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Will peak oil demand result in a lower [or
higher] oil price?
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Over the past quarter the oil price was relatively at (up
until last week) yet energy stocks sold o with the
disconnect beginning in early September when BP
published in their annual macro release several demand
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scenarios…2 of which had demand having already peaked which the media naturally ran with. In
the following days an epic pile on of negative headlines ensued including California banning the
internal combustion engine from new car sales by 2035, China reaching peak emissions in 2030,
expansion of green/blue renewable diesel, hydrogen hype, etc. This all resulted in a mini buyers
strike of energy stocks and when fears of a 2nd wave intensi ed there was no natural buying to
support energy stocks from the risk-o tape. Today it feels like sentiment towards the sector is as
low as it was in March when oil was in the $20’s. Despite improving fundamentals (demand
normalizing and supply remaining constrained) we are su ering from a sentiment problem.

Link- https://twitter.com/ericnuttall/status/1311398466334138368?s=20

Link- https://twitter.com/ericnuttall/status/1311702904944889856?s=20
What needs to happen for this to change and energy stocks to rerate? It is clear that the energy
sector has been hit harder than any other sector this year and the reason is obvious: COVID-19 led
to the largest demand shock in history and forced OPEC to remove a historic amount of production
to avoid massive inventory builds. For now the focus remains on “weak” demand even though it has
recovered to approximately 93MM Bbl/d…still down around 7% from pre COVID levels but
signi cantly o the lows. Over the coming months, we remain optimistic that as fears of the 2nd
wave fade (or at least we have visibility that governments are no longer willing nor able to shut
down the economy like they did in March) and as progress towards a vaccine becomes more evident
that the sector can begin to rerate. Further, demand should continue to normalize closer to 9597MM Bbl/d resulting in “near” pre-COVID 19 conditions and with supply remaining depressed
inventory draws (https://twitter.com/ericnuttall/status/1311318631888936962?s=20) should be
additional evidence of a healing energy market.
Borrowing a line from Top Gun we view the sector as a “target rich environment”…everywhere we
look we see stocks that we think can double, triple, or more with a slightly more constructive oil
price. For example, we recently built a 6% weighting in a land driller which despite operating in the
most di cult period in its history will still generate positive free cash ow this year. Using
maintenance level activity in a $50WTI world we see the company as having the ability to free cash
ow its current market cap given the stock is down ~50% from when we last sold the position. We
own natural gas names (~40% portfolio weight) that are trading at 20%-35%+ free cash ow yields
using the stirp price of natural gas and $50WTI for their liquids production. We own small cap oil
stocks trading at 38% free cash ow yields at $50WTI where they could privatize themselves within

1.5 years at $60WTI (where oil was pre-COVID 19). Valuations in the sector are incredibly
compelling!!!
As I mentioned earlier, the sector faces a sentiment problem. We continue to believe that the oil
price will recover to $50-$60 next year as demand continues to normalize (see
https://twitter.com/ericnuttall/status/1311730292135260178?s=20 ) and supply remains
constrained (see https://twitter.com/ericnuttall/status/1310557910091608064?s=20 and
https://twitter.com/ericnuttall/status/1308050254139457538?s=20 ).
What kind of upside is possible if we are correct in our call that oil is heading towards $50 in
early/mid 2021 and $60 by late 2021? Using conservative trading multiples for each of our holdings
the Fund has a targeted upside of 111%/201% at $50/$60WTI and given the average fund holding is
down 53% from its 52 week high (likely in January) stocks need to double just to get back to where
they were before COVID-19 hit. You can see below that of the 11 (blanked out) holdings they are
trading at highly compelling free cash ow metrics (the average holding could privatize themselves
from free cash ow within 3 years at $50WTI…):

We aim to have a much more thorough discussion on what peak oil demand means, the likely pace
of energy transition, probable supply shortages, and price scenarios out in the next few weeks but
for now I would encourage you to follow me on Twitter (@ericnuttall) for frequent and timely
updates as I intend to use it as my primary platform for keeping clients up-to-date (in addition to
market updates via email)
Eric Nuttall
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 September 30, 2020; 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 September 30, 2020 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

