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< Divergent outcomes: As shown in Figure 1, there has been an interesting divergence
between the CBOE Oil ETF Volatility index (based on WTI Oil ETF, Brent would be even
higher) and the CBOE S&P Volatility index (aka the “VIX”, based on the S&P 500). As

Fig 1. S&P VIX versus Oil VIX

shown overleaf in Figure 4, the correlation between the two has been reasonably good -
over the last five years, with some exceptions as we have seen specific circumstances 0
like fears of oil supply disruption in the Arab Spring, market expectations of Quantitative 45
Easing and an overshoot in WTI at the end of 2008 when the curve was in huge 40
contango and well below the marginal cost of production. These figures are calculated 35
by looking at the market’s expectation of the 30-day volatility of the underlying. 30
% Near term uncertainty: As can be seen in Figure 2, while the short end pretty is still 25
pretty low despite having bounced from under 14, the S&P VIX curve remains in a nice 20 ' ' ' 10
contango with higher expected volatility into the end of the year. This curve has been Oct Jan Apr Jul
steeper, particularly when the VIX touched 13.4, but is indicative that the market is more Source: Religare Noah Research, Bloomberg
complacent about short-term volatility than longer-term volatility (although it is a bit Fig 2. S&P VIX forward curve
broken as an indicator thanks to shifts in investment allocations and some other
structural issues).We believe the elevated level of the Oil VIX is due to uncertainty 25 1
between two camps on oil prices, one of whom believes we are in due a bout of
geopolitical risk and the other of which is worried about further downgrades to global
growth expectations, a China slowdown and potential US energy independence, leading
to drastically divergent bets on the market in the short-term. 20 -
% Option expiration: In recent months we have seen interesting moves in the lead up to
options expiration in the oil market at the middle of the month as those looking to
maintain their bets have to contend with other market participants. With a number of s : : : : : : : : :
spreads approaching record levels and Brent well above our short-term expected value Oct Nov Dec Jan Feb Mar Apr May Jun
of $90 ($80 for WTI) with a backwardated curve indicating either severe supply Source: Religare Noah Research, Bloomberg
constraints or imminent war (something we downgraded to < 5% on the 27" September),
it could be an interesting week. Q4 consensus is at $110 Brent, $95 WTI. Fig 3. Brent to WTI front month spread
% The odd spread: While our oil model has been good at forecasting major turns in the oil 30 1
price and as a result continues to be well ahead of spot price returns since inception, it 25
has not been so great at modelling the Brent-WTI spread, which has moved through $20
once more (Fig 3). This spread peaked on the 17" of October last year before collapsing 20 1
on options expiry. We would say that as North Sea crude returns to normal and the 15 -
overall supply picture remains extremely positive as even Iranian exports pick up, that 10 -
this spread should come in line with further future spreads and forward refining margins
down to $5-10. 5 1
< SPR release unlikely: Refining output remains low, particularly with respect to 0 T DN
2010 2011 2012

European gasoline exports to the US as financing conditions remain tough, inventories
low and Valero shut down its Pembroke refinery, pushing up the gasoline price in the
US. However, we do not believe this is sufficient justification to have an SPR release
given healthy crude supply in the market currently and further improvements in the
supply/demand balance to come thanks to the KRG-Iragqi government settlement and

Source: Religare Noah Research, Bloomberg

potential for Sudanese oil to return to the market in the new year. Instead, the onus will
be on Atlantic Basin refineries to pick up the slack in the gasoline market and bring in the
rather wide crude to US gasoline spreads.
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Fig 4. S&P VIX versus Oil ETF VIX over the last five years

Qil price too high!

QE & oil mean reverts

W

Market sell off

/ \
) \. JU’W

B

Arabs springing

Last Price
.CBOE 0il ETF VIX Index (R1) 35.09 +.59
M Chicago Board Options Exchange SPX Volatility Index (L1) 16.29 -.08 [

Another market selt of f

2008

Source: Religare Noah Research, Bloomberg




Disclaimer

This report has been prepared by Religare Capital Markets Limited or one of its affiliates. If the analyst who authored the report is based in the United Kingdom, then the report has been prepared by Religare Capital
Markets (Europe) Limited. For analyst certification and other important disclosures, please refer to the Disclosure and Disclaimer section at the end of this report.

Analysts employed by non-US affiliates are not registered with FINRA regulation and may not be subject to FINRA/NYSE restrictions on communications with covered companies, public appearances, and trading securities held by a
research analyst account.

Important Disclosures

This report was prepared, approved, published and distributed solely by a Religare Capital Markets (“RCM”) group company located outside of the United States (a “non-US Group Company”), which excludes Religare Capital Markets
Inc. (‘RCM Inc.”) and Religare Capital Markets (USA) LLC (‘RCM USA”). This report has not been reviewed or approved by RCM Inc. or RCM USA. This report may only be distributed in the U.S. to major U.S. institutional investors
(as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act’)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the securities described in this report must
be effected through RCM Inc. Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or FINRA or other regulatory requirements pertaining to research reports or research analysts.
No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.

Subject to any applicable laws and regulations at any given time, non-US Group Companies, their affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may make investment decisions that are
inconsistent with the recommendations or views expressed in this report and may have long or short positions in, may from time to time purchase or sell (as principal or agent) or have a material interest in any of the securities
mentioned or related securities or may have or have had a business or financial relationship with, or may provide or have provided investment banking, capital markets and/or other services to, the entities referred to herein, their
advisors and/or any other connected parties. Any particular arrangements or relationships are disclosed below. As a result, recipients of this report should be aware that Connected Companies may have a conflict of interest that could
affect the objectivity of this report.

This report is only for distribution to investment professionals and institutional investors.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies
and securities and (2) no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this report.

Analysts and strategists are paid in part by reference to the profitability of RCM which includes investment banking revenues.

Stock Ratings are defined as follows

R Interpretation (Recommendation structure changed with effect from March 1, 2009)
Recommendation Expected absolute returns (%) over 12 months
Buy More than 15%
Hold Between 15% and -5%
Sell Less than -5%

Expected absolute returns are based on the share price at market close unless otherwise stated. Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our target price represents the fair
value of the stock based upon the analyst's discretion. We note that future price fluctuations could lead to a temporary mismatch between upside/downside for a stock and our recommendation.

Stock Ratings Distribution
As of 1 June 2012, out of 287 rated stocks in the RCM coverage universe, 172 have BUY ratings, 68 are rated HOLD and 47 are rated SELL.

Research conflict management policy
RCM research has been published in accordance with our conflict management policy, which is available at http:/www.religarecm.com/
Disclaimers

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation or which would subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is strictly confidential and is being furnished to you solely for your information. All
material presented in this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express written permission of RCM. All trademarks, service marks and logos used in this report are trademarks or service marks or
registered trademarks or service marks of RCM or its affiliates, unless specifically mentioned otherwise.

The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or
other financial instruments. RCM has not taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. RCM will not treat recipients as its customers by virtue of their receiving the report.
The investments or services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment
services. In addition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a
personal recommendation to you.

Information and opinions presented in this report were obtained or derived from sources that RCM believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their accuracy or completeness or
correctness. RCM accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations
applicable to RCM. This report is not to be relied upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the future issue, a trading call regarding this security. Trading calls are short term
trading opportunities based on market events and catalysts, while stock ratings reflect investment recommendations based on expected absolute return over a 12-month period as defined in the disclosure section. Because trading calls
and stock ratings reflect different assumptions and analytical methods, trading calls may differ directionally from the stock rating.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates contained
in this report reflect a judgment of its original date of publication by RCM and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as
well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities
such as ADR?’s, the values of which are influenced by currency volatility, effectively assume this risk.

This report is distributed in India by Religare Capital Markets Limited, which is a registered intermediary regulated by the Securities and Exchange Board of India. Where this report is distributed by Religare Capital Markets (Europe)
Limited (‘RCM Europe”) or Religare Capital Markets (EMEA) Ltd, those entities are authorised and regulated by the Financial Services Authority in the United Kingdom. In Dubai, it is being distributed by Religare Capital Markets
(Europe) Limited (Dubai Branch) which is licensed and regulated by the Dubai Financial Services Authority. In Singapore, it is being distributed (i) by Religare Capital Markets (Singapore) Pte. Limited (“RCMS") (Co. Reg. No.
200902065N) which is a holder of a capital markets services licence and an exempt financial adviser in Singapore and (ii) solely to persons who qualify as “institutional investors” or “accredited investors” as defined in section 4A(1) of
the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations (the “FAR”), sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of
Singapore shall not apply to RCMS when providing any financial advisory service to an accredited investor--or “overseas investor” (as defined in regulation 36 of the FAR). Persons in Singapore should contact RCMS in respect of any
matters arising from, or in connection with this publication/communication. In Hong Kong, it is being distributed by Religare Capital Markets (Hong Kong) Limited (‘RCM HK"), which is licensed and regulated by the Securities and
Futures Commission, Hong Kong. In Australia, it is being distributed by RCMHK or by RCM Europe, both of which are approved under ASIC Class Orders. In South Africa, this report is distributed through Religare Capital Markets
(Pty) Ltd and Religare Noah Capital Markets (Pty) Ltd. Religare Capital Markets (Pty) Ltd is a licensed financial services provider (FSP No. 31530). Religare Noah Capital Markets (Pty) Ltd is a licensed financial services provider (FSP
No. 7655) and a member of the JSE Limited. In Sri Lanka, it is being distributed by Bartleet Mallory Stockbrokers, which is licensed under Securities and Exchange Commission of Sri Lanka. If you wish to enter into a transaction
please contact the RCM entity in your home jurisdiction unless governing law provides otherwise. In jurisdictions where RCM is not registered or licensed to trade in securities, transactions will only be effected in accordance with
applicable securities legislation which may vary from one jurisdiction to another and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements.

Religare Capital Markets does and seeks to do business with companies covered in our research report. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of research
produced by Religare Capital Markets. Investors should consider our research as only a single factor in making their investment decision.

Any reference to a third party research material or any other report contained in this report represents the respective research organization's estimates and views and does not represent the views of RCM and RCM, its officers,
employees do not accept any liability or responsibility whatsoever with respect to its accuracy or correctness and RCM has included such reports or made reference to such reports in good faith. This report may provide the addresses
of, or contain hyperlinks to websites. Except to the extent to which the report refers to material on RCM's own website, RCM takes no responsibility whatsoever for the contents therein. Such addresses or hyperlinks (including
addresses or hyperlinks to RCM'’s own website material) is provided solely for your convenience and information and the content of the linked site does not in any way form part of this report. Accessing such website or following such
link through this report or RCM’s website shall be at your own risk



http://www.religarecm.com/

