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Market and Portfolio Commentary
1.1 Macro Industry Commentary

General Market Commentary

US sanctions on Iran’s oil industry are due to take effect from November but Iran’s oil exports are already
declining rapidly. Shipments are expected to drop to ~1.5 million bpd in Sept, down from ~2.3 million bpd in
June.

In the US, data from the US Energy Information Agency (EIA) released in August showed US crude production
rising 2% to a record 10.67 million bpd in June. Texas recorded the biggest increase of any state, lifting
production by 3.9% to 4.4 million bpd. Production increases from the Permian basin in Texas are running
ahead of transport capacity and the basis differential from Midland (where Permian Basin oil is sold) to
Cushing (delivery location for WTI contract settlement) continues to widen. As evidenced by the forward
spreads, transport capacity is due to increase substantially from 2019 which will remove this discount.

US crude export volumes continue to break new records, the US exported 2 million bpd in May.

In May, for the first time, the port district of Houston-Galveston exported more crude than it imported.

Figure 1: Houston-Galveston Port Trade

Crude oil imports and exports through the port district of Houston-Galveston, Texas
million barrels per day Cla
16 Dec 2015: crude oil export

restrictions lifted

14

exports
12
10
08
06
04
0.2

00 . : . : Mex -
2015 2016 2017 2018

imports

o Houston

Texas Oty..

e Galveston
Freeport

Christi ® Port District

Port Lavaca |

Private and Confidential



LEI Monthly Report — August 2018

Crude storage volumes entering the last week of August were 12% below this time last year, although are
even with the five-year average (see Figure 2).

From Jan to end of Aug 2018 the average WTI price was $66.42/bbl. This is up from 2017 average of
$50.85/bbl and 2016 average of $43.47/bbl.

Figure 2: Crude Inventory
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EIA data also showed gas production in the US lower 48 area at a record 90.8 bcfd in June, up from previous
record of 89.9 bcfd in May. Texas is also the largest gas producing state delivering 23.9 bcfd.
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Figure 3: Natural Gas Production
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Average daily production in the Lower 48 was up 0.75% in May-18 from Apr-18 and up 11.94% from May-17

Feet per Day

Billion Cubic
=

Average Daily Production
ENERCOM
The EIA’s gas market data are:
Production Consumption Exports
2017 actual 73.6 bcfd 74.2 bcf Nil
2018 forecast 81.1 bcfd 79.6 bcfd 2.0 bcfd
2019 forecast 84.1 bcfd 79.5 bcfd 5.4 befd
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Gas and Oil Prices 31 July 2018
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Swap Pricing Natural Gas Basis
Bal 18 Cal 19 Cal 20 Cal 21 Location Today Summer'18 Winter '18/'19
NYMEX WTI Crude $ 6623 5 6355 5 6050 S 5810 MichCan 5 om s (0.03) 3 (0.09)
ICE Brent Crude $ 728 5 7145 5 6852 5 6596 TETCO M3 5 (024) S (0.34) 3 110
Louisiana Light Sweet S 7043 S 6788 S 6450 S 6210 Dominion $ 5 (0.26) 3 (045) 5 (0.38)
CMA Midland Differential S (15.75) $  (6.68) S (1.17) 5 0.15 CIG S (039) S (0.65) S (0.62)
NYMEX Natural Gas $ 283 3 272 % 262 5 2.57 Waha S (073) s (L07) 3 (1.23)
Source: Bloomberg LP
All prices ore indicative only
Gas and Oil Prices 31 August 2018
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Swap Pricing Natural Gas Basis
Bal 18 Cal 19 Cal 20 Cal 21 Location Today Summer'18  Winter '18/'19
NYMEX WTI Crude S 6943 S 6671 S 6295 § 5891 MichCan 5 (0.08) 5 (0.14) 3 (0.16)
ICE Brent Crude $ 7739 5 7512 5 7143 5 6832 TETCO M3 5 (027) 5 (0.31) S 116
Louisiana Light Sweet S 7483 % 7137 S 6692 S 63.66 Dominion 5 5 (031) 5 (0.42) 5 (0.38)
CMA Midland Differential $  (12.89) §  (6.34) S (1.13) 3 0.10 CIG S (071) 5 (0.76) S (0.62)
NYMEX Natural Gas 5 296 3 278 3 263 3 2.57 Waha $ (169) 3 (1.65) S (1.50)

Source: Bloomberg LP

All prices are indicative only
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Important Disclaimer.

This report has been issued by Longreach Alternatives Limited ABN 250 828 52364 AFSL 246 747 (“Longreach”). Data is
at 31 October 2018 unless stated otherwise. This document is not an offer of securities or financial products, nor is it
financial product advice.

As this document has been prepared without taking account of any individual investor’s particular objectives, financial
situation or needs, you should consider its appropriateness having regard to your objectives, financial situation and needs
before taking any action.

This document has been prepared without taking into account of your objectives, financial situation and needs, you should
consider its appropriateness having regard to your objectives, financial situation and needs.

The information stated, opinions expressed and estimates given constitute best judgement at the time of publication and
are subject to change without notice. Consequently, although this document is provided in good faith, it is not intended to
create any legal liability on the part of Longreach or any other entity and does not vary the terms of a relevant disclosure
statement. Past performance is not an indicator of future results. All dollars are US dollars unless otherwise specified.

This document describes some current internal investment guidelines and processes. These are constantly under review
and may change over time. Consequently, although this document is provided in good faith, it is not intended to create any
legal liability part of Longreach or any other entity and does not vary the terms of a relevant disclosure statement. Past
performance is not an indicator of future results. In cases where information contained in this document derives from
third parties, Longreach accepts no liability for the accuracy, completeness or appropriateness of such information.
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