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“The fall in gas prices due to continued
oversupply has been tough for producers,
but great for pipeline companies who charge
a fixed fee to move gas from where it is
produced to where it is used and stored.”

US oil and gas production has been revolutionised by the development of fracking techniques. Gas and oil production has risen by half, to
make the US the world’s largest producer of energy. The big increase in supply has led to a collapse in prices. The increase in supply has
been larger and faster than the market was able to digest. This has caused US energy prices to be substantially below world prices.

The cheaper prices in the US has had a very predictable result. More and more US production has replaced imports from elsewhere.
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The effect on oil prices has been less dramatic than for gas. Gas tends to be much more difficult to store, and has a much smaller
international market into which excess supply can be placed. The fall in gas prices due to continued oversupply has been tough for
producers, but great for pipeline companies who charge a fixed fee to move gas from where it is produced to where it is used and stored.
The relative market capitalisation of William Brothers, a large pipeline company, and Chesapeake, a large gas producer, bear this out.

US gas production has centred on six basins. While growth from some basins has noticeable slowed, growth from Marcellus and Utica
basins have more than compensated.

The Marcellus and Utica basins are located in the north east of the United States. This area is both densely populated and experiences very
cold winters. Until recently gas from the rest of the United States flowed to this region, but is now self-sufficient.
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US regulators and pipeline companies have become accustomed to the idea that US gas production will grow despite low prices. A
presentation from the Federal Energy Regulatory Commission (https://www.ferc.gov/market-oversight/reports-analyses/st-mktovr/2014-som.pdf ) on page 8, shows the assumed growth of shale production and pipeline investment in the Marcellus Basin. The
presentation assumes Marcellus production will grow from the current rate of 20 bcf/d by 50% to nearly 30 bcf/d over the next 5 years.
This has led to some pipeline companies reversing the flow of their pipelines in anticipation of exporting production form the Marcellus
basin. Cheniere Energy expects to be buying 6 bcf/d of US gas for the export market by 2020. This represents 7% of current total US
production, or most of the assumed increase in Marcellus production. The problem is that recent efforts by OPEC and particularly by
Saudi Arabia to win back market share in the oil market seems to be having an effect on the gas market as well. Marcellus rig count is
falling as shown in the chart below.

US Gas Production is increasingly coming from the Marcellus, which is located in the Northeastern USA. This field, as shown in the FERC
report linked to above, is expected to continue grow production until 2020. However recent data from EIA shows that 3 month growth in
gas production is forecast to be zero. ( Note the EIA data included forecasts for both current month and next month production.)
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Pipeline companies have been investing heavily in this region with a view to transporting the expected increased production in this region.
The response of energy producers outside of the US may make exporting energy a pipe dream. Given the striking outperformance of
natural gas pipeline companies relative to natural gas producers, it looks to me there is now only downside risk to pipeline companies, who
are investing at an unsustainable rate.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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