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Breakwave Tanker Futures Index: 1,308 VLCC Middle East-Asia Spot Rates:  $12.12 Short-term Indicators:
T 30D: 6.7% » 30D: 30.2% Momentum:
1T  YTD:10.0% 4 YTD:-31.5% Sentiment: Positive
A YOY: -19.1% NA YOY: -41.0% Fundamentals: Positive

Bi-Weekly Report

e VLCC spot market sees uptick in late September amid ongoing Atlantic challenges — Following a period of subdued
fixing, the VLCC market experienced a brief period of elevated activity, which in turn pushed spot rates to relatively
high levels rather fast, providing a ray of hope after the recent downturn. VLCC rates in the Middle East region went
up considerably due to tightening vessel availability, with charterers scrambling to secure vessels for their October
loading programs. Although there are encouraging signs following such a weekly upturn, the year-on-year
comparison indicates that the market is still lagging, as freight rates struggle to find a stable footing. In the Atlantic,
the tonnage list is still exerting pressure on the market, although shipowners continue to seek higher rates,
especially as the winter season approaches. With September behind us, a crucial question remains unanswered:
Will spot rates for VLCCs receive a boost from Chinese crude oil imports and the expected increase in fuel demand
during the northern hemisphere winter season? In the Atlantic market, there is a scarcity of projected tonnage that
will help avoid additional downward pressure on rates. At the same time, we expect higher oil export volumes out
of the Middle East despite all the talk about lower production levels. Combine the above with the potential for
inclement weather, and the ingredients for a winter rally are firmly in place.

e Oil price forecasts move up as spot prices top $90 per barrel — There is nothing that changes sentiment more than
price, and the recent rally in oil prices have once again pushed major banks to revisit their own oil projections,
which just a few months ago were sitting at much lower levels than today. Unfortunately, the lag effect on analyst
projections remains an unspoken rule, and with oil prices exceeding $90 per barrel, the question now becomes how
quickly OPEC will increase (“cheat”) production to take advantage of the rally in prices, now that the market expects
a significant deficit as we head into the strongest quarter of the year in terms of demand. For those who have
followed OPEC for a while, there is always a difference between actions and words, and already August saw an
increase in exports despite all the talk about declining production. Our expectation is that supply will be higher
than what most people expect, which should aid tanker volumes as we head into the winter. Such a supply increase
combined with slower economic growth due to a challenging macro environment should in turn lead to lower oil
prices. Once again, such a view is firmly against consensus, similar to our previous view in the summer for higher
oil prices, when most investors were concerned about demand rather than supply.

e Tanker cycle driven by tight supply, recovering demand — The tanker market is recovering from a long period of
staggered rates as the growth in new vessel supply shrinks while oil demand is recovering in line with the global
economy. A historically low orderbook combined with favorable demand fundamentals should continue to support
increased spot rate volatility, which combined with the ongoing geopolitical turmoil, should support freight rates in
the medium term.

The Baltic TD3C Index measures the spot rate in USD per ton for Very Large Crude Carriers (VLLCC) operating in the Middle East to Asia route. The Breakwave
Tanker Futures Index (BDRYFF) is designed to track freight futures contracts with a sector weighting of 90% VLCC TD3C and 10% Suezmax TD20 and a
weighted average maturity of approximately 50-70 days.


http://www.etfmg.com/BDRY
http://www.breakwaveadvisors.com
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Tanker Fundamentals

Demand YTD YOy
World Oil Demand 104,390 kbpd 4.7%
Oil Supply, OPEC 27,820 kbpd -6.2%
Oil Supply, non-OPEC 67,550 kbpd 3.1%
OECD Total Crude Oil Stocks 1079.8 MMbls 6.0%
US Crude Oil Exports 27.8 MMbls 17.0%
China Oil Imports 378.8 MMbls 14.7%
Global Crude Oil Floating Storage 82.5 MMbls 13.1%
Supply

Tanker Fleet 688.0 mdwt 2.7%
Freight Rates

VLCC Middle East-Asia, USD/ton 13.94 33.5%
Suezmax West Africa-Europe, USD/ton 19.78 21.8%

Note: All numbers as of latest available; Imports/Exports/Production are YTD sums as of latest reported; Inventories/Fleet are weekly totals

Sources: Bloomberg, IEA, Clarksons and Breakwave Advisors

Disclaimer:

This research report has been prepared by Breakwave Advisors LLC solely for general information purposes and for the
recipient's internal use only. This report does not constitute and will not form part of and should not be construed as a
solicitation of any offer to buy or sell any security, commodity or instrument or related derivative or to participate in any
trading or investment strategy. The opinions and estimates included herein reflect views and available information as of
the dates specified and may have been and may be subject to change without notice.
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