The Group that Outperformed the Market... Quietly
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Key Takeaways
e Energy has quietly been one of 2026’s strongest trades, with higher crude prices, tight
refined-product supply, and exceptional refining margins supporting the sector.

e The biggest opportunities are not always the most crowded ones. While Al dominated
investor attention, energy benefited from improving fundamentals without the same
level of hype or positioning.

e (anada presents a different opportunity set, as producers benefit from strong oil
prices but still face a widening WCS discount and limited export capacity.

e Integrated Canadian energy companies may be especially interesting because
downstream refining exposure can help offset some of the pressure created by
discounted Canadian heavy crude.

With so many advancements in Al throughout the year, and memory names like Micron
($MU) completing the fastest transition from $500B to $1T market cap in history, all media
and investment attention has been on this group. Anthropic is also filing for an initial public
offering (IPO), which puts even more eyes on the sector into year end

But what if there is a group that has outpaced the performance of all groups related to
technology, semiconductors, and Al with an even smoother, stress free trend. And the best
part is, it was right in front of us the entire time!

This trade is none other than oil and gas refiners, which correlates with the extremely high
gas prices we have all experienced (unless you drive a Tesla)

The chart below shows $XLE, which is a broad representation of the United States energy
sector, covering miners, producers, refiners, and all other major players involved. To date,
this group has surged 55%, making it the best performing broader industry of the year.
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Chart 1: State Street Energy Select Sector SPDR ETF. Source: tradingview.com

Why Has Energy Performed So Well?

The move in energy has not come from one factor. The sector has benefited from a
combination of higher crude prices, tighter refined-product supply and some of the strongest
refining economics seen in years.

The first part is straightforward. Geopolitical disruptions in the Middle East, including the
conflict involving Iran and continued risks surrounding major shipping routes, have restricted
global supply and pushed benchmark oil prices higher. At the same time, attacks on Russian
refining infrastructure have further tightened the availability of finished fuels. Crude oil
futures have traded near or above US$100 per barrel at points this year, giving oil producers
significantly stronger economics on every barrel they sell.


http://tradingview.com

120.00

116.00

112.00

108.00

104.00

T “m s

60.00

|| |i|||||lr ||||||||lél*|>|!| ||| _____ ||| ||! _____ ||| e %

Dec 2026 Feb Jun Jul Aug Sep Oct Nov Dec {o

Chart 2: Price per crude oil barrel. 1 barrel = 159L. Source: tradingview.com
The more interesting part of the story, however, has been oil refining.

Crude oil still needs to be converted into gasoline, diesel, jet fuel and other products before
consumers can use it. When supplies of those finished products tighten faster than crude
itself, the difference between the cost of crude and the value of the products produced from it
can expand dramatically.

That is exactly what has happened in 2026.

The U.S. 3-2-1 crack spread, a commonly used measure of refining profitability, increased
more than 150% year over year during the third quarter. Valero ($VLO), one of the largest
U.S. refiners, reported that its refining margin per barrel nearly tripled to $39.24, helping the
company post its highest quarterly profit on record. U.S. refineries have also been operating
close to maximum capacity while export demand for diesel and gasoline remains extremely
strong.

This helps explain why the energy trade has been much broader than simply betting on the
price of crude oil. Producers benefit from higher commodity prices, while integrated energy
companies and refiners can also benefit from unusually strong margins on the products
created from that crude.


http://tradingview.com

It also explains part of what consumers are seeing at the pump. High gasoline and diesel
prices are not solely a crude-oil story. Limited global refining capacity and disruptions to
refined-product supply have become an important part of the equation.

Now in Canada, we have one of the largest oil reserves and refineries in the world due to our
mass amount of natural resources. Canadian producers are also benefiting from high global
oil prices, but they are not receiving the full benefit of those prices.

The Globe and Mail recently reported that the discount on Western Canadian Select (WCS),
Canada’s main heavy-oil benchmark, widened to roughly US$28 per barrel below WTI, about
US$15 wider than one year earlier. Rising oil-sands production and a faster-than-expected
return of Venezuelan heavy crude into the U.S. market have created more competition for
Canadian barrels. Canada still sends roughly 90% of its oil exports to the United States, while
the Trans Mountain system has already reached full capacity. [The Globe and Mail]

Global oil prices are extremely strong, yet Canadian producers are simultaneously being
forced to sell some of their barrels at a growing discount.

This is where I think a second part of the trade becomes worth watching: Canadian integrated
producers with refining operations.

A company that only produces heavy Canadian crude is more directly exposed to the
widening WCS discount. An integrated company, however, can operate on both sides of the
equation. Its upstream business produces the oil, while its downstream refineries can
potentially purchase discounted heavy crude and convert it into gasoline, diesel and other
products at today's unusually high refining margins.

In other words, what hurts one part of the business can partly benefit another.

This is not only my interpretation. Scotiabank recently said it prefers Canadian oil-weighted
companies with downstream exposure because of the combination of strong oil prices and
exceptionally strong refining margins, highlighting names including Suncor ($SU) and
Cenovus ($CVE) [The Globe and Mail]

There is also a longer-term issue underneath all of this: Canada still needs more ways to get
its oil to markets outside the United States.

The Trans Mountain expansion already changed the Canadian oil market by giving Alberta
producers greater access to the Pacific, but the pipeline reached full capacity for the first time
this year. Plans are now underway to increase capacity further, while additional Pacific
pipeline proposals are being discussed as Canada looks to sell more crude directly into Asia.

That matters because the Canadian oil thesis is no longer simply “oil prices are high.”
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The more important questions may be: Which companies are best positioned to manage the
WCS discount, which ones benefit from refining margins, and whether Canada can create
enough export capacity to reduce its dependence on U.S. buyers. And in addition, which
companies are looking to get acquired.

For me, that makes Canadian integrated oil companies an area worth monitoring as a separate
trade from the broader U.S. energy rally.

The Consensus is not Always the Best Alternative

One of the more important lessons from this year is that the most popular investment idea is
not always the one that produces the best return.

When a theme becomes crowded, a lot of optimism can already be reflected in the price.
Expectations rise, positioning builds, and the investment starts to depend on increasingly
strong results just to meet what the market has already priced in. At that point, even good
news may not be enough to drive the same level of upside, while any disappointment can
create a much sharper reaction.

That has been part of the story with artificial intelligence. Al has dominated investor attention
throughout 2026. Semiconductors, data centres, memory, and other Al-linked companies
have attracted enormous amounts of capital, media coverage, and speculation. Many of these
businesses have still performed exceptionally well, but the trade has also become increasingly
crowded and expectations have moved higher with it.

Energy was almost the opposite. Oil, gas, and refining were not the areas receiving the same
level of attention, yet the underlying fundamentals were improving. Higher oil prices,
stronger refining margins, constrained supply, and increased demand for refined products
created a favourable environment while investor attention remained focused elsewhere.

The best opportunities are often found where fundamentals are improving faster than
expectations. When everyone already agrees on a story, there is less room for the market to be
surprised positively. When a sector is under-owned or overlooked, however, improving
earnings or changing fundamentals can force investors to reassess it, creating both multiple
expansion and stronger price momentum.

That is what makes the energy trade particularly interesting this year.
Al was the obvious trade. Energy was also obvious, but was the less discussed one.

Yet $XLE has outperformed many of the technology and Al-related groups that received far
more attention. The lesson is not that crowded trades always fail or that overlooked sectors



always outperform. It is that returns are often driven by the gap between expectations and
reality, not simply by how exciting the story sounds.

For me, that is the more useful takeaway: instead of asking what everyone is talking about, it
can be more valuable to ask where fundamentals are improving before the market fully
recognizes it.



Disclaimer and Forward-Looking Statements Notice

Reports from the firm contain “forward-looking information” within the meaning of Canadian
provincial securities laws and “forward-looking statements” within the meaning of applicable Canadian
securities regulations. Forward-looking statements include statements that are predictive in nature, depend upon
or refer to future events or conditions, include statements regarding the operations, business, financial condition,

expected financial results, performance, prospects, opportunities, priorities, targets, goals, ongoing objectives,
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strategies and include words such as “expects,” “likely,” “anticipates,” “plans,” “believes,” “estimates,” “seeks,”
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“intends,” “targets,” “projects,” “forecasts” or negative versions thereof and other similar expressions, or future

or conditional verbs such as “may,” “will,” “should,” “would” and “could”.

Although we believe that our anticipated future results, performance or achievements expressed or
implied by the forward-looking statements and information are based upon reasonable assumptions and
expectations, the reader should not place undue reliance on forward-looking statements and information because
they involve known and unknown risks, uncertainties and other factors, many of which are beyond our control,
which may cause the actual results, performance or achievements of our Company to differ materially from
anticipated future results, performance or achievement expressed or implied by such forward-looking statements

and information.

Factors that could cause actual results to differ materially from those contemplated or implied by
forward-looking statements include, but are not limited to: developments related to COVID-19, including the
impact of COVID-19 on the economy and global financial markets; the impact or unanticipated impact of
general economic, political and market factors in the countries in which we do business; the behaviour of
financial markets, including fluctuations in interest and foreign exchange rates; global equity and capital
markets and the availability of equity and debt financing and refinancing within these markets; strategic actions
including dispositions; the ability to complete and effectively integrate acquisitions into existing operations and
the ability to attain expected benefits; changes in accounting policies and methods used to report financial
condition (including uncertainties associated with critical accounting assumptions and estimates); the ability to
appropriately manage human capital; the effect of applying future accounting changes; business competition;
operational and reputational risks; technological change; changes in government regulation and legislation

within the countries in which we operate; governmental investigations; litigation; changes in tax laws; changes



in capital requirements; changes in reinsurance arrangements; ability to collect amounts owed; catastrophic
events, such as earthquakes, hurricanes or pandemics; the possible impact of international conflicts and other
developments including terrorist acts and cyberterrorism; and other risks and factors detailed from time to time

in our documents filed with securities regulators in Canada.

We caution that the foregoing list of important factors that may affect future results is not exhaustive.
When relying on our forward-looking statements, investors and others should carefully consider the foregoing
factors and other uncertainties and potential events. Except as required by law, the Company undertakes no
obligation to publicly update or revise any forward-looking statements or information, whether written or oral,

that may be as a result of new information, future events or otherwise.

Filippo Advisory Services provides investment advisory services to clients holding both registered and
non-registered investment accounts. Everything seen in this document does not constitute financial advice.
Advisory services are limited to investment-related guidance and portfolio management and do not constitute
legal, tax, or accounting advice. All investments involve risk, including the potential loss of capital. While the
Firm employs a structured, risk-managed investment approach, investment performance is not guaranteed and is
subject to both systematic market risks and security-specific risks beyond the Firm’s control. Filippo Advisory
Services is required to determine that any investment action is suitable for the client and places the client’s
interest first, based on the information provided by the client regarding their financial circumstances, objectives,
and risk tolerance. Potential conflicts of interest are identified, disclosed, and addressed in accordance with
applicable securities regulations. Clients are required to promptly disclose any actual or potential conflicts; in
the absence of such disclosure, the Firm will operate on the reasonable assumption that none exist. Investment
performance benchmarks may be used as analytical tools to assess relative performance, market conditions, and
portfolio alignment, depending on the client’s strategy. Certain portfolios may be invested in index-tracking

instruments designed to replicate benchmark performance.

For full details regarding the advisory relationship, including risks, fees, conflicts of interest, and
reporting practices, clients should refer to the Firm’s complete Relationship Disclosure Document, available in

our publications.



