances.

This could change soon. China appears to be committed to reopening, potentially adding over 1 million barrels
per day in incremental demand for 2023. With inventory levels at 40-year lows, we also expect releases from
the US SPR to conclude as well, ending an estimated 1 million barrels per day of supply to the market.
Additionally, at least some of the US SPR barrels will need to be replaced.

We also expect energy demand to continue to grow globally as less developed countries continue to increase
per capita energy consumption. While we expect a large portion of this demand to be fulfilled by renewable
growth, we also recognize that additional hydrocarbons will be required. Often those less developed
countries are the ones with the higher populations striving for a better standard of living that hydrocarbons
afford.

With continued demand growth, low inventories and limited spare production capacity, we expect a multi-
year elevated commodity price cycle could occur as the underinvestment becomes more pronounced.

In part 3, we will discuss how returns are poised to increase, potentially starting a beneficial cycle of more
investment allocation, higher index weightings and an increase in valuation multiples.
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Important Information

Investment advisory services offered through Cushing Asset Management, LP (“Cushing”), an investment adviser registered
with the U.S. Securities and Exchange Commission (“SEC”). Registration with the SEC does not imply a certain level of skill or
training. NXG Investment Management is the trade name for the Clean and NextGen strategies offered by Cushing. This
information does not constitute an offer of any securities or investment advisory services, which may be made only by
means of materials which contain a description of material terms and risks of an investment.

The information in this report was prepared by Cushing and is current as of the date of this report. Opinions represent
Cushing’s opinion as of the date of this report and are for general informational purposes only and are not intended to
predict or guarantee the future performance of any individual security, market sector or the markets generally. Such
opinions are subject to change at any time, are not guaranteed and should not be considered investment advice. Securities
mentioned in this report may or may not be held in the portfolio and there is no guarantee that securities held in the portfolio
will continue to be held. The mention of a specific security is not a recommendation or solicitation to buy or hold that
security and should not be relied upon as investment advice. Cushing does not undertake to advise you of any changes in its
opinions or the information contained in this report.

Certain information contained herein may constitute “forward-looking” statements, which can be identified by the use of
forward-looking terminology such as “may,” “will,” “should,” “expect,” “estimate,” or “believe” or other variations thereof.
Such statements reflect various assumptions by Cushing concerning anticipated trends or events, which may or may not
occur. Due to various risks and uncertainties, actual events or results may differ materially from those reflected or
contemplated in such forward-looking statements.



