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Energy Sector update – Brent Oil price focus

What’s happened with Brent?: Brent prices slumped ~40% from a June
peak of ~$115/bbl. Fundamentally, the downward pressure on oil prices
relates to the current demand/supply imbalance caused by a lack of
synchronised global growth, higher inventory levels and increased shale
production in the US, which is reducing fixed input costs for energy. On
the supply side, US producers continue to increase production, which has
resulted in an oversupply of light sweet crude in the Atlantic Basin, leaving
a structural overhang of ~2mbd.
At a technical level, oil prices first fell when the Saudi Arabian Oil Company
released prices for October, with steep cuts in Asian markets interpreted by
many around two key factors: (1) a push to increase market share and (2) to
put pressure on inefficient US shale producers. Prices again fell to $90bbl
when producer and investor selling started to occur at the back end of the
(price) curve, while speculative shorts pulled down the front end. In addition,
only last week (27th November, Thursday) we saw crude prices fall again
after OPEC confirmed it would not cut production levels to stem the collapse
of the oil price and provide a ‘floor’.
Our view on Brent - $70 or above but risk skewed to the downside in
the short term: Over the medium term, we remain neutral on the outlook
for the oil price. In terms of the overall market consensus analyst forecasts,
the Brent (oil) curve and implied prices from the equity market all suggest
prices of ~$70 or above represents current fair value. That being said,
markets do not always behave in equilibrium and we believe there is
additional risk to the downside of the oil price over the next 6 months from a
number of competing factors.
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Figure 1: 1m vs 12m Crude Oil Futures.

Source: Bloomberg, Short term futures trading
lower than the long term futures.

Firstly, we expect the imbalance in the supply/demand dynamic to further
persist into 2015, as non-OPEC supply growth outstrip oil demand
growth. The swing factor to this in the coming year will be dependent on
when/if OPEC decide to cut production to balance the market supply. In the
short term, contrasting political objectives and differentials in break-even
prices may lead to inaction and additional supply in excess to seasonal
normal demand. Additionally, increased stockpiling by countries at these
lower prices may also result in inventory overhang for longer, even if
production cuts occur.

Figure 2: Brent Fair Value – Forward Curve

Non-OPEC producers will also need to cut production but this may take
several quarters to achieve this outcome. Some market estimates with
hedged production and $30-$40 bbl costs suggest that 2015 projected US
growth will be impacted by the recent price action. However, moderating our
cautious view is the expectation that a sub $70bbl price may be a catalyst
for OPEC to cut production as protracted low oil prices will impact the growth
outlook for a number of member countries, especially Nigeria, Venezuela
and Iran, while Qatar, Kuwait and UAE will be impacted to a lesser extent.
Technical factors such as relative strength indicators (RSI) and the
steepness of the (price) curve also suggest that Brent may be oversold in
the short term (refer Figure 1 and Figure 2).

Table1: Scenario Analysis

Source: Bloomberg. A relatively strong contango.

Scenario Analysis when Brent drops further 20%.

Retain our OW in Energy…: Based on this analysis, we continue to favour
the Energy sector over the medium to long term and post the recent sell off,
it continues to look relatively attractive both at the sector level and in terms
of individual companies.
Based on our scenario analysis, and assuming a further price drop of 20%
and a rotation of our active weight into Healthcare (the least sensitive sector
to crude oil price movement), we estimate that moving from OW to Neutral
will only see a ~15bps uplift in the Core portfolio P&L (Refer Table 1). As
such, we are comfortable with maintaining our current position at this point
in time.
…but we are keeping an eye out for the black swan event: However,
part of our scenario analysis is to consider what other geopolitical and other
risks may result in further ‘irrational’ behaviour by either OPEC and Non
OPEC countries, as well as investors themselves. This could lead to a key
downside risk to our view, and represent elements that cannot be modelled
easily.
To this extent, our view around a bear case scenario is premised on the
following key issues: (i) excess production continues for longer than
expected and / or (ii) bearish market sentiments continue to drag Brent
prices lower, and (iii) the current cartel arrangement that supports OPEC
breaks down leading to an irrational supply response caused by both
economic and geopolitical uncertainty for individual countries. As such, we
have identified the outcome of the next OPEC meeting and the outlook for
demand (via global growth outlook and inventory levels) as key determinants
in the medium term outlook. This will be something we will be continuing to
monitor closely as we head into the New Year.
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Important Information
eQR is a subsidiary of Westpac Banking Corporation ABN 33 007 457 141, AFSL No. 233714 (Westpac). Content in this document
may contain information sourced from eQR’s strategic research network. However, no person or entity other than eQR has been
involved in the preparation of this document, has caused or authorised the issue of this document, or is otherwise responsible for the
content of this document.
Disclosure of Interests: Author of this note has financial interest in Energy sector. Please refer to that section for more information.
This document is current as at the date shown on the front page. The information, opinions and statements included in this
document reflect the judgement of eQR as at the date of this document, and are subject to change at any time without notice. eQR
may cease to provide research on the entity that is the subject of this document. This document has been prepared for use only by
advisers and clients of Westpac Financial Planning, Westpac Private Bank, St.George Financial Planning, St.George Private
Clients, Bank of Melbourne Financial Planning, Bank of Melbourne Private, Magnitude Group Pty Ltd, Securitor Financial Group Ltd
and other users authorised by eQR from time to time (authorised users). This document is not provided by eQR in any fiduciary
capacity. This document, and any information included in it, must not be copied, used, reproduced or otherwise distributed or
circulated to any person outside Australia or to any third party other than an authorised user.
This document is not a personal recommendation to buy, hold or sell any particular security. It has been prepared without taking
account of any person’s personal objectives, financial situation or needs, and so you should consider its appropriateness having
regard to those factors before acting on it, and obtain professional investment, financial and taxation advice before making any
investment decisions. eQR does not give any representation, warranty or guarantee as to the performance of any investment. Past
performance is not a reliable indicator of future performance. Investments can go up as well as down, and investors can lose some
or all of their money.
Information in this document that has been provided by third parties has not been independently verified and neither eQR nor the
Westpac group are in any way responsible for that information. While such material is published with necessary permission, neither
eQR nor any other company in the Westpac group accepts responsibility for the accuracy or completeness of, or endorses, any
such material. This information should not be considered a comprehensive statement on any matter nor relied upon as such. To the
maximum extent permitted by law: (a) no guarantee, representation or warranty is given that any information included in this
document is complete, accurate, up to date, error or fault free or fit for any purpose; and (b) neither eQR nor any member of the
Westpac group is in anyway liable to the any person (including for negligence) or otherwise for any loss or damage arising as a
result of any reliance on this document or any information included in this document.
You can find out more information about the following either on the BTFG website www.btfg.com.au/about-bt-financialgroup/regulatory-reporting/regulatory-reporting.asp or from your financial adviser:

The scope and expertise of eQR’s research service;

The process by which products/securities are selected for coverage and filters applied;

The list of financial products currently covered by our research service, a description of the classes of products covered
and the scope of that coverage;

eQR’s ratings system and research methodology;

Historical research;

The spread of ratings;

Further information about controls we have in place to manage conflicts of interest;

Reviews and results of testing of our research reports.
© eQR securities 2014.
FINANCIAL SERVICES GUIDE
Dated: 30 September 2014
This Financial Services Guide (FSG) is an important document which we are required to give you as an Australian Financial
Services Licensee. This FSG is prepared and issued by eQR securities Pty Limited ABN 30 009 119 242 AFSL No. 240693 (eQR).
The FSG is designed to provide you with information regarding the advice and services that eQR can offer you and to assist you in
determining whether to use the financial services provided by eQR.
This FSG contains information about:

eQR, including contact details and services offered by us;

What services eQR is authorised to provide;

How eQR and its staff are remunerated;

How eQR deals with your complaints; and

How eQR manages conflicts of interest.
Contact details
Level 20, 275 Kent Street, Sydney NSW 2000 Email: equitiesresearch@btfinancialgroup.com
Telephone: 1800 557 432 Fax: 02 9274 517
Our financial services
eQR is authorised to provide general financial product advice in the form of research reports and related information regarding a
range of financial products, including securities (e.g. shares). eQR’s business is primarily that of providing research (i.e. general
financial product advice) on securities, including selected shares in the ASX 200.
General financial product advice
Any financial product advice eQR gives you will be general in nature and will have been prepared without taking into account your
objectives, financial situation and needs. You should seek personal advice from a financial adviser that is appropriate to your
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objectives, financial situation and needs. You should obtain and consider the disclosure document (e.g. product disclosure
statement or prospectus) (if any) for a product before deciding whether to acquire, continue to hold or dispose of that product. eQR
has no knowledge of your personal circumstances and will only ever provide you with general advice.
Remuneration and other benefits
eQR - eQR does not receive remuneration from the issuers of financial products for undertaking research on the issuer's financial
products. eQR bears the cost of undertaking this research. eQR generates its income from other means such as the subscription
fees payable by financial advisers and other users who subscribe to eQR’s online research platform. You will not be required to pay
a fee to eQR for the general advice contained in the eQR written reports provided to you through a financial adviser. Details of any
fees or remuneration received by your financial adviser will be detailed in the financial services guide and/or statement of advice
given to you by your financial adviser.
Staff - Our research staff are generally paid a salary, superannuation and may also receive additional benefits should they satisfy
certain targets. They may also be entitled to receive bonuses (which may include an allocation of Westpac ordinary shares) that are
based on factors such as the quality of their research, as well as the efficiency and timeliness of delivery of their services. Our
research staff may also be entitled to a bonus determined by reference to the performance of other business units within the
Westpac group.
You may request further information regarding eQR’s or any eQR representative’s remuneration before you are provided with the
financial services.
Interests, associations and relationships
eQR is a member of the Westpac Banking Corporation ABN 33 007 457 141, AFSL No. 233714 (Westpac) group. The Westpac
group includes a number of companies that provide financial products and services, funds management, insurance, superannuation,
investment and administrative services. The Westpac group includes St.George Bank – a division of Westpac, Securitor Financial
Group Limited, Magnitude Group Pty Limited, Asgard Capital Management Limited, BT Funds Management Limited, Advance Asset
Management Limited and also includes companies that bear the ‘Westpac’, ‘St.George’, ‘Bank of Melbourne’, ‘Bank SA’, ‘Asgard’,
and ‘BT’ names. BT Financial Group is the wealth management arm of Westpac.
eQR, other entities in the Westpac group, and their representatives (including those involved in the preparation of research and
related material provided by eQR (together, eQR Material)) may have an interest in the securities of, or an association or
relationship with, the entity that is the subject of eQR Material. This could, for example, include a financial interest in, position as an
officeholder of, or a contract for the provision of services to, the entity that is the subject of eQR Material.
In the event of any person subscribing to the financial products referred to in eQR Material through a financial product or service
issued by a Westpac group company, such subscription may result in companies related to Westpac and representatives or
authorised representatives of Westpac group companies receiving a commission, fee or other benefit or advantage.
Conflicts of Interest
Related party products: eQR may, from time to time, produce research reports on securities of a company in, or product issued by,
a Westpac group entity. For example Westpac is itself an ASX listed company, and entities within the Westpac group issue products
which may be covered by an eQR research report. The same controls, criteria and approval process is applied to each of our
research reports to ensure the process of preparing and the outcome of the report is consistent and objective.
Trading: eQR research staff are subject to the BT Financial Group Research & Strategy Personal Account Dealing Policy which
includes principles and procedures for assisting in managing potential conflicts of interest that may arise as a result of employee
personal account dealing activities.
Non-financial benefits exceeding $300 are not permitted under the Westpac Alternative Remuneration Policy. Employees may
from time to time receive non-financial benefits valued at less than $300 from external or internal Westpac Group product issuers.
eQR maintains a register of any benefits received by employees that are between $100 and $300 in value. Please let your financial
adviser know if you would like to see this register and we can provide this to you for a small fee.
Accessing further information
If you would like further information including any of the details above, you can ask your financial adviser.
Complaints handling
The law requires eQR to have arrangements in place to compensate certain persons for loss or damage they suffer from certain
breaches of the Corporations Act by eQR or its representatives. eQR has internal compensation arrangements that satisfy these
requirements. eQR endeavours to provide a high standard of financial service to you. If you have a concern about the service
provided to you or wish to make a complaint, you may contact us by phone 1800 557 432 or in writing to:
Wealth Management Complaints
GPO Box 5265, Sydney NSW 2001
Fax: +61 02 8253 3727
We aim to resolve your concern quickly and fairly. If your concern is not resolved, or if you are dissatisfied with the decision, you
may contact the Financial Ombudsman Service (FOS). This service is provided free of charge. The FOS provides an independent
dispute resolution process covering complaints about financial services including; banking, credit, loans, general insurance, life
insurance, financial planning, investments stock broking, managed funds and pooled superannuation trusts. You may contact FOS
at GPO Box 3, Melbourne, VIC 3001, phone: 1300 78 08 08, fax: (03) 9613 6399, website: www.fos.org.au, email: info@fos.org.au.
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