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MARKET COMMENTARY

Crude Oil

Respite until OPEC March 16 meeting

Over the past six weeks, oil prices fell from December 17 to
the beginning of January before surging again until the end
of January. Brent dated fell to USD 38.10/bbl on December
28 loosing 12.1% in less than two weeks while WTI Cushing 50
fell to USD 41.33/bbl on December 27 loosing 10.7%. Since 45
then, crude oil prices have rebounded, Brent dated reaching

USD 46.81/bbl on January 27 and WTI Cushing USD 40
48.84/bbl. However, Brent dated dropped by 2.6% at USD
44.95/bbl last Friday and WTI Cushing by 3.5% at USD 35
47.15/bbl. 30
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The spread between WTI and Brent varied widely during this

2
period, increasing from USD 2.96/bbl on December 17 to s
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USD 4.61/bbl on December 28. Then, it declined to USD c 52 T T % & = &5 & B8 32 O
0.30/bbl on January 10 and rebounded to USD 3.62/bbl on S 2 2353230 28

January 18. It dropped at USD 2.03/bbl on January 27.

Spreads between light crude oils and heavier crude oils  |ygg/bbl Brent - Urals Spread
showed a more stable pattern continuing their decline until 8

the end of December before surging again until the end of 7
January. Brent-Ural differential dropped from USD 4.05/bbl
to USD 2.90/bbl at the end of December reaching USD 6
5.00/bbl on January 27. Brent Dubai differential dropped 5
from USD 7.97/bbl to USD 3.97/bbl at the beginning of
January reaching USD 6.18/bbl on January 27.

At the beginning of January, the yoy oil prices variation
slowed down harshly from its +78.0% peak on October 22 to 2
+28.0% on January 3. However, it re-accelerated reaching 1

+52.9% on January 27. 833 g3 338
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Since the beginning of January, the oil market was primarily AaSfsa<s3°>53F8§0=248S

dominated by crude oil stocks decrease in the US and
temperatures below normal in the US during two consecutive  |US$/bbl WTI - Brent Spread
weeks. US crude oil stocks have declined more than expected
during two weeks (from 295 MM bbl on December 24 to 288 7.0
MM bbl on January 7) while at the same time temperature 6.0
dropped significantly in the main US heating oil consuming 5.0
regions. In addition, there were supply problems at some
major crude oil producers: apparently Saudi Aramco reduced 4.0
its deliveries by 0.5 MM bpd in accordance with the last 3.0
OPEC production cut decision (-1.0 MM bbl from January); 20
Norwegian production remained reduced significantly 10
(11.5% of Norway’s oil production) due to technical )
problems and high winds and stormy seas which have

hampered repair efforts; in Iraq, exports from the Turkish S 2993322333332
. . O C O 5 L > C 35 5 an > o0 c

< < © S <

Mediterranean port of Ceyhan remained completely halted ES22 283528028 S

since the last sabotage (December 18) but SOMO has also
decided to cut Basrah Light long-term contract volumes to its
customers by 10% due to severe technical problems;
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Nigeria oil production was again reduced on January 24 due Million bbls US Crude Oil Stocks - HA
to community protests. Lastly, fears of terrorist attacks on oil 310,000
infrastructures in Iraq just ahead of the election (January 30) 305,000
and threat of new OPEC production cut during the last OPEC 300,000
meeting (January 30) added some pressure on oil prices. 295,000

Finally, OPEC did not make any change to its quotas. It only 290,000

suspended its official price target without define any other | 285,000
target. 280,000

275,000
Obviously, market operators overstated the real oil market | 270000

situation. The US oil market has remained correctly supplied 265,000
since the beginning of January: crude oil imports were close to 260,000
10 MM bpd and on average were 10.5% higher than last year
(first three weeks of January). Despite market fears, January
temperatures were in fact on average close to normal. While
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Dec-04

oil consumption rebounded significantly in January (+3.0%
during the first three weeks of January versus +1.3% in
December), US oil stocks have declined only moderately since
the beginning of January (-0.238 MM bpd on average). In 135,000
addition, excluding unfinished oil and other products, US 130,000
stocks have increased since the beginning of January (+0.238 125,000
MM bpd on average). Total US stocks stood at 5% above last 120.000
year level. Distillates stocks continued to increase until the ’

week ending January 14 and decreased modestly during the 115,000
last week (-2.3 MM bbl). Despite this small decrease, they are | 110,000
now in the middle of the five year range. 105,000

Million bbls US Distill te Stocks - HA
140,000

More generally, it appears that the oil market was correctly | 100,000
supplied during the past quarter. Despite a significant drop in
December (-1.8 MM bpd), OECD stocks remained pretty

much stable last Q4 while they normally decline at this time of
the year (-0.8 MM bpd in 2003, -1.1 MM bpd in 2002, -0.4
MM bpd in 2001, -0.1 MM bpd in 2000). This result is
remarkable as world oil demand grew more than expected last
Q4 (+2.5% yoy versus +2.3% forecasted by the International
Energy Agency in November). Nonetheless, this indicates a
slowdown compared to Q3 (+3.3%) and Q2 (+5.0%). On the
supply side, production increased in Q4 by 3.3% yoy primarily
due to a huge increase on the OPEC side (+7.3%) and to a
lesser extent on the NOPEC side (+0.9%).

For the current quarter, despite Saudi Arabia and Iraqi
production cuts the oil market should remain balanced even if
demand growth remained stable. In any case, OECD oil stocks
would not decline by a huge amount. According to the last
IEA forecast, the oil market should be oversupplied during
the next two quarters: +2.0 MM bpd in Q2 2005 and +1.4
MM bpd in Q3 2005 which would be higher than seasonal
norms. Thus, considering that oil demand will decline during
the next Spring, OPEC will have to cut its production further
in order to avoid a collapse of oil prices. However, production
cuts requirements will remain small, likely not more than 1.0
MM bpd. Uncertainties will remain high regarding demand
evolution as well as OPEC members’ will to fully implement
decided cuts.

Régis COLLIEUX

Oil & Gas Info 3 www.enercomxp.bnpparibas.com



BNP PARIBAS

Energy Commodities Export Project

US Natural Gas

Bulls love arctic air !

US natural gas prices have kept on increasing in January to set
winter prices for this year slightly above last winter for
December and January. After a sudden fall for New Year, the
Henry Hub spot prices continuously rallied up to trade on
Thursday January 27 at USD 6.48 / MMBtu, setting the
average for Dec-Jan 2004/5 at USD 6.39 / MMBtu, 3.2%
higher than last year. Constraints in the US Northeast pipeline
delivery system for the past two weeks due to an arctic cold
front that settled in the region have triggered prices’
skyrocketing in this very large consuming market. New York
prices were sent as high as USD 45 / MMBtu. Large storage
withdrawals contributed to pressure prices up. However, the
escalation of prices is likely to slow down as winter conditions
return to normal and if bearish fundamentals were to return on
the foreground bulls may have to face losses.

Slightly higher prices this season can be partly explained by
short-term adaptation to colder climate conditions, and larger
storage withdrawals than for the previous weeks which
incremented an already bullish forward curve anticipating a
supply shortage.

Indeed, spot prices in December 2004 averaged USD 6.64 /
MMBtu, i.e. around 9% higher than December 2003 prices
while January averages were equal at around USD 6.10 /
MMBtu. It is remarkable that despite market bullishness in
December 2004 spot prices suddenly fell from USD 6.18 /
MMBtu on December 31 to USD 5.56 / MMBtu on the next
trading day (January 3) signaling a high state of storage
inventories. Futures prices on the NYMEX also slipped from a
higher USD 7.45 / MMBtu on December 17 for the spot
month (contract delivery in January) to USD 5.79 / MMBtu on
January 3 (February delivery) relaxing supply pressure in the
short-term. Since then both spot and futures prices geared up.
The forward curve closed below spot levels on January 27
with a relative flat scenario for the next months respectively at
USD 6.29, 6.25 and 6.23 / MMBtu for February, March and
April.

As issued by the US DOE in the Weekly Natural Gas Storage
reports, net weekly storage withdrawals increased to a record
high 230 Bcf for the week ending January 21 as heating
demand significantly increased in consuming areas. This large
withdrawal is 39% higher than the 5 previous year average for
the same week. Given weather forecasts, the market
anticipates that inventories could be even more deteriorated
this week. Storage withdrawals could thus be higher in
January by around 100 Bcef than in December, maintaining
pressure on prices in the spot market.

Nevertheless, spot prices in the US natural gas market shall
decrease in the mid-term, as notably signaled by a forward
curve in backwardation. The forward curve could also record a
significant release. Bulls will have little choice other than
selling off as the market eases at the end of the winter with
enough gas.
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Prices shall decrease as winter becomes softer: February and

March are stgtlstlcally warmer than January. Moreove.r, the % chg US Working Gas Stocks - EIA
market is trading above market fundamentals (over-reacting to 15

long-term E&P cost increases and demand anticipations at 3%
this year) and above last year’s prices which averaged for these 10
two months USD 5.40 / MMBtu in spite of a less favorable 5
market equilibrium. Despite the impressive spectacle of snow
storms in New York, the winter season 2004/5 will probably
be warmer than last year and warmer than normal. Heating (5)
Degree Days in Dec-Jan 2003/4 accounted for 1742, whereas (10)
an estimated number for this season may be around 1615.
Total natural gas in storage at the end of January may be still (15)
around 2000 Becf (including a record high 270 Bcf withdrawal (20)
for the week ending January 28 and Jan 31), 10% higher than
the end of January 2004. Assuming the same storage
withdrawal profile as last year for February and March, total
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gas storage could be 20% higher than the previous-5-year
average at the beginning of the second quarter. Concerning
production, drilling efforts remain strong creating the positive
conditions for a rebound this year and notably in the mid-term
(with recovery from Hurricane Ivan): in December gas-
directed rigs averaged 1064, and 2004 recorded at 1025, the
highest annual average ever!

Thus, prices shall shift away from the USD 6 level to target
levels in line with the market fundamentals around USD 5.00 /
MMBtu by the end of the quarter. If improvements were too
modest, the market could adjust harshly and be extremely
volatile meanwhile. Bullishness may also continue to
dominate in case of a non-predictable event in the market.

Cécile AROCENA
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Disclaimer

The information published in this document has been obtained from public sources believed to be reliable. BNP Paribas does
not make any representation or warranty, express or implied, in connection with the accuracy of the opinions or statements
contained herein. The information provided by this document is only indicative, not to be relied upon as substitution for the
exercise of judgment by any recipient, and subject to change without notice. BNP Paribas shall not accept any liability
whatsoever for any direct or consequential loss arising from any use of material contained in this document.

This document is not intended as, and does not constitute, an offer or a solicitation to buy or sell any instrument or to enter
into any transaction. Any reference to past performance should not be taken as an indication of future performance. This
document should not be reproduced (in whole or in part) without BNP Paribas’ written consent.
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