A major shipping fuel change
1s coming, and so are higher
prices

Bloomberg/ London

A defining moment in the history of the oil-refining and
shipping industries is at hand.

In fewer than two weeks, thousands of ships the world over
will be forced to use fuel containing less sulphur in order to
comply with global rules set out by the International Maritime
Organization. Those who don’t could face penalties and even
imprisonment. Ports are deploying drones to — literally -
sniff out wrongdoers. The regulations are having a profound
effect on oil refineries and the cost of seaborne trade looks
set to rise.

What's the big deal?

For decades, shipping has been the o0il market’s dumping ground
for a pollutant blamed on aggravating human health conditions
including asthma and causing acid rain. That's because
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refineries have struggled to eradicate it when turning crude
into fuels. Even so, when the regulations were mandated back
in October 2016, they came as a shock to many observers who
had expected a later start date. While a panic about getting
ready has subsided, there’s clearly still work to do — as a
slump in the price of non-compliant fuel demonstrates.

“IMO 2020 is the most fundamental and dramatic product
specification change the oil industry has experienced, with an
impact on both shipping and refining,” said Torbjorn
Torngvist, the chief executive officer of Gunvor Group, one of
the world’s largest oil and gas traders. “It has the potential
to change every product and crude differential out there.”

The cost of shipping a twenty-foot box-load of goods from
Latin America to Europe could rise by $26, according to IHS
Markit, a consultancy. A week-long ship cruise could go up by
$130 per cabin, the firm estimates. Add 5 cents onto a crate
of bananas.

It’s still too early to say exactly who the biggest winners
and losers will be among refineries because there are
thousands of variables that shape their profit — more than 600
grades of crude, and many ways of setting up the plants.

Safety concerns

The shipping industry has been consistent in flagging a safety
concern about the rules. As yet, there’s no single global
standard. The new fuel must simply have certain properties —
including sulphur and other important metrics — that don’t
exceed specified levels.

But the lack of a single global product means refineries can
make a compliant fuel in different ways. It’s thought that
some will essentially be low-sulphur crudes that are carefully
mixed with other oils, for example. Another way of making the
product is to mix the residues from crude that have gone
through what’s known as vacuum processing in a refinery with
other material. These different approaches mean the ships’
chief engineers will need to be vigilant so as to avoid mixing
incompatible fuels.



Proof of the greater risks have emerged in northwest Europe,
where supplies of the new fuel have been found to contain too
much sediment. If such fuel found its way onto ships, it could
potentially clog filters and lead to engine problems.

“We still have concerns over safety and availability of
compliant fuels,” said Guy Platten, secretary general of the
International Chamber of Shipping, an umbrella group for
maritime trade associations. “This is a pressing issue.”

Trade impact

There are already signs that the changeover is having an
impact on maritime logistics.

In Singapore, the world’'s biggest refuelling centre, vessels
have had to wait longer than normal to collect bunker fuel.
Likewise, the government of Gibraltar said that a lack of
refuelling barges has emerged.

“When you consider that 90% of global trade is carried out by
seas, 1t 1is very important,” said Robert Hvide Macleod, the
chief executive officer for the management unit of Frontline
Ltd, one of the world’s biggest supertanker owners. “It will
surely be disruptive and create some supply chain bottlenecks
in the early goings and logistics constraints when it comes to
sourcing marine fuels.”

In broad terms, fuel represents shipping’s single biggest
expense and the new types are trading at several hundred
dollars per tonne more than the old variety. So the cost of
seaborne trade could creep up if owners manage to pass on the
higher prices.

“I think we will see its impact on global trade in terms of
waiting days and increased costs,” said Sadan Kaptanoglu,
president of BIMCO, the world’s largest shipping association.
“There could even be chaos in extreme situations, where fuel
shortages could delay cargo deliveries and non-compliance by
ships ending in port state punishments and court cases.”

Compliance complications
It’s important to remember that oil refineries and shipping



companies have spent billions getting ready.

Some ship owners installed scrubbers, units that can cost
several million dollars each and allow carriers to remove
sulphur from fuel as it’s burnt. This enables them to keep
using today’s cheaper product. Likewise, refineries have
invested in technology to convert sulphur-rich crude into
higher-quality fuels.

For compliant companies, cheating by others is a problem. Yet
there could be non-compliance, at least initially. Industry
estimates are that something like 10%-15% of the fleet won't
comply with the rules at the start.

Not every country in the world signed up to the regulations,
including some large coastal states with significant refining
capacity. Even among those that did, not all look likely to
start with strict enforcement. There’s also a disparity
between what penalties will be imposed from one nation to the
next.

South Africa, which sits on a shipping lane connecting eastern
and western hemispheres, doesn’t yet have the domestic laws in
place to punish non-compliant vessels.

Bottom line

Nevertheless, these rules should work.

Full enforcement may happen more slowly than the IMO and some
in the shipping and refining industries would like. There’s a
big financial incentive to cheat, and an opportunity to do so
on selected trades.

Barring any obvious safety concerns though, the overriding
view of analysts is that there should nonetheless be
substantial compliance.

That means less airborne pollution and be a positive for those
companies that invested in conforming.

“There’s almost certainly never been a simultaneous global
specification change in the oil industry,” said Spencer Welch,
oil markets and downstream director at IHS Markit. “For the
whole world to change specification of a product on the same
day is almost unheard of.”
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Russia says new crude-only
Opec+ target isn’t a loophole

Bloomberg/ Vienna
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The exclusion of a light oil called condensate from Russia’s
output target under the Opec+ deal is not a loophole, but a
way to bring the country in line with the rest of group, said
Energy Minister Alexander Novak.

At Friday'’s meeting of the Organization of Petroleum Exporting
Countries and its allies in Vienna, Russia was given
permission to exclude the liquid hydrocarbon that condenses
out of natural gas from its production target. The change
brings Russia’s November oil output in line with its pledged
cut, where previously it had fallen short.

Novak denied the decision was a loophole that would give
Russia an opportunity to pump more oil and still claim
compliance with the Opec+ deal because the oil nation’s
statistics don’t publish separate crude and condensate
volumes.

“We have a very precise way to calculate our crude oil and
condensate output field by field, crude variety by crude
variety,” Novak said in an interview with Bloomberg TV in the
Austrian capital. “It is impossible to create a loophole.”
Russia has every means to reflect the breakdown in its data
and will be transparent about the oil production levels with
Opec, analysts and media, Novak said. The country reached an
agreement with Opec on feeding data from its computerised oil-
tracking system to the agencies monitoring the group’s output,
he said.

Russia, one of the architects of the Opec+ deal, has
consistently failed to comply with its pledged output cut this
year. Last month, Novak said one of the key hindrances was
rising production of condensate from new natural gas fields.
The nation includes condensate in the total oil production
volumes, while its Opec partners do not.

At the Vienna meeting, Opec+ agreed to reduce its output
target by 500,000 barrels a day in the first quarter.

Russia’s cuts target will be deepened by about 70,000 barrels
a day, bringing its total obligation for crude-only supply
curbs to some 300,000 barrels a day.

The new rules on condensate will help Russia achieve full



compliance with its pledges, Novak said. Already in November,
if condensate had been excluded, Russia’s crude-only daily
cuts reached some 232,000 barrels, more than required under
the Opec+ deal, Novak said.

The nation is determined to deliver the pledged cuts in full
in the first quarter, even as low winter temperatures in
Siberia, Russia’s main oil region, make supply reductions
difficult, Novak said.

OPEC gearing up for deeper
olil cuts, Russia yet to agree

* Irag says key members support deeper cuts
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* Riyadh needs higher prices to support Aramco IPO

* 0il glut looming without cuts as U.S., Brazil, Norway pump
more

By Bozorgmehr Sharafedin, Alex Lawler and Olesya Astakhova

VIENNA, Dec 4 (Reuters) — OPEC is gearing up to deepen
production cuts later this week but still needs to agree with
allies such as Russia over details of a deal to support oil
prices and head off a looming oil glut next year.

The Organization of the Petroleum Exporting Countries (OPEC)
meets on Thursday in Vienna followed by a meeting with Russia
and others, a grouping known as OPEC+, on Friday.

OPEC+ has been curbing output since 2017 to counter oversupply
as a result of booming output in the United States, which has
become the world’s biggest producer and is not taking part in
cuts.

Next year, rising production in non-0OPEC countries such as
Brazil and Norway threaten to add to the glut.

OPEC’s actions have repeatedly angered U.S. President Donald
Trump, who demanded OPEC’s de facto leader Saudi Arabia bring
oil prices down if it wants Washington’s to provide Riyadh
with military support against arch-rival Iran.

In the past few months Trump has remained silent on OPEC but
he faces re-election in November next year when the issue of
gasoline prices is likely to become a hot political topic
again.

Washington’s ongoing trade dispute with China has also clouded
the economic and therefore oil demand outlook for 2020.

OPEC’s second largest oil producer Iraq said on Tuesday key
members supported deepening cuts for OPEC+ from the current
level of 1.2 million barrels per day, or 1.2% of global



demand.

“My understanding is that they (Saudis) do (prefer it),” Iraqi
0il Minister Thamer Ghadhban told reporters in Vienna.

DEEPER CUTS AND COMPLIANCE

Saudi Arabia needs higher oil prices to support its budget
revenue and the pending share sale of state-owned oil giant
Saudi Aramco with pricing expected on Thursday.

OPEC’s actions have supported oil prices at around $50-$75 per
barrel over the past year and on Wednesday they traded at $61
per barrel.

Iragq’s Ghadhban said new cuts could be expanded to 1.6 million
bpd while OPEC sources have also said Riyadh was pressing
fellow members Iraq and Nigeria to improve their compliance
with quotas, which could provide an additional reduction of up
to 400,000 bpd.

Non-OPEC Russia has yet to agree to extend or deepen cuts from
its current pledge of 228,000 bpd as its companies are arguing
they are finding it tough to reduce output during winter
months due to very low temperatures.

Russian Energy Minister Alexander Novak said on Tuesday that
Moscow had yet to finalise its position: “Let’s wait ..But I
think the meeting, as usual, will be of a constructive
nature.”

A source familiar with the Russian thinking told Reuters that
Moscow would “most likely” reach a consensus with OPEC this
week and just needed to iron out a few outstanding issues.

One sticking point for Russia this time is how its output 1is
measured — it includes gas condensate in its figures, while
other producers do not.



Full text of Turkey-Libya
maritime agreement revealed

Nordic Monitor has obtained a copy of a recent maritime
agreement between Turkey and Libya that determines the
Turkish-Libyan continental shelf and exclusive economic zone
coordinates.

The agreement, officially titled “Memorandum of Understanding
Between Turkey and Libya on Delimitation of the Maritime
Jurisdiction Areas in the Mediterranean,” has been the subject
of criticism, especially by countries such as Egypt, Greece
and Cyprus in the Mediterranean region.

The agreement states that both Turkey and Libya have
determined a precise and equitable delimitation of their
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respective maritime areas in the Mediterranean in which the
parties exercise sovereignty and sovereign rights and/or
jurisdiction in accordance with the applicable rules of
international 1law, taking into account all relevant
circumstances.

It refers to achieving equitable and mutually acceptable
solutions to the above-mentioned issues through constructive
negotiations and in the spirit of good and friendly relations
and says that the memorandum of understanding will contribute
to the strengthening of relations and encourage further
cooperation between the parties in the interest of the two
brotherly countries.

The agreement, which was signed in Istanbul on November 27,
2019, includes the following provisions:

According to Article 1, the parties have agreed on these
boundaries:

“The boundaries of the Continental Shelf and the Exclusive
Economic Zone in the Mediterranean between the Republic of
Turkey and the Government of National Accord-State of Libya
begins at “Point A” (34° 16" 13.720”N -026° 19" 11.640"E) and
ends at the Point B (34° 09" 07.9”N -026° 39" 06.3"E).

“The boundaries of the Continental Shelf and the Exclusive
Economic Zone determined in ARTICLE I, paragraph 1 of this
Memorandum of Understanding are shown on the Maritime Chart
INT 308 (Data Source: BA Chart Edition 1992), scale 1: 1 102
000 (Annex 1 ). The coordinates are shown in the chart at
Annex 1 in its coordinate system. The geographical coordinates
referred to in ARTICLE I of this Memorandum of Understanding
are expressed in terms of the World Geodetic System 1984
(WGS'84).

“Base points coordinates that are used to determine the



equidistance line are shown in Annex.”
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IEA sees calm global o1l
market 1in 2020 as new
supplies soar
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Bloomberg/ London

Global oil markets are likely to remain “calm” next year as
soaring production outside Opec and high inventories Kkeep
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consumers comfortably supplied, the International Energy
Agency said.

Supplies outside Opec — driven by the US, Brazil, Norway and
Guyana — will increase by 2.3mn barrels a day in 2020, almost
twice the expansion in world oil demand, the agency said in
its monthly report. The growth estimate is about 100,000
barrels a day higher than last month.

0il prices have remained steady near $60 a barrel in London
for several months. US sanctions on Iran’s exports and
political unrest in Venezuela and Iraq have also had limited
impact.

“The calmness 1is supported by a well-supplied market and high
inventories,” said the Paris-based agency, which advises most
major economies on energy policy. “This may continue into 2020
because non-Opec countries will grow their production”
significantly.

As a result, the Organization of Petroleum Exporting Countries
— which has cut production this year to prevent a surplus — is
currently pumping about 1.7mn barrels a day more than will be
needed in the first half of next year, the report showed.

Opec and its partners will meet on December 5 to 6 to consider
next year'’'s output levels, though they’ve so far indicated
little desire to make the deeper cuts that would be needed to
avert a new oversupply. The outlook for global economic growth
remains precarious, pressured by the ongoing trade dispute
between the US and China.

“The hefty supply cushion that is likely to build up during
the first half of next year will offer cold comfort to Opec+
ministers gathering in Vienna at the start of next month,” the
IEA said. “However, a continuously well-supplied market will
lend support to a fragile global economy.”

0il inventories in developed nations accumulated by about 9mn
barrels during the third quarter, even as Opec deliberately
restrained output.

Another reason for the market’s torpor has been “sluggish”
processing of crude oil by refiners, whose intake will drop
this year for the first time since the financial crisis of



2009, according to the report. However, the decline is a very
modest 90,000 barrels a day.

In the short term, the market ought to pick up as global oil
demand growth accelerates. Low o0il prices and robust US demand
for petrochemicals will spur worldwide consumption to expand
by 1.9mn barrels a day year-on-year in the fourth quarter,
more than four times the rate observed in the second, the
agency said.

The calmness the IEA sees resuming next year fits with 1its
expectations for the long term, outlined in its annual World
Energy Outlook earlier this week. That report anticipates that
increasingly efficient car engines and the adoption of
electric vehicles will cause world oil demand to plateau
around 2030.
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Blue Economy 1s Essential for
All of the Euro-Mediterranean
Nations

ATHENS: (Agencies) No single factor is more important to
cross-border cooperation than the rule of law, a leading
energy policy expert told this week’s EU-Arab World Summit in
Athens.
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Greek Prime Minister H.E. Mr. Kyriakos Mitsotakis greeting Energy expert Mr. Roudi Baroudi at the 4th

EU Arab-World Summit in Athens, October 2019

Several high-profile speakers addressed opening-day sessions
on Tuesday, including Greek Prime Minister Kyriakos Kyriakos
Mitsotakis, Cypriot President Nicos Anastasiades, former
French Prime Minister Francois Fillon, and former Italian
Prime Minister Massimo D’Alema. Most of these dealt in broad
strokes with topics of mutual EU/Arab interest such as
economic challenges, the immigration crisis, and shared
interests in the Mediterranean’s rapidly expanding oil and gas
industry.

On Wednesday, speakers delved more deeply into specific
issues, among them Greece’s Deputy Minister for Energy and the
Environment, Gerassimos Thomas, who focused on the
geopolitical relationship(s) among undersea gas resources,
liquified natural gas (LMG) activities, the delivery of East
Med resources to Europe, and associated concerns about



environmental impacts.

This and other in-depth talks prompted Roudi Baroudi, CEO of
Doha-based independent consultancy Emergy and Environment
Holding, to remark that with such a complex web of factors at
play among so many countries, the only logical approach was to
ensure that any and all stakeholders willingly submit to the
same rules.

Mr. Roudi Baroudi with H.E. Mr. Massimo D’Alema, former Prime Minister of Italy

“In order to fully appreciate and safely exploit all of the
advantages offered by well-managed maritime resource, there
can be no substitute for common rules and standards,” Baroudi
told attendees and journalists on the sidelines of the summit.
“This blue economy could be a game-changer for countries all
around the Mediterranean and even further afield.”

Baroudi, a 40-year veteran of the energy business who has
helped shape both public and private policies on several
continents, said that “the best, the cheapest, and the easiest
way” to ensure timely and sustainable development for all



players to honor their obligations under international law.

“If these countries just do their basic duty under the United
Nations Charter, which is to seek the peaceful resolution of
disputes, we’'ll already be halfway there,” Baroudi said. “If
they also make policy decisions based on the principles of
Euro-Med partnership, then everyone wins.”

Baroudi also mentioned that the EU, for instance, has a clear
interest in promoting full Maritime demarcation, not just
because it would remove uncertainties affecting its southern
members, but also because it would open up new opportunities
for the Euro-Mediterranean Partnership by continuing dialogue,
reducing frictions and strengthening business ties.

Former Prime Minister of France, Francois Fillon and Energy expert Roudi Baroudi in discussions during

the 4th EU-Arab World Summit in Athens, October 2019

“The peoples of the Mediterranean deserve the chance at
affluence that new oil and gas revenues would provide. They



deserve the modern schools, hospitals, roads, and other
infrastructure that would reinvigorate their economies,
eliminate poverty, and reduce inequality .”

Baroudi concluded that it is very important to increase public
awareness of the Maritime domain for the blue economy to
really take hold all of the Euro Mediterranean Nations enjoy
and to integrate fair, diplomatic, political, legal and
scientific dimensions/approaches.

Norway new crude a threat to
rivals in prized Asia market

Norway’'s new oil grade is making inroads in Asia, threatening
to undermine sales of similar crudes from Africa and South
America.

China’'s Unipec, at least one of the nation’s independent
refiners and South Korea’s Hyundai Oilbank Co have bought
Johan Sverdrup for December delivery, said traders and
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refinery officials in Asia. The North Sea oil produced by
Equinor ASA has been likened to Brazil’'s Lula and Angola’s
Saturno crudes.

0il with low-sulphur content 1is in demand ahead of stricter
ship-fuel rules that take effect January 1, while supply of
medium-density crude has been tight due to the attacks on
Saudi Arabia and US sanctions on Iran and Venezuela. Johan
Sverdrup has both of those qualities, and 1it’s also
attractively priced, which may have lured refiners that are
typically cautious about new grades.

If Johan Sverdrup continues to gain traction it may jeopardize
exports of its rival grades to the world’s top crude-consuming
region. Angolan and Brazilian oil accounted for 10% and 8%,
respectively, of Chinese imports in the first eight months of
the year, according to government data. By comparison,
Norwegian crude had a minuscule 0.04% share.

“I have no doubt we’ll see a trend of more Norwegian flows to
Asia, especially China, in the coming months,” said Sengyick
Tee, an oil analyst at SIA Energy in Beijing. “Given the
soaring freight rates and high Chinese stockpiles, Equinor
will need to price it attractively,” he said, adding that the
company has a strong presence among Shandong’s teapots.
Shandong Qingyuan Group, a Chinese teapot, bought about 1mn
barrels of Johan Sverdrup at a premium of $6 to $6.50 a barrel
to Brent crude on a delivered basis, said traders who asked
not to be identified as the information isn’t public. That's
around $1 a barrel cheaper than Lula and 20 to 30 cents less
than Saturno, the traders said.

Unipec — the trading arm of Chinese giant Sinopec — has bought
two shipments of Johan Sverdrup for October loading, while
Hyundai Oilbank took an undisclosed volume of the grade, the
traders said. The prices for these deals aren’t available.
Whether or not Equinor can keep offering the grade at lower
prices over the longer term remains to be seen.

The Norwegian company may have hedged shipping costs 1in
advance, said one of the traders. Equinor is also giving
buyers the option to co-load with other varieties, which may



help reduce the cost of shipping to Asia.

Johan Sverdrup has an API gravity reading of 27 degrees with
sulphur content of 0.8%. While that’'s a slightly higher
sulphur reading than most sweet crudes — loosely defined as
having 0.5% or less of sulphur — processors looking to produce
more IMO 2020-compliant fuel may seek out the grade as part of
a lower-sulphur oil feedstock blend.

01l market bulls regroup, but
don’'t bet on a rally just yet

Calgary: 0il bulls are rebuilding their positions, but it will
probably take some major news to shake the market out of its
current mood and trigger a sustained rally.

Money managers boosted their net-long position on West Texas
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Intermediate crude for the first time since mid-September in
the week ended Oct. 22, data released Friday show. Those bets
are still at half the level they reached last month, though,
while short-selling wagers have tripled in that period.

That signals there’s still a lot of scepticism in the market,
despite crude’s 5.4 per cent gain this week. But it also shows
there’s growing support for a meaningful rally once short-
sellers start unwinding their positions. It’s just that they
don’t seem to have a reason to do that yet.

“We had some events recently that were unusual, including the
unprecedented attacks on Saudi Arabia,” said Stewart Glickman,
an analyst at CFRA Research Inc. “The market saw a quick

uptick but then shrugged it off a bit pretty quickly.”

This week was marked by news of a decline in US crude
stockpiles, a brief shutdown of a critical pipeline and signs
of progress on US-China trade talks. The market has seen
similar pieces of bullish news over the past few months that
weren’t enough to dispel uncertainty over demand in the face
of growing supplies.

[(x]

“Every other day, it seems like we get a new statement from
the [Trump] administration related to the trade talks,” said
Gene McGillian, manager of market research at Tradition
Energy. “We’ve gone down this road too many times.”

Money managers’ WTI net-long position, or the difference
between bullish and bearish bets, rose 8.5 per cent to 93,856
futures and options, according to US Commodity Futures Trading
Commission data. That compares with more than 200,000 about a
month ago.

Long-only bets rose 9.3 per cent, while short positions
climbed 10 per cent. Short-selling is near a peak reached in
January, before massive short covering through the end of
April helped support crude’s rally during the first four



months of the year.



