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HIGHLIGHTS

* Oil prices rebounded to $60/bbl from mid-January on colder weather
and higher implied demand, tighter OPEC supply and increased
geopolitical tensions. Product prices benefited from the onset of
seasonal refinery maintenance, with naphtha and fuel oil cracks gaining
due to tighter supplies.

e Total OECD industry oil inventories fell by 40.2 mb in December, as
the fall in crude exceeded product stock builds despite a temperate start
to winter in the US and Europe. Forward demand cover fell by one day
from end-November to 53 days, but remains one day higher on the year.

* Global ail product demand is raised by 111 kb/d in 2006 to 84.5 mb/d
and by 273 kb/d in 2007 to 86.0 mb/d following revisons to China
Despite a milder-than-normal start to winter, 4Q06 world demand was
1.3 mb/d higher than a year earlier.

* Chinese apparent demand reaches 7.1 mb/d in 2006 and 7.6 mb/d in
2007 after incorporation of annual data for 2005 and more
comprehensive refinery data. This lifts non-OECD demand growth to
3.6% in 2006 and 3.2% in 2007.

» World oil supply grew by 175 kb/d in January to 85.5 mb/d, with higher
output in the FSU and other non-OECD producers. Non-OPEC supply
growth (+ OPEC NGLs but excluding Angola) amounts to 0.7 mb/d in
2006 and 1.2 mb/d in 2007 amid lower expectations for the Americas
and China.

e January OPEC crude supply fell by 180 kb/d from December to
30.2mb/d (adjusted for Angola). The ‘cal on OPEC crude and stock
change’ isrevised up to 30.6 mb/d for 2007 versus 30.3 mb/d in 2006 and
remains above existing OPEC production. Additional OPEC-10 supply
cuts could markedly tighten the market.

e Economic refinery run cuts tempered seasond gains in OECD
throughputs, which averaged 39.6 mb/d in December, up 0.7 mb/d on the
month. Seasona maintenance cuts OECD refinery runs to an estimated
39.0 mb/d in January and an average of 38.4 mb/d in February and March.

Next Issue: 13 March 2007
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SOFTER DEMAND GROWTH MASKING THE TREND

For the first time since 1985, OECD oil demand recorded its first significant drop - no doubt a
reaction to high prices, but the drop does not imply a change in the longer-term trend.

OECD Oil Demand & GDP Growth vs. Prices Non-OECD Oil Demand & GDP Growth vs. Prices

OECD Real GDP Growth $/bbl Non-OECD Real GDP Growth $/bbl
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While OECD oil demand growth has falen, in non-OECD it has been robust. Exclude the strong
demand from China and the Middle East though and elsewhere demand growth has been less
inspiring. However, with a number of highly populous countries making the transition between
subsistence and consumer status, the point where energy demand typically accelerates, this lull in
demand growth is only temporary.

It should come as no surprise that high prices have accelerated the structural global decline in
domestic heating oil and fuel oil in power generation. China has been aggressively switching to non-
oil power generation capacity, while the US and Europe have continued the shift towards natural gas,
and to some extent coal. However, there have also been shifts in the transportation sector.

Japanese gasoline demand declined in 2006, and across the OECD as a whole in the past two years,
transportation fuel demand growth has fallen to 1.3% from 1.8% between 1996 and 2004 - despite
constant average real rates of GDP growth. In Japan, there has been a clear switch towards smaller,
more efficient vehicles and while it may be some time before the average US commuter drives around
in a‘super mini’, ashift away from some of the light truck-based SUV s has been seen.

Many countries have power plants with dual-fuel capabilities, or spare capacity that can use fud oil,
which makes it the ideal fuel in the event of sudden demand spikes, price shifts (of natura gas), or
supply disruptions. Examples of this are manifold: in Japan

following the nuclear shutdown in 2003, in the US following  p/4 Medium-Term Balance
Hurricanes Katrina and Rita and in ltay after the 3.0

Russia/Ukraine dispute in early 2006. Much of China's oil

demand surge in 2004 came from utilitiesin an effort to fill a

severe domestic power shortage. 20

In Europe (and other countries), there is growing competition
for limited, and possibly faling, gas supplies from Russia
Fuel oil could fill this gap, either providing supplementary
support for power generation, or (more likely) Russiawill burn
more fuel oil to displace domestic gas consumption - either

way more fuel oil could be used at some point in the future. 2006 2007 2008 2000 200 201
Furthermore, fuel oil’s structural decline has masked a highef o Non-0PEC Growth OPEC Cap. Growth
underlying growth rate in transport - without fuel oil’sdecling,  em==pemand Growth

oil demand growth would be much higher.

1.0

On the trangportation side, if prices do not keep on rising, many consumers will quickly acclimatise to
the new levels, possibly rolling back some of the marginal economy measures seen recently. This,
however, can be offset if government policies maintain the recent trend towards more fuel-efficient cars.

Ultimately, the recently published update to the Medium-Term QOil Market Report forecasts that oil
demand growth in OECD countries will average 420 kb/d over the next five years, but will be three
times faster in non-OECD countries. And, barring a global slowdown, in just three years the rate of
oil demand growth will once more outstrip the growth of new oil supplies. Without stronger policies to
stem demand growth (including effective implementation of those announced by the EU and US) or more
repid growth of oil capacity, the dim respite from tight spare capacity may prove very brief.
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DEMAND

Summary

» Global oil product demand has been revised upwards by 111 kb/d in 2006, to 84.5 mb/d, and by
273 kb/d in 2007, to 86.0 mb/d. However, given revisions to the 2005 baseline, particularly in
China, the annual growth rate for 2006 remains virtually unchanged at +1.0%, while that of 2007 is
increased to +1.8%.

Global Oil Demand from 2005 to 2007
1Q05 2Q05 3Q05 4Q05 2005 1Q06 2Q06 3Q06 4Q06 2006 1Q07 2Q07 3Q07 4Q07 2007
Demand (mb/d) 84.66 82.48 83.39 84.25 83.69 85.03 83.27 84.12 85.54 84.49 86.25 84.55 85.96 87.40 86.04
Annual Change (%) 2.8 1.7 1.7 0.2 1.6 0.4 1.0 0.9 1.5 1.0 1.4 1.5 2.2 2.2 1.8
Annual Change (mb/d) 2.32 134 140 0.21 1.31 037 079 0.73 129 0.80 122 128 184 186 155
Changes from last
month's report (mb/d)

0.1 0.1 0.1 0.1 0.1 0.2 0.2 02 -0.2 0.1 0.2 0.3 0.7 -0.1 0.3

» OECD ail product demand has been lowered by 97 kb/d in 2006, as a result of large revisions,
notably to US data, and continuing mild temperatures throughout December that curbed heating
and residual oil demand. Oil product demand in the region is expected to decline by 0.8% in 2006
on an annua basis, but should rebound by 0.8% in 2007.

Global Oil Demand by Region

(million barrels per day)

Demand Annual Change Annual Change (%)

2006 2007 2005 2006 2007 2005 2006 2007

North America 25.28 25.70 0.14 -0.24 042 0.6 -0.9 1.7
Europe 16.20 16.22 0.06 -0.03 0.02 0.4 -0.2 0.1
OECD Pacific 8.45 8.44 0.10 -0.14 -0.01 1.2 -1.6 -0.1
China 7.12 7.56 0.27 043 044 4.2 6.4 6.1
Other Asia 8.88 9.05 0.16 0.10 0.17 1.8 11 1.9
Subtotal Asia 24.45 25.05 0.53 0.39 0.60 2.2 1.6 2.4
FSU 3.97 4.02 0.04 0.17 0.05 1.2 4.5 1.1
Middle East 6.45 6.77 0.32 033 0.32 5.6 5.4 5.0
Africa 2.94 3.01 0.08 0.07 0.06 3.0 2.4 2.2
Latin America 5.20 5.28 0.13 0.11 0.09 2.7 2.1 1.7
World 84.49 86.04 131 080 1.55 1.6 1.0 1.8

* Non-OECD oail product demand has been adjusted upwards in 2005, 2006 and 2007, due to a
reappraisal of Chinese apparent demand, which is now seen to reach 7.1 mb/d in 2006 and 7.6 mb/d
in 2007. As such non-OECD oil product consumption is forecast to grow by 3.6% and 3.2% in
2006 and 2007, respectively.

Worldwide Overview

Despite milder-than-expected temperatures and given a large revision to China's apparent demand
estimates, we have revised upwards our global demand forecast for 2006. The Chinese revisions and
new preliminary data have also led to upward changes in our 2007 estimates. In volumetric terms, we
expect demand to average 84.5 mb/d in 2006 and 86.0 mb/d in 2007. In percentage terms, demand
growth remains virtually unchanged in 2006 at +1.0% given the change of China's 2005 baseline, and
increases to +1.8% in 2007 (compared with +1.6% in our previous report).

The world economy is poised to weaken only marginally this year, despite the much-trumpeted
slowdown of the US economy. Although the evidence is till patchy, some economists argue that the
effects of the weaker housing market may be fully felt only by the middle of 2007. In the meantime,
we have maintained our assumption of 2.4% for US GDP growth in 2007.

4 13 FEBRUARY 2007
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Global Demand Growth 2005/

thousand barrels per day

57 FUOPCa5 FSU
North America 27 45 170 45
421 .
143 240 Middle East .
325 332 319 Asia
B [ 596
526 390
Latin America 83 % -
134 106 86
[ ——
Total Global
Demand Growth
(mbr/d)

2005 131 16%
2006 0.80 1.0%
2007 155 1.8%

With respect to China, economic activity should be robust this year. Although China generates a
large share of GDP from exports, some analysts feel a slowdown in its mgor trading partners may
lead to further cost cutting, thereby benefiting outsourcing operations in low-cost countries.
Nevertheless, while many other Asian countries offer low-cost manufacturing, China arguably has
important technological strengths that would probably shield it from falling external demand.

OECD

Total OECD demand growth was negative in December (-2.8% versus levels of ayear ago) across al
regions. North American demand fell by 2.5%, given a sharp decline in both heating and fuel oil asa
result of continuing mild temperatures. In the Pacific, demand contracted even more (-3.5%), aso
because of benign weather. The climate story repeated itself in Europe, where total deliveries
contracted by 2.8%.

OECD Demand based on Adjusted Preliminary Submissions - December 2006
(million barrels per day)
Gasoline Jet/Kerosene Diesel Other Gasoil RFO Other Total Products
mb/d %pa mb/d %pa mb/dd %pa mbidd %pa mb/d %pa mb/[d %pa mbld %pa

OECD North America 10.84 0.5 191 -6.6  3.66 6.3 149 -20.7 1.04 -37.8 6.56 351 25.49 -2.5

USA* 9.31 0.1 1.69 -8.3 3.9 68 096 -289 051 -50.7 5.15 3.1 20.80 -3.2
Canada 0.71 23 012 57 0.17 6.8 0.39 01 021 6.7 0.70 158 2.30 6.6
Mexico 0.76 40 0.07 203 0.26 12 011 12 025 -341 0.66 -3.8 210 -4.9
OECD Europe 2.56 -0.3 1.27 1.3 3.9 43 223 -144 183 5.9 356 -3.3 15.34 -2.8
Germany 0.54 70 017 7.8 061 135 041 -183 0.9 -0.8  0.59 -04 251 1.0
UK 0.44 -46  0.39 -3.4  0.40 38 015 -6.3  0.09 57 037 -1.3 184 -1.6
France 0.22 -49 0.15 23 063 20 032 -270 013 -144 042 -4.2 1.87 -1.7
Italy 0.30 -7.0 0.08 50 051 -20 016 -200 026 -20.0 0.36 -7.5 1.68 -8.9
Spain 0.16 -26 011 1.7 048 12 0.26 -7.7 024 44 035 21 16l -0.9
OECD Pacific 1.71 -05 145 -156 1.29 -0.8 0.67 -150 1.06 -8.2 3.39 47  9.56 -3.5
Japan 1.13 -1.1 1.05 -170 0.66 -33 051 -180 053 -150 2.06 43 594 -5.9
Korea 0.17 6.1 027 -168 0.31 1.8 015 -26  0.50 06 1.11 75 252 15
Australia 0.35 -0.7 0.10 05 0.28 25 0.00 -423 0.02 -6.6 0.19 -6.6 094 -1.1
OECD Total 15.10 0.3 462 -7.7 885 43 439 -167 393 -17.6 1350 1.9 50.39 -2.8

* Fifty States Only

Newly submitted data suggest that warmer-than-normal temperatures reduced total consumption in
the OECD by much more than had been anticipated based on normal weather patterns. Our 4Q06
OECD demand estimate has thus been lowered by 370 kb/d. However, with a large miscellaneous-to-
balance for the fourth quarter, we are aware that significant shifts could occur when more accurate
official submissions are received. As such, OECD demand has been reduced by 97 kb/d to 49.2 mb/d
in 2006; for the year as a whole, we foresee regional demand falling by 0.8% on an annual basis. In
2007, consumption should increase by 0.8%, provided that winter temperatures are close to the
historica 10-year average.
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mb/d OECD: Total Oil Product Demand OECD North America: Residual
mb/d .
Fuel Oil Demand
2.0
1.8
1.6
1.4
1.2
. . ! . ! 1.0 T ; T ;
Jan Apr Jul Oct Jan Apr Jul Oct
Range 2001-2005 5-year avg Range 2001-2005 5-year avg
77777 2005 2006 - -—---2005 2006
mb/d OECD Europe: Heating Oil Demand mb/d OECD Pacific: Residual Fuel Oil Demand
3.3 1.45
3.1
29 1.35
2.7 1.25
25 1.15
2.3 ’
2.1 1.05
1.9
1.7 095
15 . . . : . . ! 0.85 . . . : :
Jan Apr Jul Oct Jan Apr Jul Oct
Range 2001-2005 5-year avg Range 2001-2005 5-year avg
77777 2005 2006 - -—---2005 2006
Total OECD Demand by Product
(million barrels per day)
Latest month vs.
2 2 4 1 2 N *
005 006 Q05 Q06 Q06  3Q06 Sep 06 Oct06 Nov 06 0ct06 Nov 05
LPG & Ethane 4.74 4.63 4.79 5.03 4.44 4.36 411 4.31 4.62 0.31 -0.14
Naphtha 3.22 3.18 3.09 3.22 2.94 3.13 3.13 3.28 3.37 0.09 0.24
Motor Gasoline 14.84 14.88 1476 1435 1496 15.27 14.88 1490 14.79 -0.12 0.07
Jet & Kerosene 4.25 4.18 4.40 4.48 3.99 3.98 3.99 4.04 4.22 0.18 -0.02
Gas/Diesel Oil 13.06 13.20 13.41 13.74 12.64 12.87 13.42 13.75 13.77 0.02 0.15
Residual Fuel Oil 4.44 4.02 4.50 4.64 3.79 3.81 3.69 3.69 3.87 0.18 -0.63
Other Products 5.06 5.09 5.02 4,73 5.23 5.38 5.37 5.21 5.23 0.02 0.00
Total Products 49.61 49.20 49.99 50.19 47.99 48.80 48.58 49.18 49.86 0.68 -0.32

* Latest official OECD submissions (MOS)

North America

According to preliminary data, December’s inland deliveries in the United States — a proxy of
demand — of al product categories bar naphtha, diesdl and ‘other products fell compared with year-
ago levels. Overal, total US petroleum deliveries shrank by 3.2% versus December 2005. Revisions,
meanwhile, stood at -213 kb/d in 4Q06, due to significant downward corrections to jet/kerosene,
diesel and heating oil demand (as a result of a reappraisal of exports figures), which offset upward
changesin other categories.

Heating and fuel oil demand in 4Q06 was extraordinarily weak, despite the fact that relatively modest
growth had been expected — since demand for both products, and particularly for fuel oil, had been
boosted by the 2005 hurricanes, which limited natural gas supplies. Indeed, the number of ‘ heating-
degree days or HDDs in December was about 12% |lower than the 10-year average. The unusually
warm weather not only eroded demand for both oil product categories, but it also encouraged further
shiftsto gas by industrial and utility users by moderating natural gas prices.

In his recent State of the Union address, President Bush announced ambitious goals to promote the
use of ethanol and other renewable fudls as gasoline blending components, in order to significantly
curb US gasoline consumption and hydrocarbon dependence over the next decade. The idea is to
raise the Federal Renewable Fuels Standard (RFS), which mandates the volume of renewable fuelsin
use, to 35 hillion gallons or 2.3 mb/d by 2017, compared with the current target of 7.5 billion gallons

6 13 FEBRUARY 2007
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or roughly 490 kb/d by 2012. The plan also assumes that mileage standards (the Corporate Average
Fuel Economy or CAFE) will increase by some 4% per year starting in 2010 for cars (2012 for SUV's
and light trucks). Overall, the policy would entail a reduction of about 20% of projected gasoline
demand by 2017.

kb/d US: Total Oil Product Demand kb/d US: Heating Oil Demand
22,500 1,900
22,000 1,700
21,500 1,500
21,000
1,300
20,500
20,000 1,100
19,500 900
19,000 - . : . : . : . : . : ! 700 . : . . : ; . ; .
Jan Apr Jul Oct Jan Apr Jul Oct
Range 2001-2005 5-year avg Range 2001-2005 5-year avg
77777 2005 2006 -----2005 2006

However, until concrete policy measures (both in terms of renewables and CAFE) have been
established, it is difficult to assess the full impact of these goals. Ethanol is currently blended with
only some 3 mb/d (roughly 30%) of all gasoline consumed in the US, and contains around 33% less
energy than gasoline on a volumetric basis. At first glance, gasoline demand should be inflated by a
similar proportion, but that can be misleading. Indeed, the replacement of MTBE with ethanol in
2006 will have resulted in a net 1.5% loss of energy content per gallon of gasoline, a much lower loss
than implied by the ethanol energy content alone. Nevertheless, it is possible that the energy 1oss will
be larger in future, but thiswill again depend on the precise fuel substitution that takes place.

kb/d US: Residual Fuel Oil Demand Heating Degree Days - US
1,250 Difference to 10-Year Average
30%
1,150 . 2005/2006 m 2006/2007
1,050 20%
950 10%
850 0% - -
750 I
-10%
650
550 . ; ; ; ; ; -20%
Jan Apr Jul Oct -30%
Range 2001-2005 5-year avg
,,,,, 2005 2006 Oct Nov Dec Jan Feb Mar Apr

On 1 January 2007, M exico rolled over price controls on LPG, a policy which has been in place since
2001. Under the scheme, LPG prices will increase every month by 0.3%, starting at roughly $0.85/kg
in January — about +2% for the entire year. Distribution companies complain that this will further
erode their profit margins — since inflation is expected to run at some 4-5% in 2007 — but the
government is unlikely to change course. Even though LPG demand has been subdued (faling by

kb/d Mexico: LPG Demand As % of Mexico: LPG Demand
460 Tot. Dem.
23.0
450
225
440
430 22.0
420 215
410 21.0
400 20.5
2003 2004 2005 2006 2003 2004 2005 2006
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1.9% in 2006 versus the previous year), mostly as a result of natural gas penetration, this product is
still the fuel of choice for cooking for most Mexican households, particularly in urban areas (it
accounts for almost 21% of total oil product demand). Removing price caps would thus be socialy
and politically sensitive, but would help improve the profitability of arefinery sector that needs to be
urgently upgraded.

OECD North America Demand by Product

(million barrels per day)

Latest month vs.

2005 2006 4Q05 1Q06 2Q06  3Q06 Sep 06 Oct06 Nov 06 Oct06 Nov 05
LPG & Ethane 2.82 2.79 2.83 2.98 2.65 2.66 2.56 2.69 2.84 0.16 0.06
Naphtha 0.46 0.45 0.31 0.37 0.41 0.45 0.51 0.48 0.50 0.02 0.21
Motor Gasoline 1059 10.73 10.60 10.35 10.80 11.00 10.70 10.80 10.67 -0.13 0.11
Jet & Kerosene 1.97 1.92 1.99 1.87 1.95 1.94 1.94 191 1.89 -0.03 -0.09
Gas/Diesel Oil 5.09 5.17 5.15 5.35 5.01 5.06 5.10 5.33 5.27 -0.06 0.19
Residual Fuel Oil 1.56 1.20 1.63 1.43 1.15 1.17 1.03 1.12 1.06 -0.06 -0.57
Other Products 3.02 3.02 3.00 2.78 3.14 3.18 3.16 3.11 3.06 -0.05 -0.06
Total Products 25.52 25.28 2551 2512 25.09 25.47 25.02 2544 25.30 -0.14 -0.14

* Latest official OECD submissions (MOS)

Europe

In December, oil product demand in Europe declined by 2.8% compared with the same month in
2005, dragged down mostly by heating oil (-14.4%). The conditions that prevailed in November
continued throughout December: mild temperatures (HDDs were some 16% lower than normal),
which depressed heating oil demand; low gas prices in the United Kingdom, which encouraged
subgtitution away from fuel oil for power generation (in

most of continental Europe natural gas prices are Heating Degree Days - OECD Europe
usually linked to ail prices); and plentiful stocks of Difference to 10-Year Average
heating oil in the continent’s main market, Germany.  30%

Only jet fuel and diesel recorded relatively strong — 20%

growth, following the traditional holiday season 10%

demand surge across the continent.

0%
By contrast to November, Germany's December ;g I I I
demand figures were revised only dlightly upwards

(+42 kb/d), mostly because of a reappraisa of

preliminary diesdd and heating oil consumption.  -30%
Moreover, preliminary December data suggest that  -40% 2005/2006  m 2006/2007

heating oil deliveries plummeted by 18.3%, with Oct Nov Dec Jan Feb Mar Apr

persistent mild weather and consumer stocks dill

relatively plentiful (with domestic storage tanks filled at around 64% of capacity by the end of the
month, four percentage points less than in November and dlightly below last year's level).
Meanwhile, wholesae product purchases ahead of the January VAT rise — notably of transportation
fuels — continued throughout December. Gasoline, jet/kerosene and diesel deliveries jumped by 7.0%,
7.8% and 13.5%, respectively, on an annual basis.

In both France and Italy, deliveries of heating oil were also quite weak (-27.0% and -20.0%,
respectively, compared with December 2005), again because of abnormally warm temperatures. The
mild weather also reduced the demand for electricity and hence for fuel oil (-14.4% in France and
-20.0% in Italy). In Italy, in particular, relatively cheap natural gas also helped maintain the
momentum for fuel substitution observed in the past few months.

-20%
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It should be noted that fuel oil consumption in Italy —which is much more dependent than France on
thermal power generation — would have fallen even more had it not been for reduced hydro-power
generation as aresult of lower-than-normal rainfall.

Pacific
According to December’s preliminary data, oil product demand in Japan continued its decline (-5.9%
compared with December 2005). This was primarily because of weak inland deliveries of gasoline
and kerosene, despite temperatures more in line with normal winter conditions (HDDs in the Pacific
were about 4% higher than the 10-year average) and only modest rise in residual fud oil resulting
from increased consumption by oil-fired power plants. However, as this report has previously argued,
structura forces — such as adoption of mini-vehicles and
hybrid cars as a result of high ail prices, the switch to Heating Degree Days - OECD Pacific
electricity and natura gas (from LNG trains) for Difference to 10-Year Average
heating, and more generally conservation and efficiency ~ 30%
efforts — are behind Japan’s falling oil product demand.  20%
Indeed, in 2006 gasoline consumption declined for the .,
first time since the 1974 oil shock (by 1.1% versus -
2005); on an annua basis, total oil product demand 9% i i
shrank by 2.5% last year. -10%

-20%
Nevertheless, Japanese oil demand could rebound again 300 I
if the country sees a repeat of nuclear power generation ™" 2005/2006 m 2006/2007
stoppages, as in 2003-2004. There have been some -40%
indications that this may be already occurring, but its Oct Nov Dec Jan Feb Mar Apr
effects remain to be evaluated.

Naphtha demand in K orea continued to grow strongly in December (+8.8% compared with the same
period of the previous year). Combined with sustained growth in transportation fuels, notably
gasoline, it contributed to raise the country’s total oil product demand by 1.5% on a yearly basis.
Naphthais expected to remain the driving force behind the country’s oil product consumption growth
as major petrochemical companies — notably Yeochun Naphtha Cracking Center (Korea's largest
ethylene maker), Lotte Daesan Petrochemical, Samsung Total Petrochemicals and LG Chem —
collectively increase production capacity by some 1.1 million tonnes per year. As such, in 2007
naphtha demand should grow by 3.2% on an annual basis after an estimated 4.0% rate in 2006.

kb/d Japan: Motor Gasoline Demand kb/d Korea: Naphtha Demand
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OECD Pacific Demand by Product

(million barrels per day)

Latest month vs.

2005 2006 4Q05 1Q06 2Q06 3Q06 Sep 06 Oct06 Nov 06 0ct06 Nov 05
LPG & Ethane 0.89 0.89 0.88 0.92 0.84 0.87 0.81 0.79 0.91 0.12 0.01
Naphtha 1.58 1.62 1.58 1.65 1.48 1.60 1.55 1.68 1.73 0.05 0.10
Motor Gasoline 1.61 1.59 1.61 1.57 1.56 1.63 1.56 1.56 1.57 0.02 -0.03
Jet & Kerosene 1.04 0.98 1.19 1.42 0.75 0.67 0.67 0.79 1.06 0.27 -0.01
Gas/Diesel Oil 1.87 1.82 1.91 1.92 1.79 1.69 1.70 1.77 1.91 0.15 -0.02
Residual Fuel Oil 1.05 1.00 1.07 1.16 0.95 0.91 0.93 0.87 1.02 0.16 -0.04
Other Products 0.55 0.55 0.55 0.67 0.50 0.52 0.49 0.47 0.56 0.09 0.00
Total Products 8.59 8.45 8.79 9.30 7.87 7.90 7.71 7.92 8.76 0.84 0.02

* Latest official OECD submissions (MOS)

Non-OECD

China

As flagged in the Oil Market Report dated 18 January 2007, China' s demand figures since 2005 have
been revised. Overall, these revisions — some of which were published in early February’s update to
our Medium-Term Oil Market Report — have increased our estimates of China's apparent demand in
2005 (+90 kb/d), 2006 (+147 kb/d) and 2007 (+206 kb/d). The respective annual growth rates now
stand at +4.2%, +6.4% and +6.1%. But, as we have cautioned in the past, we may further adjust our
series if we obtain better information regarding those areas where uncertainty still prevails, such as
smuggling, direct crude burning, or crude and oil product stock building.

Solving the Demand Riddle: China’s Refining Sector

Our revision of China’s demand figures since 2005 was prompted by a reappraisal of the preliminary
2005 baseline in light of newly submitted annual data and by more detailed throughput data by type of
refinery. Greater disaggregation of refinery runs and product output has allowed us to fine-tune our
estimates of apparent demand — defined as refinery output plus net oil product imports, adjusted for
fuel oil and direct crude burning, smuggling and stock changes — as well as our forecast for 2007.

It is important to note that we attempt to track demand on a product-by-product basis, as opposed to
calculating an aggregate demand figure based on crude production and net imports of crude and
products. This latter methodology has some benefits, but with the onset of strategic stock building
and a growing economy, it tends to overstate demand (sometimes significantly) since it counts crude
stocks as actual consumption. Our product-led approach is far from perfect and necessitates a good
understanding of China’s refining sector, but ultimately reveals more about total and disaggregated
demand trends, which can be hidden in a crude-led assessment.

Chinese refineries can be classified into three main categories: a) those belonging to Sinopec and
CNPC, which account for almost 90% of total capacity (the “Big Two”), b) state-owned “independents”
(relatively large refineries owned by local governments or joint ventures with international oil
companies), and c) “teapots” (small and unsophisticated units usually close to supply sources, either
domestic production or imports).

Our data suggest that independent and teapot output grew relatively rapidly in 2H06, due both to
higher capacity (from independents) and a more benign price environment (for teapots). In particular,
teapots (which tend to use fuel oil as refinery feedstock to produce mostly off-spec gasoil, residual
fuel oil and bitumen) were encouraged to increase their runs as the price of imported fuel oil fell
relative to domestic gasoil prices (which remained virtually unchanged over that period). However, if
late January’s rebound in international oil prices continues, teapot runs could be once again curtailed.

In December, net crude imports fell to 2.5 mb/d, roughly 700 kb/d below November's surge. With
refinery runs flat on a month-on-month basis, this suggests that China probably slowed down
somewhat its crude stock building. Still, as we noted in our previous report, given the lack of a clear
definition of stock ownership and control and non-availability of stock data, the potential use of the
country’s strategic petroleum reserve is subject to debate. Recent estimates put stocks at the Zhenhai
base at 25 million barrels by end-January, but other reports suggest they could be much higher.
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kb/d China: Total Oil Product Demand Y-0-Y China: Total Oil Product Demand
7,500 % Chg
18
7,000 16
14
6,500 12
10
6,000 8
6
5,500 4
u z
5,000 -
2003 2004 2005 2006 2003 2004 2005 2006

In early January, China's Ministry of Commerce issued the 2007 oil product import quota for private
companies. The quota, which applies to gasoline, jet fuel, diesel, naphtha, fuel oil and low-sulphur
waxy residue, will be 15% higher than last year, with roughly three-quarters allocated to state-owned
companies.

Million China's Private Sector Oil Import Quota
Tonnes EEN Quota *=====0; of Total Imports
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A limited reform of the ail product pricing regime was announced at the end of January, after an inter-
ministry meeting held by the National Development and Reform Commission (NDRC). The new
regime follows the lines we discussed in our last report, namely linking retail fuel pricesto the cost of
a basket of crudes (Brent, Dubai and Minas) and including an (as yet) unspecified margin, intended to
temper refiners losses (the so-called ‘crude cost plus margin formula). The new policy was
confirmed by the NDRC's Generad Secretary, Han Yongwen. Ultimately, this is a partiadl move
towards deregulation, and could be sustained for some time if combined with trade restrictions, but it
will still mean that the refining sector will not receive the same market signals as other Asian refiners.
Its effectiveness will once again depend upon the frequency of price changes, and in a rising price
environment would encourage refiners to keep crude stocks to a minimum and hold back product
stocks ahead of a pending price change.

China Demand by Product

(thousand barrels per day)

Demand Annual Change Annual Change (%)

2005 2006 2007 2006 2007 2006 2007

LPG & Ethane 649 635 643 -15 8 -2.2 1.3
Naphtha 707 823 907 116 84 16.4 10.3
Motor Gasoline 1131 1166 1225 35 59 3.1 5.1
Jet & Kerosene 246 280 299 34 19 13.8 6.8
Gas/Diesel Oil 2239 2315 2458 76 144 3.4 6.2
Residual Fuel Oil 778 594 569 -184 -25 -23.6 -4.2
Other Products 943 1310 1457 367 147 38.9 11.2
Total Products 6693 7123 7559 430 436 6.4 6.1
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Towards Chinese Gasoline Imports?

Over the past few weeks, following the release of Chinese oil product trade data, many analysts are
wondering whether China will cease to be a gasoline exporter in the medium-term. Indeed, China’s
net exports of gasoline shrank by almost 39% in 2006 to 80 kb/d, the largest fall in percentage terms
since the 2003 peak (imports are currently negligible, representing less than 2% of exports). As such,
the country is no longer Asia’s largest gasoline exporter (it has been already overtaken by Taiwan,
and could also be surpassed by India, possibly this year).

China's Net Gasoline Exports
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Most observers attribute this fall to China’s voracious appetite for gasoline, estimated at almost
1.2 mb/d in 2006. Vehicle sales rose by 25% to a record of 7.2 million units in 2006, and are
expected to increase at a similar rate this year. Undoubtedly, China’s expanding fleet is a key factor
behind gasoline’s export weakness, which has clearly coincided with the acceleration of gasoline
demand observed in 2004. However, refining decisions have also played an important role, as
Chinese refiners maximize or minimize the production of certain products depending on demand,
prices and government pressures. For example, in 2006 the government sought to avoid a repeat of
the previous year's diesel shortages and prompted local refiners to boost diesel production over jet
fuel output, even though the latter was more lucrative (since it could be exported at international
prices). Also in 2006, refiners prioritised naphtha over gasoline production, given the sharp increase
in the country’s petrochemical capacity.

Therefore, to conclude that China will inexorably become a net gasoline importer may be premature.
In addition to refining shifts, a variety of policy measures could help nurture efficiency gains and
hence tame the relentless rise in domestic demand. Taxes on big cars are relatively high,
presumably aimed at encouraging the expanding Chinese middle class to purchase more fuel-
efficient vehicles. In the same vein, the government may reform its pricing mechanism to better
account for supply costs and environmental externalities. Moreover, two organizations (the National
Clean Vehicle Co-ordination Leading Group Office and the China Automotive Technology and
Research Centre) are expected to launch a programme to research and promote the use of CNG as a
vehicle fuel in order to address the soaring traffic jams and air pollution. Currently there are only
about 300,000 gas-powered vehicles in China, including those burning LPG and CNG. Finally,
cultural patterns may also play a role. For example, the Chinese are more likely to fly or take the train
when travelling to the country’s heartland.

In December 2006, for example, domestic ex-refinery prices for gasoline and diesel stood at about
Rmb 5,200 and Rmb 4,570 per tonne, respectively, compared with Singapore’'s Rmb 5,509 and Rmb
5,352 — a price gap of Rmb 309 (6% higher than the domestic price) and Rmb 782 (17%). It remains
to be seen whether the average gap between domestic and international prices narrowed in January,
given the rebound in international crude prices and the government’s retail price cut. If so, retail
margins, particularly of gasoline, may have improved over the past month.
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China Crude & Product Trade

(thousand barrels per day)

2005 2006  1Q2006 2Q2006 3Q2006 4Q2006 Oct06 Nov06 Dec 06

Latest month vs.
Nov 06 Dec 05

Net Imports/(Exports) of:

Crude Oil 2386.8 2786.8 2878.3 28205 2756.6 2694.1 2362.6 3219.7 2516.8 -702.9  164.7
Products & Feedstocks 479.4  607.2 511.7 765.3 707.3 4443 513.7 417.6 400.7 -16.8  -200.9
Gasoil/Diesel -19.2 -1.4 -9.7 -13.9 -6.5 24.0 6.1 29.0 37.1 8.1 48.9
Gasoline -130.4  -79.7 -107.2 -56.4 -63.4 -92.3 -85.9 -103.4 -88.0 15.4 -22.3
Heavy Fuel Oil 418.3 4483 406.2 522.3 574.5 290.1 357.5 281.7 230.8 -50.9 -222.9
LPG 194.3 165.5 145.8 227.0 124.6 165.0 134.0 196.2 165.8 -30.4 -5.0
Naphtha -34.9 -22.8 -15.4 -36.1 -30.6 -9.0 9.4 -33.1 -4.0 29.1 -27.7
Jet & Kerosene 10.9 385 43.2 329 43.3 34.7 75.8 27.9 0.4 -27.5 -23.6
Other 40.3 58.8 48.8 89.5 65.3 31.7 16.9 19.2 58.6 39.4 51.8
Total 2866.2 3394.0 3390.0 3585.8 3463.9 31384 2876.3 3637.3 2917.6 -719.7 -36.2

Sources: China Oil, Gas and Petrochemicals plus IEA estimates.

Other Non-OECD

According to preliminary data, India’s oil product demand rose by a modest 1.4% year-on-year in
December, as strong gains in transportation fuel (gasoline sales rose by 6.8%, jet/kerosene by 9.7%
and gasoil by 7.8%) were offset by declinesin residual fuel (-10.2%) and other products (-9.1%).

The strength of transportation fuels sales is arguably related to stock building, since retailers kept
November’s inventories low in anticipation of that month’sretail price cut. In addition, a court ruling
banning truck overloading came into force in December, resulting in more vehicles on India' s roads.
Nevertheless, we estimate that India’ s oil product demand rose by 2.7% in 2006, virtually unchanged
versus our last report.

It should be noted that November’'s naphtha demand growth rate for 2006 has been revised
downwards to +25.6%, instead of the preliminary +47.6%. Nevertheless, these figures reflect the
insufficient — albeit somewhat unexpected — availability of natural gas in late 2006, which forced
petrochemica plants and domestic utilities to use naphtha as a feedstock to respectively produce
fertilisers and generate electricity. The scarcity appears to have extended into January, since once of
the main sources of LNG imports, Qatar’s RasGas 2 plant, declared force majeure on deliveries and
deferred two cargo loadings contracted by India's Petronet until late in the month. According to
reports, industrial customers in western and northern India were severely affected by this
shipment delay.

kb/d India: Total Oil Product Demand kb/d India: Naphtha Demand
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FSU apparent demand — defined as domestic crude production minus net exports of crude and oil
products — was revised upwards by 176 kb/d in 4Q06. In general terms, this adjustment — explained
by higher-than-expected crude production from Caspian countries, coupled with lower-than-expected
net crude exports and flat net oil product exports — amost offsets the one we made last month and
highlights the erratic quality of the region’s data on oil production and trade. For 2006, this revision
tranglates into a 60 kb/d upward adjustment, bringing the region’s annua growth rate to 4.5%.

Following legislation approved last November, Russia’s domestic natural gas prices for industrial
consumers went up by 15% in early January. This was the first step to gradualy bring into line
domestic and international prices. The stated goal is to double prices by 2011, which implies staged
increases of 13-14% over the next two years (a period of crucia electora activity) and by as much as
25% per year afterwards. Still, domestic prices are well below those of Russia, via state-owned
Gazprom, charges to its neighbours. As such, it remains to be seen whether these gradual hikes will
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help reduce the inefficient use of natural gas in Russia, and more importantly, whether they will lead
to a market-driven, as opposed to mandated, rise in domestic fuel oil consumption in order to free
valuable gas volumes for export. The IEA noted in its update to the Medium-Term Gas Market
Review a pending gap between European demand and Russian supplies, which would have to be met
through increased use of other fuels in Europe to offset lower supply, or in Russiato free-up more gas
for export.

Brazil’s Relentless Biofuels Drive

The drive towards the widespread use of biofuels in Brazil has been boosted by the rapid adoption of
B2, composed of 98% conventional diesel and 2% biodiesel. B2 was approved in December 2004 by
the country’s oil sector regulator the ANP. BR Distribuidora, Petrobras’ distribution arm and the
largest player in the sector, is already selling B2 in some 3,800 out of the company’s 6,000 service
stations — compared with only three outlets eight months ago. It has also adapted most of its
operating bases and major terminals to receive the new fuel.

As such, B2 now accounts for almost 15% of all diesel sold in Brazil, from virtually none until mid-
2006. In practice, though, biodiesel content represents only about 2 kb/d. By the end of the year BR
Distribuidora should also be selling B30 and B100 (with 30% and 100%, respectively, of biodiesel
content). B100, in particular, will be geared towards electricity generation and waterborne and urban
public transportation.

kb/d Brazil's B2 Diesel-Type Demand
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SUPPLY

Summary

World oil supply increased by 175 kb/d in January, reaching 85.5 mb/d. Increments in January
centred on the FSU, China and Latin America. Counting Angola within the OPEC category, total
OPEC supply (crude and NGLs) fell by 155 kb/d. Estimates for November and December global
supply were reduced by 65 kb/d and 120 kb/d respectively, as upward revisions to OPEC crude
supply failed to offset weaker-than-expected output from the Americas.

Non-OPEC supply is adjusted down by 70 kb/d for 2007, to 50.5 mb/d (aside from the one-off,
1.7 mb/d adjustment following the reclassification of Angola within OPEC). Growth in 2007 is
expected to amount to 1.1 mb/d (2.2%). Thisfollows a non-OPEC increment of 0.6 mb/d (1.2%) in
2006 (0.4 mb/d if Angola is excluded). Downward revisions for 2007 are focussed on North
America (largely restricted to 1Q), China, Ecuador and Argentina. FSU supply is revised up by
35 kb/d for 2007, although 1Q output is revised down on scheduled power supply work in Russia.

Total OPEC crude supply reached 30.2mb/d in January. Some 1.5 mb/d of this represents
production from new member Angola, which joined OPEC on 1 January 2007. Including Angola
for both months, OPEC crude supply was down by 180 kb/d versus December following lower
supply from Irag, Venezuela, Nigeria, Libya and Kuwait. Spare capacity remained unchanged at
around 2.5 mb/d on an effective basis.

OPEC-10 (excluding Angola and Iraq) output fell by 100 kb/d to 27.0 mb/d last month.
Although individual production targets have little relevance, collectively OPEC-10 have been
working towards a 26.3 mb/d target since November, with a further cut of 500 kb/d scheduled from
1 February. Angola, like Iraq, is currently exempt from production cuts.

While further cuts in actual supply from February have been flagged by Saudi Arabia,
Venezuela, Nigeria, the UAE and Algeria amongst others, this next phase moving towards an
apparent 25.8 mb/d target could take OPEC supply below the likely range for the 2Q “call’.

The ‘call on OPEC crude and stock change', adjusted to incorporate Angola within OPEC, now
shows modest growth for 2007, averaging 30.6 mb/d compared with 30.3 mb/d last year. The first
quarter call stands at 31.0 mb/d, up 0.4 mb/d on last month’s equivalent due to weaker non-OPEC
supply and stronger demand. 2Q and 3Q07 levels are also revised up by an average 0.5 mb/d, to
29.4 mb/d and 30.7 mb/d respectively, on the strength of higher demand expectations.

OPEC Crude and Non-OPEC Oil Supply
January 2004 to December 2007
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All world oil supply figures for January discussed in this report are |EA estimates. Estimates for
OPEC countries, Alaska, and Russia are supported by preliminary January supply data.
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Note: Random events present downsiderisk to the non-OPEC production forecast contained in
this report. These events can include accidents, unplanned or unannounced maintenance,
technical praoblems, labour strikes, political unrest, guerrilla activity, wars and weather-related
supply losses. Allowance has been madein the forecast for scheduled maintenancein all regions
and for typical seasonal supply outages (including hurricane-related stoppages) in North
America. These aside, no contingency allowance for random events is subtracted from the
supply forecast. While upside variations can occur, experiencein recent yearsindicatesthat the
random events listed above may cause supply losses of between 300 kb/d and 400 kb/d for
non-OPEC supply each year.

OPEC

OPEC crude supply averaged 30.2 mb/d in January, including 1.5 mb/d from the organisation’s
newest member Angola, which joined on 1 January after being admitted at the December OPEC
meeting in Abuja. A like-for-like comparison for the new OPEC-12 shows supply down by 180 kb/d
versus December. Iraq and Nigeria saw supply reduced by a combined 160 kb/d, although more due
to renewed disruptions than deliberate production restraint. Meanwhile, Venezuela is assessed to
have cut supply by some 60 kb/d and Kuwait and Libya by 10-20 kb/d each. Saudi Arabian supply
was unchanged in January at the downward-revised December level of 8.7 mb/d. Increased supplies
compared with December came from Angola (40 kb/d), Iran (25 kb/d) and Indonesia (5kb/d).

OPEC Crude Production®*

(million barrels per day)

Sustainable  Spare Capacity

1 July 2 1N ;
July 2005 ovember  January 2007 Production vs Jan 2007

Target? 2006 Target?®  Production Capacity’ Production
Algeria 0.89 1.34 1.39 0.05
Indonesia 1.45 0.86 0.95 0.09
Iran 411 3.90 3.90 0.00
Kuwait* 2.25 2.46 2.60 0.14
Libya 1.50 1.71 1.75 0.04
Nigeriab 231 2.15 2.47 0.32
Qatar 0.73 0.82 0.85 0.04
Saudi Arabia* 9.10 8.70 10.80 2.10
UAE 2.44 2.60 2.70 0.11
Venezuela® 3.22 2.49 2.70 0.21
Subtotal 28.00 26.30 27.02 30.11 3.09
Angola® 1.51 1.51 0.00
Iraq 1.65 2.50 0.85
Total 30.18 34.12 3.94
(excluding Iraqg, Nigeria, Venezuela., Indonesia 2.47)

1 Angola joins OPEC effective 1 January 2007.

2 Target production levels superseded by decision to cut output by 1.2 mb/d from 1 November 2006 and
0.5 mb/d from 1 February 2007. Implied aggregate production targets around 26.3 mb/d from November
and 25.8mb/d from February.

3 Capacity levels can be reached within 30 days and sustained for 90 days.

4 Includes half of Neutral Zone Production.

5 Nigeria excludes some 545 kb/d of shut-in capacity.

6 Includes Orinoco extra-heavy oil assumed at 580 kb/d in January.

Progress by the OPEC-10 in reducing supply towards the collective target of 26.3 mb/d appears to
have been patchy, as OPEC-10 output stood close to 27.0 mb/d in January. However, further cutsin
supply from February have been flagged by Saudi Arabia, Venezuela, Nigeria, the UAE and Algeria
amongst others. As we note below, the next phase of cuts to 25.8 mb/d from February may be
unnecessary if this report’s expectations for alikely range in the ‘call on OPEC’ are realised.

Spare capacity among OPEC members reached 3.9 mb/d in January, albeit 1.5 mb/d of this was
located in Irag, Nigeria, Venezuela and Indonesia where long-standing impediments to raising actua
production render this portion of spare capacity inaccessible. The more realistic measure of
‘effective’ spare capacity is therefore measured at 2.5 mb/d, with Saudi Arabia holding around
2.1 mb/d of the total. Although the margin of effective capacity remains dlim in historical terms, it is
nonetheless at its highest level since December 2002, as OPEC members ramped up production after
the Venezuelan oil workers strike, but before the further narrowing seen in early 2003 due to Nigerian
outages and the Iraq war.
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Nigerian supply fel further, to 2.15 mb/d in January. We estimate some 620 kb/d of production
remained shut-in on an average monthly basis due to security concerns and attacks on flow stations.
Estimates of lower supply on awellhead production basis were backed up both by lower export levels,
and the fact that all three Nigerian refineries were out of operation for the bulk of January (although
Port Harcourt had resumed operations in early February). State oil company NNPC announced it
would cut previously scheduled February export loadings of 2.4 mb/d by 250 kb/d, with expected
March levels of 2.5 mb/d to be cut by 300 kb/d. This was reportedly being done in order to meet
OPEC commitments to reduce supply. Bearing in mind that Nigeria had pledged cuts totalling less
than 150 kb/d for November and February combined, market sources suggested the higher announced
cuts merely reflected the intensifying problems the country faces in sustaining production.

The recent February 2007 update to the Medium-Term Qil Market Report (MTOMR), had in fact
stripped out long-term shuttered production of some 550 kb/d from capacity projections throughout
2007. This followed not only a perception that the security situation could worsen in the run-up to
April Presidential elections, but also specific statements from operator Shell that it was not planning
on the basis of this capacity being reinstated before 2008. That said, a modest piece of good news
emerged on 7 February when Chevron announced that it had restored some 13 kb/d of Escravos
production at the Makaraba flow station. This was part of some 140 kb/d of output closed by
community unrest in early 2003, of which some 85 kb/d has now been restored.

Iraqi crude supply (net of field reinjection and deliveries into storage) fell by 120 kb/d in January to
1.65 mb/d. Exportsfell to their lowest level since January 2006 at 1.3 mb/d, while domestic crude use
in refineries and for power generation remained constrained at 355 kb/d. A more significant increase
in crude runs failed to materialise, as utilisation rates at the 300 kb/d Baiji refinery remained low in
light of recent power outages, sabotage and threats against workers.
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Abuja: A Cut Too Far?

OPEC risks over-compensating in its attempts to rebalance fundamentals and to support prices
above what, increasingly, looks like a preferred floor of $50-$55/bbl. The Doha meeting’s reduction in
OPEC-10 target to 26.3 mb/d from November was augmented by an agreement to curb supply by
(apparently) a further 500 kb/d from February. But any concerns within OPEC over compliance with
the latest target may prove unfounded. Upward demand revisions, a now-weaker non-OPEC growth
trend and declining Iragi production all point to markedly tighter global balances. The OMR now sees
a 2007 ‘call on OPEC crude and stock change’ oscillating in a 29.4-31.4 mb/d range, averaging
30.6 mb/d for the year overall.

Theoretical 'Call ' on OPEC-10 Crude for 2007

(thousand barrels per day)

2007

1Q 2Q 3Q 4Q

1 Call on OPEC Crude + Stock Change 31.0 29.4 30.7 31.4

2  Angola (pre-OPEC OMR forecast) 15 1.6 1.8 1.9

3 Irag (average six months Aug 06-Jan 07) 1.9 1.9 1.9 1.9

4 Irag (January production) 1.7 1.7 1.7 1.7

5 Misc to balance & non-OPEC downside risk 1.0 1.0 1.0 1.0

1-2-3  Implied "Minimum" Call on OPEC-10 27.6 25.9 27.0 27.6

1-2-4-5 Implied "Maximum" Call on OPEC-10 28.8 27.1 28.2 28.8
Apparent target from 1 February 2007 25.8
January OPEC-10 Crude Production 27.0

The actual production level that OPEC-10 decide upon relative to the latest target will partly depend
on supply from OPEC’s two ‘freelance’ members. This report’'s Angolan forecast, made before OPEC
membership came into effect, saw output rising from 1.5 mb/d currently to 1.9 mb/d by the end of the
year. Progressive increments from the deepwater Dalia, BBLT and Greater Plutonia fields account
for the increase. Angola for now remains outside any OPEC agreements to curb production. Iraq
meanwhile has struggled in recent months to sustain 2.0 mb/d, let alone nameplate capacity of
2.5 mb/d. Sources within Irag suggest that wellhead capacity could indeed regain the higher level,
but that severely disrupted access to export capacity and local refineries will constrain Iraqgi supply for
some time to come. We therefore present two Iragi supply scenarios — the recent six-month average
of 1.9 mb/d, or more pessimistically, a continuation of the 1.7 mb/d seen in January, amid more
serious export and refining disruptions.

Acknowledging the raft of uncertainties that underpin this outline, OPEC-10 may already be producing
below the habitual seasonal product demand ‘low’ of the second quarter. Including non-OPEC
forecast risks (350 kb/d) and the OMR miscellaneous-to-balance (600 kb/d), the underlying ‘call’ for
OPEC-10 in 2Q could be as high as 27 mb/d, or as low as 26 mb/d. January OPEC-10 production
had already fallen to 27.0 mb/d. Bearing in mind the tendency for OECD refiner crude demand to
move higher in 2Q, unlike product demand, attempts to move towards the more stringent 25.8 mb/d
target could significantly erode stocks ahead of peak summer demand, markedly tightening market
sentiment. Of course, it may turn out that the Abuja pledge was more an expedient move to prop up
prices than a statement of actual production intent. Either way, our balances also suggest that the
tricky task for OPEC of reaching agreement on a production ceiling for Angola can probably be left
aside for now.

A January export schedule of 1.46 mb/d had aways appeared ambitious, given that the delayed
installation of metering equipment at Basrah was due to disrupt loadings for severa days around mid-
month. However, weather-related loading delays further crimped southern exports via the Gulf. In
the event, shipments from Basrah and Khor al-Amaya are thought to have dlid to 1.2 mb/d from
1.4 mb/d in December. However, some 3 mb of Kirkuk crude was lifted from Ceyhan in Turkey
between 25 and 31 January by Cepsa, ERG and Total. This added 97 kb/d to the January export total,
alongside 13 kb/d of cross-border shipments into Syria. It was unclear at the time of writing whether
northbound pipeline shipments from Kirkuk to Ceyhan had recommenced after further sabotage, but
no further liftings from Ceyhan are imminent as stocks are believed to be only around 1 mb.
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The Saudi Arabian crude supply estimate for December was revised down by 100 kb/d to 8.7 mb/d
in light of updated tanker data and reported production levels. January supply is assessed unchanged,
although Aramco has signalled to Asian term buyers that exports will be curbed by between 10-13%
in February compared with 8-9% in January. Moreover, steep price increases for March exports
suggest supply remaining constrained next month.

Estimates for Iranian supply in December have been revised up from 3.75 mb/d to 3.88 mb/d on the
basis of more detailed tanker sailings data. Output is thought to have remained close to 3.9 mb/d in
January. However, evidence of rising supplies may not trandate into volumes immediately available
to the market. There have been reports that NIOC has been storing heavy, sour crude again offshore
in the vicinity of Kharg island, with most recent estimates suggesting around 14 mb on seven VLCCs.
It would appear therefore that Iranian moves to comply with supply cuts totalling some 250 kb/d for
November and February have been focused on building floating storage rather than cutting loadings
and wellhead production.

Announcing modified terms for buyback contracts under which cooperation with foreign upstream
companies will be governed, NIOC signalled that production sharing remains off the agenda. Foreign
companies, while in favour of the extended duration of the new deas, and more flexible capital
expenditure ceilings, saw little to suggest the new technical service contracts were a fundamental
departure from the old model. Foreign companies are still obliged to relinquish operatorship to NIOC
for the production phase, but they may be retained in an advisory capacity. The absence of
economically attractive upstream terms is seen by many as a barrier to Iran attaining its medium-term
plans to expand liquids production capacity in excess of 5 mb/d.

Recent reports suggest that Venezuela is now curbing output in response to the cuts agreed in Doha.
Conversely, it appears that output, after falling initially in November due to maintenance at a heavy
crude upgrader unit, may have rebounded in December. Our Venezuelan supply estimate for
December is therefore revised up from 2.5 mb/d to 2.55 mb/d. Mid January saw widespread reports
that operators of the country’s four Orinoco joint ventures, based on 630 kb/d of heavy Orinoco crude
production, were curbing supply, with the Cerro Negro operators announcing force majeure on
exports. The Energy Ministry allocated some 106 kb/d of a pledged 138 kb/d cut due from last
November to the four Orinoco projects, suggesting the remaining 32 kb/d might come in part from
PDVSA's heavy Boscan crude. By implication, the cuts were not fully in place in mid-January
although the Minister said they would be by the end of January. Overall January supply is estimated
at 2.49 mb/d. Itisuncertain how afurther 57 kb/d cut due in February isto be allocated.

Progress toward the widespread renationalisation of Venezuelan energy assets gathered pace in
January and early February. President Hugo Chavez said that state PDV SA would assume a minimum
60% stake in the four heavy ail projects by 1 May 2007, bypassing earlier attempts at a negotiated
transfer of ownership. PDVSA stakes currently amount to around 40% on average. This came just
after the Venezuelan Congress granted the president powers to rule by decree. The moves are widely
seen as threatening existing plans to expand capacity at the four units. PDVSA had previoudy
increased royalty and income tax rates for foreign operators and switched service contracts governing
afurther 500 kb/d of crude production to mixed companies with magjority state control.

OECD

North America

US-— Alaska January actual, others estimated: Aggregate monthly datafor November, and weekly
indications for December and January, drag down the US supply baseline. Tota January liquids
supply is estimated at 7.6 mb/d, of which 5.3 mb/d is crude oil. Total US supply is now expected to
grow by 115 kb/d in 2007 to 7.5 mb/d, after only modest 2006 recovery of 60 kb/d following 2005's
extensive hurricane outages. However, the bulk of this year’s growth is expected to come from NGL
and ethanol rather than crude oil.

With Californian and Alaskan production remaining largely unchanged for November, downward
adjustments from aggregate supply data centre on the Gulf of Mexico (GOM) and other lower-48
states. Alaskan January supply also lagged expectations at 774 kb/d of crude, as a lack of storage at
the southern port of Vadez backed up North Slope production. First quarter Alaskan production has
been revised down by 45 kb/d due to these January delays and expectations that further disruption will
result from work by BP on replacing feeder pipelines affected by last year’s leaks.
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US crude oil prospects for 2007 remain undermined by the sluggish picture anticipated for both the
GOM and Alaska. GOM supply is now expected to grow by only some 30kb/d in 2007, to
1.42 mb/d. This follows news that BP has again deferred likely start up of its 200 kb/d Atlantis
project to late 2007 from mid-year. Next year’s key increment, Thunder Horse, has a so been pushed
back to late-year start-up. Aside from the ongoing risk of project slippage, the key driver of GOM
output in 2007 may again prove to be the level of hurricane-related outages. This report assumes
around 190 kb/d of production offline in the second half of 2007, consistent with the observed
five-year average. Deviations from our forecast will depend on whether the 2007 Atlantic storm
season more closely resembles 2005 (580 kb/d of lost 3Q and 4Q output) or 2006 (zero outages).

Canada — November actual: Sharply lower expectations for Canadian supply in the first half of
2007 are in part balanced by a 100 kb/d upward revision for the third quarter. This results in a
downward adjustment for 2007 as a whole of 20 kb/d. Total oil production rises from 3.2 mb/d in
2006 to 3.35 mb/d in 2007, with growth concentrated on Albertan bitumen supply and offshore east
coast production. Synthetic crude output growth levels off temporarily in 2007, with only the recent
Syncrude Canada Ltd. expansion to 350 kb/d capacity providing scope for year-on-year increment.
All three Albertan synthetic crude units have been subject to prolonged and unscheduled outages in
the past two years, athough arepeat of thistrend is not included in the forecast.

A diluent unit fire at the Suncor heavy oil upgrading plant in Alberta cuts January and February
supply by some 50 kb/d below capacity. Meanwhile, planned maintenance at the plant is now
scheduled for 2Q rather than a previously-assumed 3Q. Power generator problems and a plan to bring
forward September maintenance to February/March cut expected first quarter supply at the Hibernia
field offshore Newfoundland, to around 100 kb/d, from a prevailing 190 kb/d. Both incidents
combined, however, lead to a corresponding increase of around 100 kb/d in September production
compared with last month's forecast. We have also increased supply from the offshore White Rose
field on news that a seventh well due onstream at mid-year will raise capacity above 135 kb/d.
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3.50
2.05
1.95 3.30
1.85 \ ,
3.10 /
1.75 K
1.65 T T T T T T T T T T T T ) 2.90 T T T T T T T T T . . . )
Jan Mar May  Jul Sep Nov Jan Jan Mar May  Jul Sep Nov Jan
2006 @ ----- 2006 est. 2006 @ ----- 2006 est.
2006 2007 est. 2006 2007 est.

Mexico — December actual: Evidence continued to emerge in January supporting a weakening
Mexican supply profile in 2007. Pemex said it expected baseload Cantarell field production to drop
by some 15% in 2007, close to this report’s estimate. Total December Mexican production came in
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amost 200 kb/d below expectation at 2.98 mb/d of crude and 0.41 mb/d of NGL. However, this was
due in part to a computer outage at a gas lift plant at Cantarell, and January output is reported to have
rebounded. Nonetheless, the lower 4Q06 basdline lowers 2007 production by 20 kb/d to 3.48 mb/d (of
which 3.04 mb/d is crude ail), some 200 kb/d less than in 2006. Both the new Pemex management
team and the new government have ruled out any change in the country’s constitution which would
allow foreign companies access to the upstream sector on a production share basis.

North Sea

UK — November actual: Despite a number of downward field revisions (Alba, Clair) and deferrals
(both Brodgar/Callanish and Brenda/Nicol are pushed back from late 2006 start-up to spring 2007),
UK supply is revised up by 20kb/d for 2007.

Baseline field by field data suggest higher output  mub/d UK Crude Oil Production
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although this is subject to revision if Nexen's ramp-up target is met. Forties pipeline operator BP
e?vi sages Buzzard lowering the blend’s API by 2.9° in 2007, and by 3.5° in 2010 from a current level
of 44.6° API.

Former Soviet Union (FSU)

Russia — December actual, January provisonal: December Russian liquids production data
showed little change from last month’s provisional indications, with supply coming in at 9.84 mb/d,
some 2% above December 2005. Although Gazprom output came in dlightly lower-than-expected,
smaller producers performed dightly ahead of preliminary indications. There were also signs of a
long-expected, but belated surge in supply from the Exxon-operated Sakhalin 1 project in Russia’'s far
east, where output reached 160 kb/d, up from 97 kb/d in November.

January’s Sakhalin 1 production seems to have reached some 200 kb/d, with further increases towards
250 kb/d expected in months to come. All in all, January provisional data suggest a further rise in
Russian supply to 9.89 mb/d, 400 kb/d higher than last year when low temperatures curbed supply.
First quarter estimates for Rosneft and Surgutneftegaz have been cut after news that production will
be curbed while repairs to power lines are made in the Surgut region. However, this reduction is
offset for 2007 as a whole by higher than expected baseline output from Lukoil and Tatneft which is
carried through the forecast. Annua growth of 2.2% in 2006 is expected to be replicated in 2007,
Some 73% of an expected 225 kb/d increment in 2007 Russian supply is expected to come from
Sakhalin 1, highlighting the increasing concentration of growth compared with more broad-based
expansion seen early in the decade. However, the forecast aso assumes a modest increase in supply
from Lukoil and alevelling off in the recent decline from Y ukos assets.

However, concerns remain over the prospects for continued upstream investment by foreign
operators. Press reports in January suggested that Russia' s Energy and Natural Resources Ministries
have proposed to President Putin that all future offshore exploration blocks be alocated to state
producers Gazprom and Rosneft via closed tenders, compared with the existing open auction process.
Further, a proposed amendment to the Law on Minera Resources will recommend that oilfields
containing in excess of 70 million tonnes of oil (510 million bbls) should be classified as strategic and
that foreign companies will be precluded from taking controlling stakes during their devel opment.

An anticipated rise in December net FSU exports came in less than expected, with products
shipments levelling off at 2.4 mb/d, while crude flows increased by 160 kb/d. Rising Baltic, Druzhba
pipeline and Far East crude exports (including Sakhalin) offset a decline in Black Sea and BTC
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shipments. A sharp rise in scheduled January Russian crude exports is likely to have been partly
offset by disrupted Druzhba pipeline shipments to central Europe and power outages which curtailed
pumping to Primorsk on the Baltic. Delays transiting the Turkish Straits also increased in January.
Seaborne Russian crude exports are due to fall in February by as much as 170 kb/d, with the key ports
of Novorossiysk (Black Sea) and Primorsk (Baltic) feeling the brunt of the reductions. Thisis despite
a further fall in Russian crude export duties to some $180/tonne from 1 February. Duties have fallen
by over 20% from autumn 2006 highs.

FSU Net Exports of Crude & Petroleum Products

(million barrels per day)

2005 2006 1Q2006 2Q2006 3Q2006 4Q2006 Oct06 Nov06 Dec 06

Latest month vs.
Nov 06 Dec 05

Crude

Black Sea 2.27 2.22 2.25 2.26 2.27 2.08 2.14 2.12 2.00 -0.12 -0.32
Baltic 1.59 1.55 1.54 1.73 1.49 1.43 1.34 1.36 1.59 0.23 0.00
Arctic/FarEast 0.19 0.15 0.10 0.11 0.20 0.20 0.21 0.17 0.22 0.05 0.01
BTC 0.00 0.00 0.00 0.01 0.22 0.38 0.25 0.46 0.42 -0.04 0.42
Crude Seaborne 4.05 4.07 3.89 411 4.18 4.09 3.94 4.11 4.23 0.12 0.11
Druzhba Pipeline 1.15 1.20 1.20 1.16 1.23 1.19 1.12 1.20 1.25 0.05 0.12
Other Routes 0.25 0.38 0.31 0.38 0.38 0.47 0.46 0.48 0.47 -0.02 0.22
Total Crude Exports 5.45 5.65 5.39 5.65 5.80 5.75 5.53 5.79 5.94 0.16 0.45
Of Which: Transneft 4.04 4.09 4.05 4.23 4.16 3.94 3.78 3.88 4.15 0.26 0.05
Products

Fuel oil 0.93 0.95 0.87 1.05 0.94 0.95 0.95 0.94 0.95 0.02 -0.01
Gasoil 0.87 0.95 1.01 0.95 0.94 0.91 0.92 0.92 0.89 -0.03 0.07
Other Products 0.58 0.61 0.60 0.70 0.63 0.53 0.52 0.54 0.54 0.00 0.00
Total Product 2.38 2.51 2.47 2.69 2.50 2.39 2.40 2.40 2.39 -0.01 0.05
Total Exports 7.83 8.16 7.87 8.34 8.30 8.15 7.92 8.18 8.33 0.15 0.50
Imports 0.02 0.04 0.03 0.03 0.05 0.04 0.04 0.04 0.05 0.01 0.02
Net Exports 7.81 8.13 7.84 8.31 8.25 8.10 7.88 8.14 8.28 0.14 0.48

Sources: Petro-Logistics, IEA estimates
Note: Transneft data has been revised to exclude Russian CPC volumes.

After initialy rescinding crude transit fees in light of January’s export dispute with Russia, Belarus
has now said that these may now be reimposed. In a perhaps related development, reports emerged in
January that Russiaiis considering building a 1.0 mb/d pipeline link from the Druzhba line to Primorsk
on the Baltic that would bypass Belarus. Russian government sources also stressed during January
that in the longer run the country plans to rely increasingly on refined products rather than crude ail
exports, either through new domestic refineries or by Russian producer companies forming strategic
alliances with refiners overseas.
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Kazakhstan — December actual: An upward revision of 35-40 kb/d to 2006 Kazakh production
from annual data released at the end of the year carries lifts the 2007 forecast to 1.37 mb/d, from
1.33 mb/d in 2006. Crude oil accounts for some 80% of the total, with the remaining 270 kb/d of
2007 production classified as condensate from the Karachaganak field.

The availability of sufficient export infrastructure has long been seen as a binding constraint on
Kazakh ail production. Delays in expanding the CPC pipeline to Russia's Black Sea port of
Novorossiysk in particular risk delaying progress in expanding the Tengiz field and developing the
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Kashagan field. Addressing this issue, state company Kazmunaigaz announced it had signed a deal
with Tengiz and Kashagan operators to set up the Kazakh Caspian Transport System (KCTS),
comprising a pipeline to Kuryk on the Caspian coast and facilities to enable shuttle tankers then to
move crude across the Caspian to Baku. From there, crude would feed the existing 1.0 mb/d BTC
pipeline to the Mediterranean. Initial KCTS capacity from 2010/2011 is seen at 500 kb/d, rising later
to 760 kb/d.

Revisions to Other Non-OPEC Estimates

Downward revisions to non-OPEC supply for 2007 amount to 70 kb/d, after allowing for the shift of
Angola into the OPEC fold. Some 75 kb/d worth of downward adjustments for North America
counter a combined upward revision of 65 kb/d for the FSU and Europe. All of these revisions have
been discussed above. In addition, Chinese production for 2007 is revised down by 25 kb/d, based on
lower baseline supply for the end of 2006. Recent production levels suggest there may be further
downside adjustment to come for the Daging field, but this could be offset by higher levels than we

Revisions to Non-OPEC Oil Supply

(million barrels per day)

Last Month's OMR This Month's OMR This Month vs. Last Month
2006 2007 06v05 07v06 2006 2007 06v05 07v06 2006 2007 06v05 07v06
North America 14.30 14.39 0.16 0.09 14.26 14.32 0.12 0.06 -0.04 -0.07 -0.04 -0.04
Europe 5.20 5.13 -0.41 -0.07 5.20 5.15 -0.40 -0.05 0.01 0.03 0.01 0.02
Pacific 0.57 0.66 -0.01 0.08 0.57 0.66 -0.01 0.09 0.00 0.00 0.00 0.00
Total OECD 20.07 20.17 -0.26 0.11 20.03 20.13 -0.30 0.10 -0.03 -0.04 -0.03 -0.01
Former USSR 12.06 12.56 0.42 0.49 12.10 12.59 0.46 0.49 0.04 0.03 0.04 0.00
Europe 0.15 0.13 -0.01 -0.01 0.15 0.13 -0.01 -0.01 0.00 0.00 0.00 0.00
China 3.68 3.74 0.07 0.05 3.67 3.71 0.06 0.04 -0.01 -0.02 -0.01 -0.01
Other Asia 2.71 2.74 0.03 0.04 2.70 2.74 0.02 0.04 0.00 0.00 0.00 0.00
Latin America 4.41 4.58 0.12 0.17 4.40 4.54 0.11 0.14 -0.01 -0.04 -0.01 -0.03
Middle East 1.74 1.69 -0.12 -0.05 1.74 1.69 -0.12 -0.05 0.00 0.00 0.00 0.00
Africa* 2.58 2.73 0.11 0.15 2.58 2.73 0.11 0.15 0.00 0.00 0.00 0.00
Total Non-OECD* 27.33 28.17 0.61 0.84 27.34 28.14 0.63 0.80 0.02 -0.03 0.02 -0.05
Processing Gains 1.90 1.92 0.04 0.02 1.90 1.92 0.04 0.02 0.00 0.00 0.00 0.00
Other Biofuels 0.17 0.34 0.06 0.16 0.18 0.34 0.06 0.17 0.01 0.01 0.01 0.00
Total Non-OPEC* 49.47 50.60 0.44 1.13 49.46 50.53 0.43 1.08 -0.01 -0.07 -0.01 -0.06

OMR = Oil Market Report
* adjusted to exclude Angola

are currently showing from the westerly Changging area and from coal-to-liquids supply. Latin
American supply is aso reduced by 40 kb/d for 2007, following lower late-2006 production from
Argentina. In addition, we have adjusted Ecuadorean production in line with a new Energy
Ministry forecast, which envisages 2007 output dropping to some 505 kb/d from last year’ s 535 kb/d.
Prospects for foreign upstream investment in Ecuador have been affected by moves to strengthen the
role of state Petroecuador and potentialy to rejoin OPEC, which Ecuador left in 1992,
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OECD STOCKS

Summary

Total OECD industry oil stocks fell by 40.2 mb in December, as crude stock draws in all three
regions outweighed product stock builds in North America and Europe. Unusually warm weather
meant |ess heating fuel demand, while crude imports were reduced in anticipation of lower refinery
throughputs. The warm westher was not as pronounced in the OECD Pacific, where total product
stocks fell strongly in December. Nevertheless, despite the monthly stock draw, total end-
December OECD stocks were 78.5 mb higher year-on-year. Preliminary datafor January indicate a
net increase in oil stocks, as product inventory gains outweigh crude draws.

Preliminary Industry Stock Change in December 2006 and Fourth Quarter 2006

(million barrels per day)

December (preliminary) Fourth Quarter 2006

North America Europe  Pacific Total North America Europe  Pacific Total

Crude QOil -0.84 -0.10 -0.19 -1.14 -0.24 0.03 0.02 -0.20
Gasoline 0.36 0.03 -0.05 0.35 0.00 0.07 -0.01 0.06
Distillates 0.26 0.25 -0.32 0.19 -0.08 -0.01 -0.14 -0.23
Residual Fuel Oil 0.00 0.04 0.02 0.06 -0.02 0.02 -0.01 -0.02
Other Products -0.44 -0.01 -0.22 -0.67 -0.30 -0.02 -0.13 -0.45
Total Products 0.18 0.32 -0.56 -0.06 -0.40 0.06 -0.29 -0.64
Other Oils* -0.03 -0.03 -0.04 -0.10 -0.11 -0.06 -0.01 -0.18
Total Oil -0.69 0.19 -0.80 -1.30 -0.75 0.03 -0.29 -1.01

1 Other oils includes NGLs, feedstocks, and other hydrocarbons.

OECD crude il stocks fell by 35.3 mb in December, on draws in all three regions. The rapid
decline leaves stocks only 2.1 mb higher than at the end of 2005, compared with a year-on-year
difference of +29.4 mb for end-November stocks. The drawdown was most pronounced in North
America, where crude stocks fell by 26.1 mb, largely in the US. In the Pacific and Europe, crude
stocks fell by 6.0 mb and 3.2 mb respectively.

Total product inventories fell by a marginal 1.8 mb in December, and remain 66.1 mb higher
year-on-year. In Europe and North America, product stocks increased by 10.1 mb and 5.6 mb
respectively, but were offset by a hefty fall in Pacific product stocks of 17.5 mb. The unusually
warm winter temperatures reversed the normal seasonal decline in heating oil stocks, with
combined European and North American middle distillate inventories building by 15.9 mb. In
contrast, middle distillates in the Pacific fell by 9.9 mb. However, according to weekly data from
the Petroleum Association of Japan (PAJ), despite a further draw in January, crucial heating fue
kerosene stocks now stand around 44% higher than the four-year average.

Thetotal fourth-quarter OECD industry stock draw amounted to 1.0 mb/d, the strongest since
2002 for that period. The drawdown is dlightly lower than anticipated in last month’s report (based
on preliminary weekly data), when we estimated 1.1 mb/d. However, it should be noted that the
quarterly miscellaneous-to-balance is high at 1.4 mb/d — only part of which can be attributed to
anecdotal reports of Chinese stock building.

Forward demand cover for total OECD industry stocks stood at 53 days at the end of
December, one day lower than at end-November, but one day higher year-on-year.

Finalised data for November show a net upward revision of 2.3 mb for total industry stocks.
Total product stocks were revised upwards by 13.6 mb, offsetting downward revisions in crude
(-7.2 mb) and ‘other ails’ (-4.1 mb).
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OECD Industry Stock Changes in December 2006

OECD North America

North American crude oil inventories fell 26.1 mb in December. This was predominantly due to US
refiners importing less crude ahead of 1Q07 seasonal maintenance and end-year tax considerations,
leading to a 22.1 mb stock draw. This left US crude stocks 13.6 mb down on the year, while total
North American crude stocks were 19.2 mb lower than at the end of 2005. Mexican crude stocks aso
fell by 4.0 mbin December.

In January, weekly data showed US crude stocks rising by 6.4 mb, as some refiners shut down or
reduced runs for maintenance, and a spate