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Range-bound crude price in H2CY24: Oil Brokerage

Kirtan Mehta, CFA

= Crude price likely to remain range-bound against expectations of spike
research@bobcaps.in

in H2CY24

= Diesel cracks could normalise by Q4 as weaker margins result in slower

pick-up in refining runs and drawdown of excess inventories

= While range-bound crude means lower pressure on OMC marketing

margins, weaker refining margins will likely continue in the near term

We summarise the key takeaways from our interaction with Anoop Singh, Global
Shipping Research Head with Oil Brokerage, Singapore.

Crude price to remain range-bound over H2CY24: Crude price may not see a
material pick-up in Q3CY24 as it is possible demand pick-up will be weaker in Q3.
Current product flows and the sharp drop in refining margin do not corroborate with
expectations of a pick-up in demand in Q3. This, with a higher level of product
inventories, could result in lower pick-up in refining runs. Also, the OPEC+ group
may dial down exports even below its low production levels to drawdown inventories.

Diesel crack could normalise in Q4: Diesel spreads reduced over the past quarter
with counter-seasonal build-up of inventories in the Atlantic Basin, Asia and Middle
East. This is likely a result of higher-than-normal hedging activities undertaken in H1.
However, excess stocks could get consumed over Q3 with a slower pick-up in
refining runs, setting the stage for normalisation of cracks in Q4. Higher hurricane
disruptions in the US or outages in Europe could bring forward this normalisation.

Non-OPEC production set to grow through the decade: Non-OPEC production is
set to meet typical incremental annual demand of 1m-1.2mb/d through CY30,
particularly with continuing growth in US shale production, Brazilian offshore
production and Guyana. This is likely to make it difficult for OPEC to unwind cuts.
OPEC spare capacity is likely to rise to 5mb/d by CY25 per EIA.

Crude tanker market tighter for medium term: This market is supported by a)
limited deliveries of new VLCCs over the next three years amid a high level of
booking in shipyards for LNG carriers, and b) blockage of significant numbers of
carriers in non-traditional trades.

Read-across for Indian oil & gas sector: While range-bound crude pricing could
mean lower pressure on oil marketing companies’ (OMCs) marketing margins, we
still expect any excess benefit to be passed on to consumers. With higher diesel
yield in slate, refining margins for OMCs are likely to remain muted in the near term.
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Read-across for crude markets

Crude price may not see a material pick-up in Q3CY24, with demand possibly turning
weaker than current forecasts of different global agencies. Weaker demand, coupled

with higher product inventories, could result in lower pick-up in refining runs. Further,

higher levels of crude stocks may prompt the OPEC+ group to export even below its

lower production levels to drawdown inventories.

Q3 demand may turn out weaker than current market expectations

While global agencies (International Energy Agency [IEA], US Energy Information
Administration [EIA] and Organization of Petroleum Exporting Countries (OPEC) are
looking for a significant increase in oil demand in H2CY24, current product flows and a
sharp drop in refining margin does not corroborate expectations.

Recent pick-up in trade volumes is not driven by demand uptick

The pick-up in trade volume over Mar-May was likely driven by hedging activities
adopted by refineries and end users to cushion against uncertainties. These trade
volumes have resulted in counter-seasonal increases in inventories in the Atlantic basin
(ARA, EU18, US) as well as Asia and the Middle East. This increase in inventory levels,
along with a drop in refining margin, raises questions on underlying end-use demand.

Weaker demand could limit rise in refining runs in Q3CY24

Weaker demand could result in slower pick-up in refining runs or curtailments and, in
turn, lower demand for crude. Refinitiv has started highlighting recent cuts by some
Asian refiners.

OPEC may reduce exports in Q3 to clear inventories

While OPEC'’s exports were in line with its production quota over Apr-Jul’23, OPEC’s
exports have been higher than quotas since Nov'23. This has resulted in the build-up of
global crude stocks. OPEC’s recent decision to continue with cuts through H2 indicates
it is drawing down inventories to reduce pressure on global markets. Further, OPEC
may even export less than its production quota to help accelerate the drawdown in
inventories.

Crude to remain range-bound even in Q4, with increasing OPEC export

While reduction in stocks over Q3CY24 could improve underlying markets, it could help
OPEC to start some unwinding of production cuts from Q4CY24 to increase production
and exports. This could keep crude price range-bound even in Q4CY24.

OPEC’s comfort in unwinding could be a positive signal

OPEC is likely to unwind cuts only when member countries become comfortable with
inventory levels and underlying demand. In that spirit, unwinding of cuts could be a
positive signal of improved demand.
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Diesel crack impacted by counter-seasonal build of inventory

Hedging by refineries and end users has increased product inflows into western
markets in H1CY24. This resulted in counter-seasonal increases in inventories in the
Atlantic Basin (ARA, EU18, US) as well as Asia and the Middle East.

Lower pick-up in refining runs could help clear inventories in Q3CY24

While this will weigh on diesel crack in Q3CY24, lower-than-expected pick-up in refining
runs could help draw down these stocks over Q3CY24. This could set the stage for
normalisation of diesel cracks in Q4CY24.

Q4 cracks dependent on US hurricanes and European outages

Besides inventory, tightness in diesel crack will also depend on the hurricane season in
the US and maintenance outages in Europe. Disruptions to the US refining system from
higher hurricane activities could tighten cracks earlier. Similarly higher outages in
European refining could also tighten refining.

US crude production and exports will continue to increase with increase in shale gas
production, particularly in the Permian Basin. The recent halt in the increase in crude
exports out of the US is mainly due to the limitation of gas take-out capacity from the
Permian Basin. This will start increasing again after the US adds 2.5Bcf/d gas take-out
capacity in the Permian Basin by Sep’24.

At this juncture, the Permian Basin accounts for nearly half of the US’s crude
production. With a drop in breakeven cost to US$30/boe (from US$50/boe earlier) and
increasing deployment of technology and capital to develop shale acreage, Permian
gas production and associated crude production are set to continue to increase going
ahead.

Two large refineries — the 600kbpd Dangote refinery in Nigeria and the 340kbpd
Olmeco refinery in Mexico — are being commissioning and could significantly improve
product supply once they reach around 60-70% utilisation.

Various global agencies are currently looking for 1m-1.8mb/d increase in CY24 and an
almost similar increase in CY25. The increases are likely to continue through the
decade.

US shale: With consolidation in Permian and other shale basins, acreage is now owned
by larger players with deep pockets. With a significant drop in breakeven costs, US
shale production is likely to grow through the decade.
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Brazil: Brazil is set to add more than 40 floating production, storage, and offloading
(FPSO) vessels through CY30, with the addition of nine in CY24. This could help
increase production by 200-400kb/d annually in Brazil.

Guyana: Guyana is set for a big step up to 800kb/d by CY25 and to 1.5mb/d by CY30
with targeted projects.

With non-OPEC production likely to meet a typical annual increase of 1m-1.2mb/d,
OPEC could find it increasingly difficult to unwind cuts. OPEC’s spare capacity is
projected to increase to 5mb/d by global agencies.

To regain market share, OPEC may need to fight off shale producers. With a significant
decrease in breakeven cost for shale production, this may not be an easy fight.

Outlook for tanker markets

Oil Brokerage has been more constructive on the crude tanker market than current
indications from derivative markets. Oil Brokerage expects the VLCC rate to increase to
US$60k-63kt day vs current indications of US$55k/day. The following are key drivers
that will support VLCC markets.

VLCC supply is not going to grow over next 3 years

As shipyards are largely booked for LNG carriers at this stage, very limited deliveries of
new-build VLCC are likely over the next three years (four in CY24, five in CY25 and 13
in CY26). Even this delivery is likely to be offset by planned/ likely retirals.

Significant supply is tied in non-traditional trades

Significant supply or tonnage of ships is tied up in non-traditional trades or sanctioned
trades like Iranian and Russian trade. This is reducing availability of VLCCs for
traditional requirements.

= lIranian trade — More than 120 VLCCs ships are permanently out of traditional
markets.

= Russian trade — This has taken out 25 Suezmax and 50 Aframax carriers
permanently, and another 25 Suezmax and 70-80 Aframax carriers for more than
50% of the time. Further, the utilisation level of swing carriers is significantly lower
due to the time spent on ship-to-ship transfers, and the need for additional idle time
before returning to traditional trades.

VLCC rates will see lower impact on resumption of Suez Canal

The benefit of the Suez Canal disruption was significantly lower for the VLCC market
than for the product or clean tanker markets. Only 1mb/d of crude movement shifted to
a long journey around the Cape of Good Hope from the Suez Canal and the same will
unwind as and when the situation normalises.
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VLCC tightness will not impact crude supply
While the VLCC market is likely to remain tight over the medium term, the need for

crude supply could be met by a couple of options.

= VLCCs can reduce voyage time to improve availability: VLCCs can increase
speed by 10% above current average speed of 12.5 knots.

=  Suezmax and Aframax can fill gaps: Shipyards are currently still building
Suezmax carriers, which could be used on VLCC routes as substitutes — should
there be a need.

Even after resolution of the Suez Canal disruption, the market is likely to be strong
structurally over the medium term.
Disruption of Suez Canal benefitted product tankers

The Suez Canal is used to transfer refinery products from Asia and the Middle East to
the Atlantic Basin and the US. The clean tanker trade increased 2.5-2.8x pre-disruption
levels during this disruption. This resulted in spikes in rates for clean product tankers.

Clean tanker market starts to ease over Q3

With a high level of diesel stocks in most geographies (ARA, EU-18, US, Asia), demand
for product tankers is likely to reduce in Q3, setting the stage for the easing of product
tanker prices.

Suez Canal disruption could ease over Q4

While it is difficult to predict the end of any geopolitical event, there is a good possibility
that the Suez Canal disruption will start to unwind over Q4 upon the de-escalation in
political satiation.

New refineries set to lower demand for product tankers

Stabilisation of new refineries in Nigeria and Mexico could reduce imports of products
into the region and impact the demand for clean product tankers.
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Disclaimer

NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN OR INTO THE UNITED STATES OF AMERICA (“US”) ORIN ORINTO ANY OTHER JURISDICTION
IF SUCH AN ACTION IS PROHIBITED BY APPLICABLE LAW.
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Name of the Research Entity: BOB Capital Markets Limited

Registered office Address: 1704, B Wing, Parinee Crescenzo, G Block, BKC, Bandra East, Mumbai 400051
SEBI Research Analyst Registration No: INH000000040 valid till 03 February 2025

Brand Name: BOBCAPS

Trade Name: www.barodaetrade.com

CIN: U65999MH1996G 01098009
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Logo:

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/fher compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets
Limited (BOBCAPS).

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives
of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or
advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts
of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on
this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and Exchange
Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate finance
advisory or any other activity that may affect the independence of its research reports.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment banking
or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
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adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.
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Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
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BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
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from third parties and expressly disclaim the merchantability, suitability, quality and fitness of this report. The information in this report has not been independently
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To the full extent permitted by law neither BOBCAPS, MAYBANK nor any of their respective affiliates, nor any other person, accepts any liability howsoever arising,
whether in contract, tort, negligence, strict liability or any other basis, including without limitation, direct or indirect, special, incidental, consequential or punitive
damages arising from any use of this report or the information contained herein. By accepting this report, you agree and undertake to fully indemnify and hold
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Distribution into the United Kingdom (“UK”):

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London)
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (‘FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as
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No distribution into the US:
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