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There has been a signi cant improvement in crude
fundamentals over the past few months. While demand
weakened signi cantly in Q2 (we think skewed by
destocking), notably in Europe, indicators point to a sharp
in ection in July with the YOY run rate back to 1.3MM
Bbl/d. At the same time, US inventory draws have
accelerated and the YOY surplus has shrunk from 56MM Bbls in July to now 22MM Bbls and the
“Big 3” category (oil + gasoline + distillate) has shrunk from a surplus of 49MM bbls to now only
12MM bbls:

While ongoing worries about the health of the global economy persist (due to Trump’s trade war
with China) and oil is indeed exposed to daily tweeting volatility I believe the near-term direction of
crude oil will be dictated by 2 fundamental factors: inventory declines and the US production
growth rate.

With all but a handful of US E&P’s embracing buybacks + dividends over growth we have seen the
US oil directed rig count fall by 131 rigs and with it a deceleration of the YOY growth rate of US
production. This trend should accelerate in the coming months as company’s approach budget
exhaustion:

http://www.ninepoint.com/about-ninepoint/leadership/investment-team/ninepoint/eric-nuttall/


It looks like the US production growth rate in 2020 is going to disappoint consensus expectations as
E&P’s will continue to underspend cash ow and prioritize return of capital. To us it appears that US
oil growth will be less than 1MM Bbl/d in 2020 which means that a further cut from OPEC will not
be required. With this backdrop we are comfortable with a $55-$60 price band in our company cash
 ow forecasting and in that context oil stock valuations remain at their cheapest levels in history:



Given sound fundamentals yet deplorable sentiment we see several near-term catalysts that could
shift sentiment in our favour, and with a 50%+ YTD performance gap between WTI versus many
midcap stocks we see the potential for a meaningful Fall rally (coinciding with seasonal strength for
crude oil):



Potential near-term catalysts:

1) Continued signs of US production growth deceleration
2) Lack of trade war rhetoric escalation and commensurate lessening of daily doomsday headlines
which is killing sentiment
3) Canadian producers adopting meaningful share buyback programs in Q4/19 and 2020 given FCF
yields of 20%+ and       absolutely zero reward for growing their production
4) Pipeline progress: TMX shovels in the ground last Friday, KXL won their  nal signi cant court
challenge, rail capacity is     ramping by 150,000Bbl/d by YE, and pipeline throughput due to DRA
and additional compression = 300,000Bbl/d of increased   capacity (the WCS di erential by the way
is below $17/bbl for the next 13 months)

The oil market is much tighter today than a $56 price would suggest and with oil equities
discounting ~$45/bbl we see highly meaningful upside when the shift in sentiment occurs. In the
meantime companies continue to generate mountains of free cash  ow with which to pay down
debt and buy back shares that are trading at discounts to their liquidation value.
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NINEPOINT ENERGY FUND - COMPOUNDED RETURNS¹ 
AS OF MARCH 31, 2020 (SERIES F NPP008)

1M YTD 3M 6M 1YR 3YR 5YR 10YR 15YR INCEPTION

Fund -63.5% -74.7% -74.7% -71.0% -71.9% -46.9% -32.6% -17.0% -11.0% -7.4%

Index -46.8% -58.0% -58.0% -54.6% -58.9% -30.7% -20.2% -11.9% -6.0% -3.7%



 All returns and fund details are a) based on Series F units; b) net of fees; c) annualized if period is greater than

one year; d) as at July 31, 2019; e) 2004 annual returns are from 04/15/04 to 12/31/04. The index is 100% S&P/TSX

Capped Energy TRI and is computed by Ninepoint Partners LP based on publicly available index information.

The Fund is generally exposed to the following risks. See the prospectus of the Fund for a description of these

risks: concentration risk; credit risk; currency risk; cybersecurity risk; derivatives risk; exchange traded

funds risk; foreign investment risk; in ation risk; interest rate risk; liquidity risk; market risk; regulatory

risk; securities lending, repurchase and reverse repurchase transactions risk; series risk; short selling risk;

small capitalization natural resource company risk; speci c issuer risk; tax risk.

Ninepoint Partners LP is the investment manager to the Ninepoint Funds (collectively, the “Funds”). Commissions,

trailing commissions, management fees, performance fees (if any), other charges and expenses all may be

associated with mutual fund investments. Please read the prospectus carefully before investing. The indicated

rate of return for series F units of the Fund for the period ended July 31, 2019 is based on the historical annual

compounded total return including changes in unit value and reinvestment of all distributions and does not take

into account sales, redemption, distribution or optional charges or income taxes payable by any unitholder that

would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past

performance may not be repeated. The information contained herein does not constitute an o er or solicitation

by anyone in the United States or in any other jurisdiction in which such an o er or solicitation is not authorized

or to any person to whom it is unlawful to make such an o er or solicitation. Prospective investors who are not

resident in Canada should contact their  nancial advisor to determine whether securities of the Fund may be

lawfully sold in their jurisdiction.

The opinions, estimates and projections (“information”) contained within this report are solely those of Ninepoint

Partners LP and are subject to change without notice. Ninepoint Partners makes every e ort to ensure that the

information has been derived from sources believed to be reliable and accurate. However, Ninepoint Partners

assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this

information. Ninepoint Partners is not under any obligation to update or keep current the information contained

herein. The information should not be regarded by recipients as a substitute for the exercise of their own

judgment. Please contact your own personal advisor on your particular circumstances. Views expressed regarding

a particular company, security, industry or market sector should not be considered an indication of trading intent

of any investment funds managed by Ninepoint Partners. Any reference to a particular company is for illustrative

purposes only and should not to be considered as investment advice or a recommendation to buy or sell nor

should it be considered as an indication of how the portfolio of any investment fund managed by Ninepoint

Partners is or will be invested. Ninepoint Partners LP and/or its a liates may collectively bene cially own/control

1% or more of any class of the equity securities of the issuers mentioned in this report. Ninepoint Partners LP

and/or its a liates may hold short position in any class of the equity securities of the issuers mentioned in this

report. During the preceding 12 months, Ninepoint Partners LP and/or its a liates may have received

remuneration other than normal course investment advisory or trade execution services from the issuers

mentioned in this report.

Ninepoint Partners LP: Toll Free: 1.866.299.9906. DEALER SERVICES: CIBC Mellon GSSC Record Keeping Services:

Toll Free: 1.877.358.0540
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