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Crude oil update

Examining the WTI-Brent spread

The WTI-Brent spread has been widening in recent weeks, with the US benchmark last
trading at a discount of USD 1.26/b to the international grade. This is sharply down from
a few days where the spread inversed in January and the trend appears to be reversing
the general tightening trajectory we witnessed for most of 2015. Is this reversal significant
and is the market in store for further widening? Below we discuss several dynamics we
feel will affect the spread over the next year.

First though, why is there a differential at all? Historically WTI traded at a premium to
Brent as it is a lighter oil (easier to refine) and sweeter (less sulphur to process). Peak
divergence between the two benchmarks on a relative basis was in Q1 1996 while on a
per barrel basis the gap widened to as much as USD 14.88/b during the height of the
financial crisis in September 2008. The relationship inverted from 2009 onward thanks to
the rapid expansion of domestic production of crude oil in the US and the corresponding
secular rise in US inventories.

WTI-Brent has turned downward in 2016
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The status of US inventories is a prime contributor to the current WTI-Brent spread in our
view. Despite a levelling off in crude output, total US inventories have continued to hit
multi-decade highs, particularly at the Cushing, OK pricing point. Renewed concern over
the availability of storage has heaped pressure on the near end of the WTI forward curve
(see chart on next page). Inventories at both Cushing and the US Gulf coast have moved
higher in 2016 year to date (ytd) and we estimate that close to 80% of the total storage
capacity in these regions is being used (according to US government data, Cushing and
the Gulf region represented 67% of total crude inventories). As estimates of storage use
creep higher, we expect the steepness in the front-end of the WTI curve to persist and
keep near-term downward pressure on the WTI-Brent spread.

While the spread has begun widening, it is not at levels that we believe would make
exports of US crude oil competitive to international grades. Since the US removed its
decades-long ban on exports of crude, export estimates from the EIA show shipments
actually falling in 2016 rather than seeing importers suddenly rush in to buy US cargoes.
The initial price action on the repeal of the ban was upward: exports offered a new avenue
for crude oil disappearance in the US beyond refineries. But the jump in WTI prices in
response to the repeal likely helped to deter interest in US shipments; the WTI-Brent
spread moved from a USD 3/b discount to a USD 0.08/b premium. A wider WTI-Brent
spread caused by higher exports would likely help to catalyse its own narrowing as the
US oil balance tightens.
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WTI time spreads are widening, steepening forward curve
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We believe these dynamics will hold true in the near term but they are unlikely to
derail the general narrowing between WTI and Brent for 2016 as a whole. Generally,
the spread between the two oil grades demonstrates a high degree of convergence
during periods of heightened volatility. In 2008-09, the grades traded close to even,
as they also did during the 2001 recession in the US. Volatility is being shaped by a
bearish fundamental picture (most visibly in the US) contending with some form of
production rationalization that we feel would hit international markets first as national
oil companies make a policy-related decision to curb output (still a big if in our minds).
The general risk-off tone affecting markets will hit both WTI and Brent equally given
they are both highly liquid traded futures.

Volatility hits both Brent and WTI
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Markets may also be over-pricing Brent in relation to the Saudi Arabia-Russia-
Venezuela-Qatar deal to freeze production at January levels. Front month Brent
futures have risen USD 3.76/b in the last month while contracts one-year forward are
more than USD 4/b higher than they were a month ago. In the same period, WTI front
month has moved only USD 0.11/b higher while contracts expiring in 12 months have
moved USD 2.77/b. The agreement between these producing nations does not
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address the immediate concern of over-production although it may be the first step
in a longer process of negotiating the distribution of production cuts. If it becomes
apparent that demand is not strong enough to help narrow the market surplus and
US oil production only declines slowly, we expect the upside for Brent to be limited,

helping to keep the spread to WTI narrow.

Our own forecasts are for a narrowing of the spread between WTI and Brent on both
a per barrel basis and relative to one another as we expect volatility to characterise

the markets, particularly in H1 2016.

Emirates NBD Research oil price assumptions
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Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates
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parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.

None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD
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accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives,
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision
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OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL,
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.

Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a
conflict of interest that could affect the objectivity of this report.

The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific
needs of recipients.

Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed,
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof.
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor
to, the content of the publication, or any variations or derivatives thereof, for any purpose.

YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY
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