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Step 1: Inventory Surplus Normalization

We track oil inventories very closely, both US and global
as inventories are the nexus of supply and demand and
are the best real-time indicator of an
undersupplied/oversupplied market. Since inventories
peaked ~ June 2020 from the COVID demand shock they
have fallen by 57% globally to now 197MM Bbls falling at a pace of 2MM Bbl/d. This was before
Saudi Arabia voluntarily decreased production by a further 1MM Bbl/d for February/March (i.e.
59MM Bbls). At the current pace we see normalized inventories by early Summer. The last time
inventories were at such levels WTI was over $60WTI…hence our short-term target of $60WTI by Q3.

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


Step 2: OPEC Spare Capacity Exhaustion

OPEC has about 5.2MM Bbl/d of shut-in production in addition to about 1.8MM Bbl/d of Iranian
production shut-in due to trade sanctions which we expect to be softened this year (note: Iran is
rumored to be exporting ~1MM Bbl/d higher than their o cial number via pipelines in Iraq and
o shore ship-to-ship transfers). OPEC’s primary goal is higher (yes still) oil prices as few of the
member countries are going concerns in a sub $70 Brent world. We expect OPEC to gradually bring
back shut-in production as demand normalizes in 2021. Why will demand normalize? Because it
already has in much of the world! Oil demand in China, India, and Brazil are generally back to pre-
COVID levels and we expect Europe and the United States to achieve this milestone by YE’21 as
vaccine rollouts accelerate. You may think OPEC adding barrels to the market is a negative price
signal…it is the opposite! OPEC has not been able to invest in additional capacity due to distressed
revenue over the past several years due to oil’s collapse. Once shut-in production is returned OPEC
will e ectively be out of spare capacity…this is the most bullish scenario one can imagine.



Step 3: We Enter a Post-shale World in 2022

Before US shale production the world relied on long-cycle (4-6 year lead time) projects and without
US shale non-OPEC production growth would have been slightly negative over the past 5 years
while demand grew by 6MM Bbl/d (pre-COVID). Given enormous pressure to prioritize return of
capital over production growth we believe the era of meaningful US shale production growth is
over. The years of hyper growth were achieved by spending 140% of cash ow…today companies are
pledging to spend only 70% with the remaining 30% going towards deleveraging and investor
returns. We are in a completely di erent world going forward. Further, this is year 6 of the global
supermajors insu ciently investing in new projects while facing a 7%-10% o shore decline rate
hence we believe non-OPEC/US production is entering a multi-year period of declines. The oil price
pre-US shale averaged $72 and was for a period of time over $100/bbl. The setup today is no less
bullish than then.



Step 4: The Re-Rate

Our forecasts for $60WTI are no longer as heretical as they appeared in early 2020 with Goldman
Sachs, JP Morgan, Morgan Stanley, RBC, and others joining us. Using $60WTI energy stocks are
trading at generational lows with many at 1/3 of historical cash ow multiples and at 30%+ free cash
 ow yields. Such valuations will not last. Despite the sharp rally from the lows we still see many
stocks with over 100% upside in using $60WTI.



Conclusion

IT IS NOT TOO LATE BUT THE WINDOW IS CLOSING. The energy sector was one of the biggest
losers from COVID19 in 2020…does it not make sense that it will be one of the largest bene ciaries
in 2021 as vaccine rollout leads to a normalizing economy? The Ninepoint Energy Fund has



achieved maximum upside capture in 2020 and YTD and is ideally positioned for the improving oil
fundamentals that get better by the day. Why would you try to choose energy stocks yourself when
we live and breathe this sector, have relationships that allow us to do things like buy 9.9% of
Athabasca Oil from Equinor at a distressed price and see it rally by 120% in 1.5 weeks, have large
embedded tax losses in the Fund, and dynamically reweight positions on a constant basis? 

Our performance speaks for itself.

Eric Nuttall 
Senior Portfolio Manager
Ninepoint Partners
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NINEPOINT ENERGY FUND - COMPOUNDED RETURNS¹ AS OF JANUARY 31, 2021
(SERIES F NPP008)

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

FUND 2.8 2.8 57.6 61.4 0.7 -15.6 -7.4 -9.2 -5.9 -0.4

INDEX 0.9 0.9 41.9 22.6 -27.1 -18.4 -7.9 -9.7 -6.0 -0.9

 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 January 31, 2021. 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 January 31, 2021 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.
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