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Traders Slip on Brent Oil Bet

By DAN STRUMPF And JENNY GROSS
The bad news keeps coming for oil bulls.

The price of Brent crude, a barometer of global oil prices, dropped below $100 a barrel this week
for the first time in nine months, as supplies overwhelm weak demand.

And in another development that is further depressing overall returns for some investors, one of
the most attractive energy plays for traders in the past year has soured as the price of Brent for
delivery in the near future has fallen faster than Brent for delivery later on.

Unlike stocks or bonds, commodities like Brent oil are
traded using futures contracts that have an expiration
date. The contract is an agreement to buy or sell a
particular commodity or financial instrument at a
predetermined price in the future.

For investors in commodity-index funds and exchange-
traded funds, that means they could be paying more
each month when a futures contract expires and the
ppa/zuma Press  fund buys the next-month contract. For example, if the

The price of Brent crude has fallen 10% this May contract expires priced at $90 and the June
month. Above, a Statoil rig in the North Sea last . .
October. contract is priced at $91, the fund pays $1 more for a

barrel of crude as it rolls over its oil holdings.

Conversely, when the price of the front-month contract is more expensive than the next-month
contract, the funds essentially receive a premium for that barrel of oil. For most of the past two
years, that was the case with Brent, with front-month futures trading at a roughly $1-a-barrel
premium to the next month. But that gap narrowed in April, and the front-month contract even
traded briefly at a discount earlier this week.

"When you lose [the front-month premium], you lose a big part of the edge for holding Brent,"
said Torbjorn Kjus, oil-market analyst at lender DNB Nor.

Funds with assets totaling $154.2 billion track the Dow Jones-UBS Commodity Index and the S&P
GSCI commodities index. Early this year, many funds that track such indexes poured into Brent
after the indexes added more of the contract to their basket of commodities.
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Brent Battered Lee Kayser, associate portfolio manager at Russell
I e it S Investments, which manages $173 billion, said he first
B “= EER  began buying Brent futures more than a year ago, but
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in the past few weeks he has sold some of his holdings
due to the declining price and the reduced front-month
premium. "Brent crude has become less attractive to
the buy and hold investor," said Mr. Kayser.

But this month's 10% slide in Brent crude for delivery in
the near term has caused that relationship to flip. For several days this week, front-month Brent
became cheaper than the next-month contract. On Thursday, June Brent futures settled at
$99.13 a barrel, while July futures settled at $98.97.

Analysts said a combination of higher output from the North Sea, where Brent is produced, and
lower-than-expected oil demand have sent prices reeling. North Sea oil fields are pumping 15%
more oil than they did in December. China, the world's second-biggest oil consumer, on Monday
projected its economy would expand by less than expected this year, potentially cutting demand.

Now, investors are leaving the market. The number of Brent futures contracts held by investors is
down 8% from a record 1.58 million contracts on March 8. This month, investors pulled $26
million from ETF Securities' Brent 1mth exchange-traded fund, which uses Brent futures as a
benchmark. The fund had seen inflows of $45 million in the first three months of the year, when
the front-month contract was more expensive than later-month futures.

Robert Montefusco, a senior commodities broker at London-based Sucden Financial, said his
company is selling the June 2013 contract and buying the December 2013 contract. The strategy
profits as the price of the June contract falls relative to December.

To be sure, some market watchers said Brent, which has fallen 11% this year, may be close to a
bottom. They said European refineries will demand more oil later this year when they finish
seasonal maintenance, causing supplies to tighten again. China could also take advantage of low
prices to build its stockpiles.

Alessandro Gelli, an analyst at Diapason Commodities Management, which has $3 billion invested
in energy, said his fund may purchase near-term Brent and sell a contract for delivery later in the
year. "We'd be very interested in getting in," Mr. Gelli said.

Alexander Troxler Aaroe, investment director at Oslo-based NEF Asset Management, which has
$50 million under management, said with front-month Brent only slightly more expensive than
contracts for later delivery, buying and holding is no longer a good strategy.

"I don't think it's an obvious trade to profit from," Mr. Aaroe said. His fund is betting that the
price of Brent will continue to fall.

Werite to Dan Strumpf at daniel.strumpf@dowjones.com and Jenny Gross at
jenny.gross@dowjones.com
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