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From HO to ULSD:
The NYMEX division of the CME Group has announced that as a transition from heating oil to
trading ultra low sulfur diesel fuel (ULSD) there will be no heating oil contracts listed beyond the
April 2013 contract, with a last trading day of March 29, 2013. We hope this informational report
will help you to understand and plan for this transition.

Why is the change being made?
The change in the futures trade is a reflection of ways that the physical market for mid-weight distillate
fuels has evolved. The current New York Harbor heating oil contract allows sulfur content of up to 2,000
ppm for example, but New York City is mandating the use of ultra low sulfur fuel for new instillations, with
a maximum of 15 ppm allowable. This matches the specification for ultra-low sulfur diesel (ULSD). We
also note that diesel fuel consumption has increased its share of the market, with ULSD accounting for
almost 82% of 2010 US total refinery distillate output. ULSD has become the US standard product, and
NYMEX is changing its futures contracts to stay in step.

What will the change mean?
For those who use the futures market for hedging, the change from heating oil to ULSD will mean a shift
in the basis – the spread between the cash price of the specific physical product being hedged in the
location it is being stored or delivered and the futures contract used to hedge. High sulfur heating oil that
traded in close correlation with the US harbor heating oil futures contract will likely trade at a discount to
the new ULSD contract. On-road ULSD diesel fuel which has typically traded at a premium to the heating
oil futures will likely trade closer to level. Jet fuel, keeping its relative value, would trade at a reduced
premium over the new contract. Everyone who has used the heating oil futures contract as their hedging
vehicle of choice would still be able to use the new ULSD contract just the same, just with some
adjustment in the basis risk compared with before. For those hedging fuel in locations far from the New
York Harbor market, the change in the basis may not even be particularly noticeable, given the variability
in cash market values now.
For those using the markets as an investment or trading vehicle, the switch to trading USLD will likely be
relatively seamless, mostly a matter of learning a new ticker symbol.
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How will the transition work?
The transition from heating oil to ULSD will run very much like the migration from the unleaded gasoline
contract to RBOB (reformulated blendstock for oxygenate blending). The two contracts will be available
for trading side by side, but no new contracts will be listed in the contract being discontinued. As the
heating oil contract runs out of months to trade, volume and open interest will gradually shift into the new
ULSD listing. In the case of heating oil, the last contract listed is for April 2013 delivery, with the last
trading day of March 29, 2013. In other words, the current heating oil contract will still be available to
hedge the 2012-13 heating season, but heating oil distributors looking to hedge future winters will need to
use the ULSD contract.
Although each market has distinct characteristics, when the transition from unleaded gasoline to RBOB
took place, the last contract listed was for January 2007, with trade ending in December 2006. In terms
of open interest, the unleaded contract became the smaller market and the new RBOB contract became
the larger in late August. In terms of trading volume, the crossover between the two contracts occurred in
mid September, when RBOB turnover overtook the volume of trade in unleaded. This experience
suggests that we should look for a similar transition 3-4 months before the last of the heating oil trade. By
December 2012 or so, more of the trading volume and open interest will be likely reside in ULSD.
As one more key element, we should be on the alert for how ETF or index fund managers opt to handle
the transition. We’ve already seen one statement from Barclays Capital, for example, that they plan to
use the heating oil futures prices only through the March 2013 contract, presumably to sidestep any risk
of unrepresentative pricing that could occur in the final April trade. We would not be surprised to see
some index funds opt to use ULSD from the start of 2013 when they make their asset allocations.

How Citi will help
Once we begin seeing some ULSD trade, we’ll begin featuring regular updates on heating oil and ULSD
volumes and open interest as a regular part of our PM Energy News & Views reporting, so that you’ll
always know where the liquidity is during this important transition over the coming year.
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ADDITIONAL INFORMATION AVAILABLE UPON REQUEST
This communication has been prepared by a member of the Sales and Trading Department of Citigroup, which distributes this
communication by or through its locally authorized affiliates (collectively, the “Firm”). Sales and Trading personnel are not
research analysts and the information in this communication is not intended to constitute “research” as that term is defined by
applicable regulations. Compensation of Sales and Trading personnel includes consideration of the performance of this
Department’s activities. The views expressed herein may change without notice and may differ from those views expressed by
other Firm personnel.
______________________________________________________________________________________
You should assume the following: The Firm may be the issuer of, or may trade as principal in, the financial instruments referred
to in this communication or other related financial instruments. The author of this communication may have discussed the
information contained herein with others within the Firm and the author and such other Firm personnel may have already acted
on the basis of this information (including by trading for the Firm’s proprietary accounts or communicating the information
contained herein to other customers of the Firm). The Firm performs or seeks to perform investment banking and other services
for the issuer of any such financial instruments. The Firm, the Firm’s personnel (including those with whom the author may have
consulted in the preparation of this communication), and other customers of the Firm may be long or short the financial
instruments referred to herein, may have acquired such positions at prices and market conditions that are no longer available, and
may have interests different or adverse to your interests.
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______________________________________________________________________________________
This communication is provided for information and discussion purposes only. It does not constitute an offer or solicitation to
purchase or sell any financial instruments. The information contained in this communication is based on generally available
information and, although obtained from sources believed by the Firm to be reliable, its accuracy and completeness is not
guaranteed. Certain personnel or business areas of the Firm may have access to or have acquired material non-public information
that may have an impact (positive or negative) on the information contained herein, but that is not available to or known by the
author of this communication.
_______________________________________________________________________________________
Financial instruments denominated in a foreign currency are subject to exchange rate fluctuations, which may have an adverse
effect on the price or value of an investment in such products. Investments in financial instruments carry significant risk,
including the possible loss of the principal amount invested. Investors should obtain advice from their own tax, financial, legal
and other advisors, and only make investment decisions on the basis of the investor’s own objectives, experience and resources.
_______________________________________________________________________________________
This communication is not intended to forecast or predict future events. Past performance is not a guarantee or indication of
future results. Any prices provided herein (other than those that are identified as being historical) are indicative only and do not
represent firm quotes as to either price or size. You should contact your local representative directly if you are interested in
buying or selling any financial instrument, or pursuing any trading strategy, mentioned herein. No liability is accepted by the
Firm for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained herein or
derived herefrom.
_______________________________________________________________________________________
Although the Firm is affiliated with Citibank, N.A. (together with its subsidiaries and branches worldwide, “Citibank”), you
should be aware that none of the other financial instruments mentioned in this communication (unless expressly stated otherwise)
are (i) insured by the Federal Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other
obligations of, or guaranteed by, Citibank or any other insured depository institution.
______________________________________________________________________________________
This communication contains data compilations, writings and information that are proprietary to the Firm and protected under
copyright and other intellectual property laws, and may not be redistributed or otherwise transmitted by you to any other person
for any purpose.
_______________________________________________________________________________________
© 2012 Citigroup Global Markets Inc. Member SIPC. Citi and Citi with Arc Design are trademarks and service marks of
Citigroup Inc. and its affiliates, and are used and registered throughout the world. Any unauthorized use, duplication or disclosure
is prohibited by law and will result in prosecution.
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