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Explaining the Unexplainable

The energy sector has sold o  sharply, with the index now
down approximately 30% from its June high (it certainly
feels worse than that!). While some of the weakness can
be attributed to the lack of loss of Russian barrels from
the market, the largest release from oil strategic
stockpiles in history, and an on-again/o -again status of the Iranian nuclear negotiations threating
the return of ~1MM Bb/d of lost production, most of the weakness in my mind is attributable to
growing recessionary fears and consequent concerns of oil demand destruction.

What makes this vicious sell-o  all the more frustrating is that it is largely not on fears of “what is”
but rather fears of “what could be.” We can measure global oil inventories, the nexus of supply and
demand, and witness that global oil inventories continue to fall indicating a still undersupplied
market:

This, despite China remaining under lockdown suppressing oil demand by roughly 0.5MM Bbl/d and
the largest release from oil stockpiles in history, despite no meaningful losses of Russian production.

We have spoken on several occasions that recessions do not necessarily mean negative oil demand,
but rather a moderation in the rate of demand growth. Respected oil analyst Energy Aspects is
modelling recession in both Europe and the US next year, yet still estimates that oil demand will
grow by about 1MM Bbl/d (partially owing to gas-to-oil switching and a rebound in Chinese demand
as they emerge from very unpopular COVID lockdowns).
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Is it possible to believe that we are heading into a recession yet still be bullish oil and energy stocks?
Yes! The market has recently, and may in the short-term, continue to ignore that what sets the price
of a commodity is not just demand but supply. US shale producers are beginning to plan for 2023.
With in ation in service costs, massive pressure to continue to prioritize share buybacks and
variable dividends, and now nausea inducing volatility in the oil price, it is a safe bet that any growth
aspirations for 2023 have largely evaporated. What of OPEC? All of the “haves” of OPEC had already
approached what we estimate to be maximum productive capacity. While Saudi and the UAE are
adding capacity it will not come online until 2027/2025 respectively. 

In short, the market was and remains undersupplied despite the largest marginal consumer
remaining under lockdown impacting oil demand by ~0.5MM Bbl/d and the release to-date of 150+
million barrels from strategic stockpiles. What happens when the SPR ends in November and China
emerges from lockdown (with some encouraging signs coming out over the weekend)? With US shale
growth likely disappearing, OPEC tapped out, the stagnation from the supermajors continuing, and
the pressure to talk down the oil price easing once we get past the US mid-term election, we
continue to believe in an ongoing state of undersupply, despite a likely recession, putting further
upwards pressure on the oil price. Our work continues to point to a “fundamental” price of over
$100/bbl and others like Energy Aspects and Cornerstone Analytics agree. 

We believe there is a major break between the physical demand for oil and the  nancial demand for
oil, and that the tail is wagging the dog. Massive policy uncertainty, such as a EU embargo on
Russian oil in December and the torturous rumor- lled Iranian negotiations, paired with increased
margin requirements have led to a lack of willingness to take on risk leading to the lowest net
speculative interest in oil since early 2020, exacerbating volatility. Energy Aspects this morning
summarized it as such:



Are we still bullish? The major 4 tenets of our multi-year bull market thesis remain unchanged:
persistent demand growth for at least the next decade, the end of US shale hyper-growth, the
exhaustion of OPEC spare capacity, and the end of growth from the global supermajors owing to too
many years of insu cient investment. With the US midterm election approaching and coincidentally
the end of the biggest SPR release in history, it should become much more apparent to the masses
in the weekly data that the oil market remains undersupplied. Secondly, should oil continue to fall,
we would expect a production CUT from OPEC, as foreshadowed a few weeks ago, as a means of
restoring some balance between the physical and  nancial oil markets. China too is critical to the oil
trade, and we remain impressed that inventories have continued to fall despite China demand being
impacted by approximately 0.5MM Bbl/d (along with SPR releases), and further signs of restriction
easing could materially improve sentiment. 

What of energy stocks? Even with the rally earlier this year, energy stocks remained inexpensive and
failed to even moderately embed an oil price above $100. We believe today our average holding is
discounting an oil price of about $50 (or lower). With the average company approaching “debt free”
status by early 2023 their ability to increase shareholder returns in the form of dividends and
buybacks may be much greater.

This is not 2009 or 2020. Stocks are discounting a nightmare oil demand scenario (essentially
another Great Financial Crisis), are near debt-free status and able to weather whatever storm comes,
are gushing with free cash ow even at $60WTI, and are committed to low-to-no growth an instead
rewarding shareholders  nally in the form of meaningful share buybacks (all the more attractive
given the sell o ) and dividends.



While the drawdown is nausea inducing and can serve to shake conviction in the absence of data, it
is we believe only temporary. We have learned that the best opportunities come when fear is
rampant yet fundamentals are strong. That is our assessment of things today. With the SPR ending,
China signaling the potential slow return to normal, US shale growth stalling, and OPEC ready to cut
production should the oil price sell o , we view valuations today as extremely attractive and
potential outsized returns compensating for the additional volatility that the sector carries. 

With our average holding trading at an estimated 2.5X EV/CF at $80 (1.9X at $100WTI), down 37%
from June highs, global oil inventories continuing to draw, and several potentially positive catalysts
in the months ahead, we remain bullish.
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NINEPOINT ENERGY FUND - COMPOUNDED RETURNS¹ AS OF AUGUST 31, 2022
(SERIES F NPP008) | INCEPTION DATE APRIL 15, 2004

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

FUND 0.30 47.22 -9.90 8.93 117.80 65.80 24.10 7.70 3.50 7.55

'S&P/TSX

CAPPED

ENERGY TR

0.72 48.90 -10.31 16.52 102.21 28.67 10.65 2.63 0.84 4.78

 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 August 31, 2022. 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 August 31, 2022 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
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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


