London

argu S Houston
Washington

argusmedia.com New York
Portland

Falling crude prices and the European bltumen market Calgary
PPRS 2015 . Santiago

- et . e & | Bogota
Jonathan Weston — = —= i = e e - Rio de Janeiro
25 February 2015 v rmeB LT e o 2 TEETCCTINEE SR e Wmmseaningapore

il i '..Z; -. TOk'yO
Sydngy -

I Moscow
| , Astana

| Kiev

Pofto
Johannesburg

Market Reporting

Consulting
illuminating the markets Events

Beijing . -

Dubai _




Brief introduction to Argus Media

- Independent price reporting organisation in the
commodity wholesale markKets, covering crude and
petroleum products, LPG, natural gas and LNG,
electricity, coal, emissions, biomass, biofuels, _
fertilisers, metals, petrochemicals and transportation
— and of course bitumen with a new report.

 Founded in 1970: today over 120 publications and
around 700 employees

- Privately held by employees and the founder’s family

- One of top 50 fastest growing UK registered
companies (Sunday Times)
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Crude market trends

 Outright crude oil prices 120
have been in decline since 110 W"’"“w*"*’“/\.
mid-2014.

——=Dated

-+ US production gains, weak o
economic growth, Iraq and
Libya able to produce
despite conflicts.
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- Fall accelerated after Opec’s

November decision to leave

output targets unchanged.  North Sea Dated (Brent)
falling more steeply than
- An agreement between Iran WTI and LLS, although the
and western powers over difference has since
nuclear programme could widened.

see more supply return.
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‘ Where is the price floor?

Ice Brent front month (One-day candles $/bl)
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« Argus North Sea Dated rebounds ($/bl)
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EU oil producers
plus Norway are
close to refining
centres.

Other sources
discount despite
benchmark falls
to compete.

Those like Nigeria
previously
dependent on the
US are hard hit.

Russian Urals has
managed to buck
the general trend
by diverting some
supply to east.
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Suppliers compete for stagnant demand
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Production costs put much output at risk
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Source: Morgan Stanley
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Opec - two pronged plan

illuminating the markets

Opec’s decision to leave
output unchanged is intended
to stimulate demand growth
and put higher cost producers
out of business.

Any effect on demand is
muted by high taxes in some
regions, subsidies in others
while Russia’s economic
downturn is severely trimming
demand there.

The more likely outcome is
that as upstream investment
wanes and new drilling for US
shale slows, non-Opec supply
growth will take a hit,
particularly in Russia.

Russian production
mn b/d
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g

BProjected (5pc/yr decline)
Projected (10pc/yr decline)
mOutput
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Saudis discount to hang on to market share

’ x\t/’lcl;g apgof 5u /Cgllo?hgogtasu(gliicsas Arab Light official formulas by destination
4 ; +5.00
can weather a long period of .00 -
e
+1.00 -

- Other Opec members and 300 R [ I AN—
non-Opec producers may be 20 ——F—1 — _L”::mpe
forced to curtail output. oo | _‘—\_1—”\_

-5.00 -

*US domestic shale ol T T e 0 e e a1
production breaks even in a
range from $35-80/bl - - NB. these formulas are measured
around half could become a%ainstAdiffergnt bgncgm?rssr to
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The rise of Basrah Light

- Iraqgi Basrah Light Iraqi production as % of Opec crude output
production has 16
reached a post-
Saddam high:

3.3mn b/d in Feb. 2 m‘u
10
| S

» Production % 8 | ! -
continues to surge i }‘
despite conflict in

14 -

country. 4 |
2 \ A
« Kurdish authorities o W

1987
1988
1989
1990
1991
1992
1994
1995
1996
1997
1998 -
1999
2001
2002
2003
2004
2005
2006
2008
2009
2010
2011
2012 -
2013

have come to an

agreement with
Irag’s Somo to
market more crude
via Ceyhan.
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Crude volatility and bitumen price reaction

Heavy crude vs Rotterdam bitumen
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The bitumen lag to heavy crude

Rotterdam bitumen diff to heavy crude
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European refining on the slide

European refinery shutdowns 000 b/d

. M ore th an 1 5 mn b / d 0 f IlOperator Refinery [Region | Capacity  Closed
refining capacity has closed %™ Do ‘,ﬂ"VXE ' T
In the past five years. 30% L™ gwes ™ gausa | w oo
ini IOMV Arpechi Black S | 700 Mar 11|
Of FrenCh reﬂnlng gone' iTamonI C:Z(rer::onr: ‘M:Silerreaanean 90 AZ:H
[Petroplus [Reichstett Mediterranean I 82  Apr11
LyondellBasel Berre I'Etang Mediterranean 82 Dec 11
. Petroplus Coryton INWE | 180 Jun 12
¢ European Ca paC|ty TotalErg |Rome |Mediterranean | 82  Sep12
[ExxonMobil |Fawley [INWE | 40°|  Sep 12|
CU I"I"ent|y OVGI‘ 1 Smn b/d . Petroplus Petit Cogronne NWE 146 Dec 12.
Total oil demand forecast to & T — —— 501 Varty
remain around 14.1mn b/d 5 aniova Mestoranean —| 55/ —an 14

in 2015/16. T — | —

« Also 135,000 b/d Milford Haven
- More efficient engines closed in November after sale to
14

Klesch fell through.

biofuels substitution, - Libya's Tamoil may temporarily

increasing cheap imports close its 72,000 b/d Swiss

from the US, the Middle Collombey plant by end March.

East and India. - Croatia's Ina has halted runs at its
44,000 b/d Sisak refinery, but may
restart.
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Falling crude prices offer better margins

NWE complex refining netback margins
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Europe’s refineries produce the wrong products

- Refineries were
confi_gu_red to Crack spreads for key refined products in NWE (values versus Dated)
maximise
gasoline output. 25

- Lower taxes for
diesel in past
decade and a half
have shifted the
European vehicle
fleet to diesel.

$/bl

Gasoline

Costly upgrades
have kept many
refineries in
operation.

e Naphtha
e Diesel

e Fuel oil

But imported
diesel is still
often cheaper, 25 -
and surplus of
gasoline
Increasingly hard
to sell.
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Risk can be anticipated & managed

illuminating the markets

Argus is working with
the industry to
introduce tools to
manage price risk on
individual grades.

These could include

CFD contracts for CPC,

Forties Blend, ESPO
and others according
to demand.

Also we are
forecasting not just
the headline grades
but regional markers
including Bonny Light
and Urals.

Copyright © 2015 Argus Media Ltd. All rights reserved.

Mconsumng services

Argus Crude Outlook

Ice Brent — the month ahead
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Risk can be anticipated & managed

« Argus is working with
the industry to
introduce tools to
manage price risk on

M(onsulnng services

Argus Crude Outlook

individual grades. Dated and LLS forecasts

»  These could include V el
CFD contracts for CPC, T F
Forties Blend, ESPO A termseenaes AT,
and others according
to demand.

° Jan - Feb | Mar - 2015 3Q15 - 4Q15 2016 —
* Also we are = ~

R

forecasting not just
the headline grades
but regional markers
including Bonny Light
and Urals.
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Risk can be anticipated & managed

¢ Argus is Worklng With Mconsumngsemces
the industry to
introduce t_OOIS_tO Argus Crude Outlook
manage price risk on
individual grades. Dated and LLS forecasts

60 -

- These could include Bonny Light and Urals vs Dated

CFD contracts for CPC, 300
Forties Blend, ESPO S
and others according
to demand. 1.00

2.00

= Bonny vs Dated
$/bl 0.00

7 7 7 7 = Jrals vs Dated
° Also We are Jan Feb Mar 2Q15 3Q15 4Q15 2016

forecasting not just 100

the headline grades
. 2.00 + /\/V
but regional markers

including Bonny Light i
and Urals. R ———————es
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In conclusion
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Arbitrage opportunities are expected to increase

e Global bitumen supply is adequate even though there is less
bitumen production from fewer refineries.

* Rebounding crude prices expected to support EU bitumen by 30-50
euro/t from March onwards when seasonal demand also picks up.

* Supply and demand variations within countries in the global bitumen
market has created arbitrage opportunities for participants that
have the capability to move bitumen volumes

« Bitumen volumes are moving longer distances with new arbitrages ie
Med to Lat am (Chile) and Med to New Zealand.

e Importing countries now have a variety of import options.
« Shipping bitumen over longer distances requires larger vessels.

« Arbitrage opportunities and trade opportunities are expected to
increase as bitumen demand increases with GDP growth as most
developed countries exit recession and transportation budgets are
stretched further following crude price declines.
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Email: Jonathan.weston@argusmedia.com
Phone: +44 20 7199 5779
Office: London
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