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OPEC’s decision to further cut 500k bbl/d from the oil
market for Q1/2020 (while also improving compliance on
the part of 3 cheaters) is a meaningful development. The
market had become wary of a 1H’20 oversupply due to
one-time project startups from Brazil and Guyana and
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this concern of potential stock builds had been keeping
money from coming back to the sector (despite growing realizations that the oil market is likely to
become increasingly tight throughout 2020). Today’s action removes the risk of a meaningful shortterm oversupply and should provide price support around current levels (contingent on the
US/China trade skirmish not escalating further).
We maintain our call that oil is on the cusp of entering into a multi-year bull market. Importantly,
due to the disconnect between energy stocks (exhibit 1) and the oil price (+30% YTD) investors need
not believe in further oil price upside from current levels to more properly value energy stocks
(exhibit 2,3) but rather need only have conviction that oil is unlikely to precipitously fall. We believe
that a price in excess of $60/bbl is supported by fundamentals in the 2H’20 and beyond (reasons for
why later on). So what provides the catalyst for a re-rate in energy stocks back closer to historical
levels and what would that upside be?
Exhibit 1

Exhibit 2

Exhibit 3

Currently, the market believes that oil demand in 2020 will be weak due to ongoing trade tensions
between US/China and that oil supply growth will be high resulting in an oversupplied market.
While demand growth is next to impossible to predict should any semblance of a trade deal/truce
emerge it would clearly have a positive impact on demand (and sentiment). As well, certain “one
time” events occurred this year that impacted oil demand that hopefully will be non-reoccurring
( ooding in the US Midwest prevented plantings which dented demand by ~0.4MM Bbl/d as an
example).
More importantly, oil production growth estimates from the major forecasting agencies (EIA, IEA,
etc) are simply too high. Despite an implosion in the US oil directed rig count (-25% YTD), structural
shifts towards underspending cash ow and prioritizing dividends and buybacks, and a atlining in
well productivity improvement rates, most agencies are still calling for US oil production growth in
excess of 1MM Bbl/d in 2020. We believe it will closer to 600k bbl/d (and others have called for as
low as 300k bbl/d). So far 13 US public E&P’s have outlined their 2020 spending plans and they are

tracking a 16% decline year-over-year. As well, banks have become much more defensive in their
lending standards (such as using below-strip price decks in reserve based loans) and a major
concern is starting to emerge about companies ability to roll over debt in 2021 and 2022. As a
result companies are much more likely to hoard cash (even with higher oil prices) lest the high yield
market not open up before they have to begin discussions with their lenders.
Secondly, Brazil was supposed to be a one of the areas of major production growth going forward
but on November 28th Petrobras unveiled at production growth in 2020 (versus expectations of
0.2MMBbl/d or more)…a major disappointment that went largely unreported. Between the US and
Brazil this amounts to ~0.5MM Bbl/d less supply and materially swings oil market balances from
oversupply to under. Look for the major agencies to true up their forecasts in the weeks and
months ahead.
Why do we believe that oil is about to enter into a multi-year bull market?
1. US supply growth deceleration (exhibit 4) is structural and geologic
a. Investors are demanding that companies underspend their cash ow and return capital in
the form of dividends and/or buybacks = less spending on drilling and less sensitivity of US
production growth to oil prices
b. US shale is showing signs of maturity – well productivity rate improvements are attening
and evidence has emerged that companies have been exhausting their Tier 1 acreage (Tier 2…
the less productive rock…is only 50% as productive yet has the same well cost = increasing
supply cost)
c. As noted before in 2020 and 2021 many shale companies need to preserve liquidity and
amass cash as the high yield market is showing signs of distress
Exhibit 4

2. Global o shore production (25% of global oil supply) is about to go into a multi-year decline
(exhibit 5)
a. Due to a lack of investment during 2015-2018 few major projects were sanctioned. With
Johan Sverdrup coming on in the past month new projects going forward are not adequate
enough to o set a 10%+ natural decline. Given 4-6 year lead times from project sanctioning
to rst oil this trend is unavoidable
b. We had called for this 1-2 years ago but the inevitability was delayed with satellite tie backs
and likely irresponsible production practices (pulling on wells harder than they should have…
Schlumberger had shown that depletion rates of many elds has skyrocketed)…should not be
the case in 2020+
Exhibit 5

3. OPEC spare capacity is tapped (exhibit 6)
a. Excluding Iranian export restrictions of ~ 2.4MM Bbl/d due to US sanctions OPEC’s actual
spare capacity is likely 2.0-2.5MM Bbl/d. In a 100MM Bbl/d market this is a very thin number
and equates to only 2 years of demand growth.

Exhibit 6

There are 2 potential events that could defer our bullish oil call by 1-2 years: a global recession or a
truce between US/Iran that would allow for a return of pre-sanction oil export levels.
Energy stocks, especially in Canada, remain severely depressed. At current oil pricing many stocks
trade at 15%+ free cash ow yields, half of their historical trading multiples, and out of free cash
ow have the ability to repurchase 70% of their outstanding shares over the next 5 years (Exhibit 7
for a Fund holding example). As interest is renewed in the sector in the coming months (?) we
expect signi cant multiple expansion albeit likely never to reach old highs. With many stocks
trading at ~3.5x EV/CF even a partial re-rate to 5x-6x (versus the good old days of 8x-9x) o ers
highly meaningful upside (75%-100%+).
Exhibit 7

While our bullish call over the past 2 years has been deferred by the actions of the US President
( rst in 2018 by bamboozling Saudi into ramping production and swamping the market under the
erroneous belief that Trump was about to become ultra-hawkish with Iran in 2018 and then a
US/China trade war in 2019 that impacted oil demand) we see the stars aligned for 2020 and
beyond. At current valuations (oil stocks discounting < $50/bbl) investors are getting free
optionality on any positive development while being rewarded with E&P’s using their egregious
levels of free cash ow to pay down debt and/or buy back their shares making those that we own
incrementally valuable with each passing month.
Reach out with any questions,
Eric Nutall
Partner, Senior Portfolio Manager
Ninepoint Partners
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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 November 29, 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.† Since inception of fund Series F.
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 November 29, 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

