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Output agreement implementation key to near term oil price trend...

Oil prices surged to a 17-month high level after the successful outcome of the much awaited meeting
between OPEC members during the last week of November-16 followed by the December-16 agreement
with non-OPEC producers. As per our expectation, the production cut agreed between OPEC members is
significantly more than the September-16 agreement. Moreover, as we had expected, non-OPEC members
have also agreed to take part in the mutually beneficial agreement.

In this Report... According to the two output cut agreements within the OPEC and with non-OPEC members, a total of
L 1.8 mb/d of crude oil has been decided to be curtailed starting next month by global oil producers. This
Oil Prices ......cccccuvene.. 2 . o i . .
is expected to help push oil prices upwards as well as ease the pressure on oil inventories that remains at
Oil Demand................... 3 historical high levels. The market was further shocked when Saudi Arabia signaled deeper cuts to its oil
0il Subp) 4 production after eleven non-OPEC producers including Russia and Kazakhstan agreed to slash production
[o] )V by close to 0.56 mb/d.
Reserve & Capacity ...... 5

In terms of the timeframe, OPEC said that the oil market would not rebalance until the 2H-17 as a result
Oil Price Forecast ....... 6 of a decline in oil inventories after the production agreement. However, IEA’s latest expectations were
relatively more optimistic as the agency now expects a supply shortfall during 1H-17 but said that the next
few weeks after the implementation of the new plan would be crucial to determine its effectiveness on the
oil market owing to contractual and logistical reasons. IEA also raised its forecast for demand in 2016 and
2017 after revising estimates for Russian and Chinese demand.

Crude oil price surged more than 17% since the end of November-16 and with the optimism related to
lower production, there are speculations that oil price would reach USD 60/b in 2017 followed by
USD 70/b in the following year. However, in its short term energy outlook, the EIA has forecasted an
average oil price of USD 52/b in 2016 after considering the aforementioned agreements. Average OPEC
crude price declined by 9.7% during November-16 to USD 43.2/b after a double digit surge during the
previous month as the optimism about the aforementioned deal started waning. However, prices surged
towards the end of the month and in December-16 pushing average prices for the first two weeks of this
month by 18% to USD 51.0/b. Price of Kuwait Crude broke the USD 50/b ceiling during the first week of
December-16 for the first time since July-15.

KAMCO Research believes that an oil price of over USD 50/b would trigger additional output from US
shale producers as seen in the past few weeks of rising rig count and would partly offset the expected
impact of the OPEC agreement. This would push market rebalancing to late 2017 as against more
optimistic forecast from some agencies. We see a price range of USD 55/b - USD 65/b over the next couple
of years as opposite forces of shale vs. OPEC keep prices within this tight range.
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Qil Prices

Qil prices reached a 17-month high level of USD 53.24/b of OPEC  USD/b OPEC Reference Basket Avg. Monthly Price Trend
. . . . 65.0 - 30.0%
crude after two consecutive successful meetings held for curbing oil
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output. The first meeting held during the last week of November-16 20.0%

between OPEC members decided to slash OPEC output by 1.2 mb/d
starting January-17 as against a much lower cut of 0.7 mb/d decided
during the September-16 meeting in Algeria. In the next meeting
held during the second week of December-16, OPEC and non-OPEC
members agreed on a global pact, the first deal in over 15 years, to
slash non-OPEC output by 0.56 mb/d spread across 11 non-OPEC
producers. Of this, the largest cut was taken by Russia at 0.3 mb/d
(0.2 mb/d in Q1-17 and 0.3 mb/d in Q2-17) followed by Mexico at
0.1 mb/d.
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Moreover, against a backdrop of poor implementation by both OPEC

and non-OPEC members, Russia announced that it will form a working group to monitor the voluntary output cut by its oil companies. On
the other hand, for oil producers in the OPEC, Saudi Arabia has also pledged a high level of compliance by OPEC members to the agreed
output cut.

Meanwhile, a strengthening USD had a negative impact on oil prices over the past few months partly offsetting the optimism related to
the expected reduction in output. The greenback reached a 14-year high level after the US Fed raised benchmark interest rates by
25 basis points on 14-December-16. On the other hand, a new record OPEC output in November-16 also limited the growth in oil prices
during December-16. Furthermore, US shale output continues to rise in light of increasing oil prices. US oil rig count is now close to 500,
after it surged the most in 31 months and increased by 21 to a 10-month high level of 498, according to the latest weekly update from
Baker Hughes. Nevertheless, rig count remains far away from historical high levels.

On the consumption front, IEA raised its oil demand forecast for the current year and for 2017. The agency expects oil demand growth of
1.4 mb/d for 2016, an increase of 120 tb/d as compared to its previous forecast. Demand growth in 2017 is also 110 tb/d more than the
agency’s previous estimate and is now expected to reach to 1.3 mb/d.

Average Crude OilPrices, USDJ/b " oa1s|  Novis|  change|  vm20is|  viD2016

OPEC Reference Basket 47.9 43.2 (4.7) 51.0 39.8
Arab Light 48.3 43.3 (4.9) 51.4 40.0
Basrah Light 46.8 42.0 (4.8) 49.3 38.5
Bonny Light 50.8 45.2 (5.6) 54.3 43.2
Es Sider 48.7 43.6 (5.1) 52.7 41.9
Girassol 49.4 45.0 (4.4) 54.4 42.7
Iran Heavy 47.3 424 (4.9) 50.4 38.5
Kuwait Export 47.0 421 (4.9) 49.7 38.3
Marine 48.1 44.3 (3.9) 52.2 40.5
Merey 42.4 39.4 (3.0) 42.7 33.0
Minas 45.2 40.7 (4.5) 50.6 40.4
Murban 51.2 47.3 (3.9) 55.2 43.9
Oriente 46.0 41.7 (4.3) 46.1 37.5
Rabi Light 48.2 43.9 (4.2) 54.3 41.9
Saharan Blend 49.8 45.1 (4.7) 54.1 43.4
Other Crudes

Brent 49.7 45.1 (4.6) 53.7 42.9
Dubai 48.9 44.0 (5.0 52.5 405
Isthmus 49.9 45.6 (4.3) 52.4 41.4
LLS 51.4 46.8 (4.6) 53.7 44.2
Mars 46.8 42.3 (4.5) 49.5 39.3
Urals 48.2 43.8 (4.4) 53.3 41.3
WTI 49.9 45.7 (4.2) 49.8 42.5
Differentials

Brent/WTI (0.2) (0.5) (0.4) 3.9 0.4
Brent/LLS (1.6) (1.7) (0.1) 0.1 (1.3)
Brent/Dubai 0.8 1.2 0.4 1.3 2.5

Source: OPEC Monthly Oil Market Report - December 2016
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World Oil Demand

OPEC raised its world oil demand growth expectations for 2016 slightly by 11 tb/d in its latest monthly report to 1.24 mb/d to reflect
better-than-expected oil consumption in OECD Europe and Asia Pacific. Global oil demand is expected to reach 94.41 mb/d this year
primarily on the back of a robust transportation sector in light of low oil prices that has resulted in better-than-anticipated vehicle sales.
Demand is expected to grow in almost all the regions, with the exception of Latin America and Middle East due to the decline in economic
activity and substitution effect in these regions. According to the latest monthly data for US for September-16, oil demand grew year on
year for all the product categories, except diesel due to lower industrial activity. Gasoline and jet fuel demand increased by 2.2% and 5.9%
y-0-y, respectively, on the back of higher transportation and increasing mileage and growing travel-related activity. Based on preliminary

Wordoilbemand-z013/2016mb/a | 03 | uio | qeas | Gai6 | b | auis |ro | e |

Americas 24.60 24.57 24.70 25.13 24.80 24.80 0.20 0.82

of which US 19.84 19.91 19.99 20.27 19.97 20.04 0.20 0.99
Europe 13.73 13.63 13.90 14.33 13.75 13.90 0.18 1.27
Asia Pacific 8.03 8.57 7.63 7.67 8.11 7.99 (0.03) (0.39)
Total OECD 46.35 46.78 46.23 47.13 46.66 46.70 0.35 0.75
Other Asia 12.04 12.42 12.63 12.37 12.73 12.54 0.50 4.12

of which India 4.05 4.51 4.25 4.12 4.44 4.33 0.28 6.92
Latin America 6.56 6.19 6.49 6.76 6.45 6.47 (0.09) (1.30)
Middle East 7.97 7.94 7.79 8.39 7.89 8.00 0.03 0.38
Africa 3.99 4.12 4.09 4.03 4.17 4.10 0.11 2.78
Total Developing Countries (DCs) 30.57 30.68 31.01 31.55 31.23 31.12 0.55 1.81
Former Soviet Union (FSU) 4.62 4.49 4.37 4.73 5.04 4.66 0.04 0.81
Other Europe 0.67 0.68 0.64 0.68 0.77 0.70 0.02 3.57
China 10.95 10.83 11.37 11.11 11.61 11.23 0.28 2.56
Total "Other Regions" 16.25 16.01 16.39 16.52 17.42 16.59 0.34 211
Total World 93.17 93.47 93.62 95.21 95.31 94.41 1.24 133

Source: OPEC Monthly Oil Market Report - December 2016

data for October-16 and November-16, US oil demand is estimated to have increased by 0.31 mb/d. Oil demand also increased in OECD
Europe on the back of economic growth that is slowly gaining momentum and the low oil price environment that supported oil
consumption in the road transportation sector. In the Other Asia region, India continued to record strong oil demand in October-16 with a
growth of 6.5% y-o-y. The solid economic growth in India has pushed oil demand for YTD-16 at above the 5-year average level. However,
we expect demand to take a hit for the remainder of the year and in early 2017 in India due to the demonetization initiatives implemented
in the country since early November-16. The Middle East region continues to record declining oil demand, especially in Saudi Arabia that
recorded y-o-y decline for eight out of ten months in 2016, due to a decline in consumption of direct crude for burning.

For 2017, oil demand is expected to grow at a slightly lower pace of 1.15 mb/d, in line with OPEC’s previous month’s expectations, and
average at 95.56 mb/d. The growth would primarily be driven by improving demand in Latin America and the Middle East as the economic
growth improves, while in the OECD, Americas is also expected to see higher oil demand partially offset by flat demand in Europe and a

weakness in Asia Pacific.

Wordfbemand-aos6/oizmija | aois | ey | Gea7 | qaar | abir | 2017 [rovaown] %o |

Americas 24.80 24.79 24.85 25.37 24.96 25.00 0.20 0.79

of which US 20.04 20.05 20.09 20.49 20.12 20.19 0.15 0.75
Europe 13.90 13.61 13.89 14.36 13.78 13.91 0.01 0.07
Asia Pacific 7.99 8.51 7.56 7.65 8.05 7.94 (0.06) (0.72)
Total OECD 46.70 46.91 46.30 47.38 46.79 46.85 0.15 0.32
Other Asia 12.54 12.75 13.02 12.75 13.10 12.91 0.37 2.93

of which India 433 4.66 4.40 4.32 4.57 4.49 0.16 3.63
Latin America 6.47 6.28 6.53 6.81 6.54 6.54 0.07 1.07
Middle East 8.00 8.07 7.91 8.48 8.00 8.11 0.11 1.35
Africa 4.10 4.23 4.19 4.14 4.29 4.21 0.11 2.63
Total Developing Countries (DCs) 31.12 31.32 31.65 32.18 31.94 31.77 0.65 2.10
Former Soviet Union (FSU) 4.66 4.56 4.42 4.79 5.10 4.72 0.06 1.30
Other Europe 0.70 0.71 0.66 0.70 0.80 0.72 0.02 3.15
China 11.23 11.11 11.63 11.40 11.85 11.50 0.27 2.38
Total "Other Regions" 16.59 16.38 16.72 16.89 17.75 16.94 0.35 211
Total World 94.41 94.61 94.67 96.45 96.48 95.56 1.15 1.22

Source: OPEC Monthly Oil Market Report - December 2016
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World Oil Supply

Non-OPEC supply expectations for 2016 was kept unchanged by the OPEC and is expected to contract by 0.78 mb/d to reach year-end
supply of 56.2 mb/d. The only change in the December-16 report was made to supply from Russia with a Q3-16 supply reduction of 0.03
mb/d and an equivalent increase for Q4-16 thereby keeping full year supply from Russia at 11.05 mb/d.

On the other hand, supply growth expectations for 2017 were raised by 70 tb/d and is now expected to grow by 0.3 mb/d to average at
56.5 mb/d. Again in 2017 forecasts, the change was only related to supply from Russia. According to OPEC estimates, the key producers
that are expected to increase supply in 2017 includes Brazil (+0.25 mb/d), Kazakhstan (+0.21 mb/d), Canada (+0.17 mb/d), Russia

on-0pec i uppty-2013/2016,mb/d | 2015 | aris | azis | qsis | aeis | zois |vov srowin| sichs |

Americas 21.07 21.05 20.13 20.48 20.46 20.53 (0.54) (2.54)
of which US 14.04 13.81 13.68 13.50 13.48 13.62 (0.42) (3.02)
Europe 3.76 3.90 3.73 3.60 3.78 3.75 (0.01) (0.24)
Asia Pacific 0.46 0.44 0.42 0.45 0.46 0.44 (0.02) (4.48)
Total OECD 25.29 25.39 24.28 24.53 24.69 24.72 (0.56) (2.23)
Other Asia 2.72 2.76 2.68 2.68 2.74 2.71 (0.01) (0.32)
Latin America 5.19 4.98 5.06 5.17 5.24 5.11 (0.08) (1.46)
Middle East 1.27 1.27 1.28 1.29 1.28 1.28 0.01 0.50
Africa 2.13 2.10 2.07 2.13 2.15 2.11 (0.02) (0.75)
Total Developing Countries (DCs) 11.31 11.10 11.09 11.27 11.40 11.22 (0.09) (0.83)
Former Soviet Union (FSU) 13.69 13.95 13.73 13.67 14.05 13.85 0.16 1.16
of which Russia 10.85 11.07 10.98 11.02 11.11 11.05 0.20 1.84
Other Europe 0.14 0.13 0.13 0.13 0.15 0.14 0.00 (0.76)
China 4.38 4.22 4.11 4.00 4.02 4.09 (0.29) (6.70)
Total "Other regions" 18.21 18.31 17.97 17.81 18.22 18.08 (0.14) (0.75)
Total Non-OPEC Production 54.81 54.80 53.34 53.60 54.31 54.01 (0.80) (1.45)
Processing gains 2.17 2.19 2.19 2.19 2.19 2.19 0.01 0.60
Total Non-OPEC Supply 56.98 56.98 55.53 55.79 56.50 56.20 (0.78) (1.37)
OPEC NGLs and non-conventionals 6.13 6.24 6.27 6.30 6.34 6.29 0.16 2.61
OPEC Crude Oil Production 32.10 32.50 32.76 33.25
Total World Supply 95.21 95.72 94.56 95.34

Source: OPEC Monthly Oil Market Report - December 2016

(+0.08 mb/d), Congo (+0.07 mb/d) and Ghana (+0.04 mb/d), whereas Mexico, the US, China, Colombia, and Azerbaijan are expected to
show steep declines. Meanwhile, oil supply from the US is expected to jump significantly next year on the back of the ongoing increase in
rig count. According to Platts RigData, rigs in operation in the US is expected to average at 579 in 2017, an increase of 29% as compared
to the expected average for this year. New wells are also expected increase by 25% next year, according to the estimator. In addition, the
new US president elect’s expected pro-fracking stand to support employment is seen has giving a boost to oil industry in the US, although
the details would only be revealed next year when the related policies are announced by the new government.

Non-OPEC Oil Supply - 2016/2017, mb/d m Q1l-17 Q2-17 Q3-17 Q4-17 2017 |Y-o0-Y Growth| % Chg.

Americas 20.53 20.42 20.27 20.30 20.49 20.37 (0.16) (0.79)

of which US 13.62 13.44 13.40 13.43 13.57 13.46 (0.15) (1.13)
Europe 3.75 3.87 373 3.54 3.82 3.74 (0.01) (0.32)
Asia Pacific 0.44 0.45 0.46 0.45 0.42 0.44 0.00 0.51
Total OECD 24.72 24.74 24.46 24.29 24.72 24.55 (0.17) (0.69)
Other Asia 2.71 2.73 2.72 2.72 2.71 2.72 0.01 0.29
Latin America 5.11 5.27 5.29 5.33 5.42 5.33 0.22 4.21
Middle East 1.28 1.27 1.26 1.25 1.24 1.26 (0.02) (1.90)
Africa 211 2.17 2.19 221 2.23 2.20 0.09 4.14
Total Developing Countries (DCs) 11.22 11.44 11.46 11.51 11.60 11.50 0.29 2.55
Former Soviet Union (FSU) 13.85 14.13 14.03 14.08 14.19 14.11 0.26 1.85

of which Russia 11.05 11.14 11.12 11.10 11.14 11.13 0.08 0.73
Other Europe 0.14 0.15 0.15 0.15 0.16 0.15 0.02 12.89
China 4.09 4.04 3.98 3.96 3.97 3.99 (0.10) (2.49)
Total "Other regions" 18.08 18.31 18.17 18.20 18.31 18.25 0.17 0.95
Total Non-OPEC Production 54.01 54.49 54.08 53.99 54.64 54.30 0.29 0.53
Processing gains 2.19 2.20 2.20 2.20 2.20 2.20 0.01 0.50
Total Non-OPEC Supply 56.20 56.69 56.28 56.19 56.84 56.50 0.30 0.53

Source: OPEC Monthly Oil Market Report - December 2016

Oil Market Monthly Report 4



KAMCO Research

December - 2016

OPEC Oil Production & Spare Capacity

OPEC production reached another high in November-16 recorded at 34.16 mb/d, according to Bloomberg, on the back of higher
production in Angola, Libya and Nigeria with the three OPEC members adding 310 tb/d during the month. This growth was partially offset
by a decline in production primarily in Venezuela and Saudi Arabia showing a combined decline of 110 tb/d. The secondary sources of
OPEC shows a smaller increase during November-16 at 151 tb/d to average at 33.87 mb/d. According to Thomson Reuters, crude exports
from OPEC increased at a much faster pace than production with a rise of 580 tb/d m-o-m in November-16 to reach 25.93 mb/d. The
increase was primarily on the back of higher exports from Nigeria and Libya. On the other hand, Iran recorded a steep decline in its
exports of around 400 tb/d to reach 2.2 mb/d in November-16, whereas Saudi Arabia exports declined by 72 tb/d.

Production ('000 b/d) Oct-16 Nov-16 Capacity Spare Capacity

Total OPEC-14 33,960 34,160 200 0.6% 37,145 2,985
KSA 10,580 10,530 -50 -0.5% 11,500 970
Iraq 4,590 4,580 -10 -0.2% 4,700 120
Iran 3,680 3,670 -10 -0.3% 4,000 330
U.A.E 3,130 3,130 0 0.0% 3,150 20
Kuwait 2,960 2,950 -10 -0.3% 3,000 50
Venezuela 2,140 2,080 -60 -2.8% 2,500 420
Nigeria 1,600 1,680 80 5.0% 2,200 520
Angola 1,520 1,690 170 11.2% 1,870 180
Algeria 1,130 1,160 30 2.7% 1,150 -10
Indonesia 730 730 0 0.0% 740 10
Qatar 620 620 0 0.0% 780 160
Ecuador 560 550 -10 -1.8% 555 5
Libya 520 580 60 11.5% 780 200
Gabon 200 210 10 5.0% 220 10
Total OPEC-13 29,370 29,580 210 0.72% 32,445 2,865
Source: Bloomberg, OPEC

The production cut agreement between OPEC members Mn b/d OPEC Total Crude Oil Production
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Libya due to the production disruption in these countries and
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Brent Crude Oil Price Forecast by Various Research Houses
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