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It’s All About the Capacity 
This week we met with a number of oil and gas executive teams as they were 
marketing in our Toronto offices. A few common themes emerged during the 
meeting. Fundamentally, the vast majority of E&P are in great shape, but the political 
uncertainty, specifically related to the Canadian market, was the primary factor 
depressing share performance. Further, this uncertainty was discouraging foreign 
capital from investing.  

 Many of the companies within the space are in good financial health and 
generating vast amounts of free cash flow, which has been returned to 
shareholders through dividends and share buybacks. From a bottom-up 
perspective, it’s hard to ignore the sector. However, from the top-down we 
can see the issues that are holding the Canadian energy sector at bay: 
pipeline capacity. 

 Like it or not, as Canadian tax payers, we are now all owners of the Trans 
Mountain pipeline. The need for new pipeline infrastructure in East and 
West Coast ports is a key element to support the Canadian economy, 
diversify our customer base and to allow deeply discounted Canadian crude 
to fetch higher global prices. We continue to see value in the Canadian  

 We continue to see value in the Canadian energy sector and believe a 
patient investor will be rewarded. This week, we screen for Canadian oil and 
gas companies that exhibit the properties mentioned in this report, which 
will pay us while we wait for the catalysts to play out.  

 
 

S&P/TSX Top 5 Gainers/Laggards* S&P/TSX Market Internals 

  

Source: Bloomberg, Raymond James Ltd; * 5-day price return 

Equity Market YTD Returns (%) 

Canadian Sectors Weight Recommendation

Consumer Discretionary 5.4 Market weight

Consumer Staples 3.5 Underweight

Energy 18.8 Overweight

Financials 34.4 Market weight

Health Care 1.7 Market weight

Industrials 10.5 Overweight

Technology 4.1 Market weight

Materials 10.2 Overweight

Communications 4.5 Market weight

Util ities 3.8 Underweight

Real Estate 3.1 Market weight

Technical Considerations Level Target  

S&P/TSX Composite 16,008 17,650                  

Source: Bloomberg, Raymond James Ltd.

Sectors are based on Bloomberg classifications
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S&P/TSX Comp

50-Day MA

200-Day MA

Weekly Advance 71 28%

Weekly Decline 170 68%

Advance-Decline -99

New 52 wk high 6 2%

New 52 wk low 9 4%

No. Stocks Above 50-d 95 38%

No. Stocks Above 200-d 107 43%

Arms Weekly Index 0.96 Neutral

RSI (14-day) 36.2 Neutral

50-DMA 16,342 Downtrend

200-DMA 15,975 Uptrend
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It’s All About The Capacity 

This week we met with a number of oil and gas executive teams as they were 
marketing in our Toronto offices. A few common themes emerged during the 
meeting. Fundamentally, the vast majority of E&P are in great shape, but the political 
uncertainty, specifically related to the Canadian market, was the primary factor 
depressing share performance. Further, this uncertainty was discouraging foreign 
capital from investing.  

When looking at potential investments some of the key attributes we look for are 1) 
growing cash flow & free cash flow; 2) positive ROE; 3) strong dividend growth. It 
may surprise you that many of these attributes can be found in one of the most 
unloved sectors in Canada, energy. We are continually baffled by the energy sector’s 
poor performance considering the fundamental back drop for the commodity has 
been supportive for well over a year. Many of the companies within the space are in 
good financial health and generating vast amounts of free cash flow, which has been 
returned to shareholders through dividends and share buybacks. From a bottom-up 
perspective, it’s hard to ignore the sector. However, from the top-down we can see 
the issues that are holding the Canadian energy sector at bay: pipeline capacity. 

Like it or not, as Canadian tax payers, we are now all owners of the Trans Mountain 
pipeline. The need for new pipeline infrastructure in East and West Coast ports is a 
key element to support the Canadian economy, diversify our customer base and to 
allow deeply discounted Canadian crude to fetch higher global prices. Canadian 
heavy crude currently trades at more than a US$30/bbl discount to WTI and Brent, 
meaning Canadians are realizing only half the value of our nation’s resources. It’s 
striking when we compare the level of capital investment in Canada relative to the 
US. According to Statistics Canada, total capital spending in the oil and gas industry is 
forecast to be $42 billion in 2018 – a 48% decline compared to $81 billion in 2014. 
Meanwhile, capital spending in the US has increased by about 38% to $120 billion. 

Canadian Crude Trades at a Steep Discount (More than $30/bbl to WTI) 

 

Source: Bloomberg, Raymond James Ltd. 

Unfortunately, the development of new pipelines has become a divisive and 
politically charged issue. Regardless of your personal view on energy and pipelines, 
the global economy runs on it, and will continue to run on fossil fuels for the 
foreseeable future. There will be a day, decades in the future, when we will not make 
this claim as the transition from fossil fuels to renewables is well underway. 
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However, to achieve this transition we must make investment in both technologies 
simultaneously. We believe this is one key point that has been lost in the 
conversation; our governments require the tax revenues and royalties generated 
from fossil fuels today in order to support government spending on infrastructure, 
and the transition to renewables for tomorrow. Without one, it will be very difficult 
to have the other. 

In our view, progress on the Trans Mountain pipeline and other energy infrastructure 
projects are critical to our nation’s economic growth. Additionally, it will repair 
foreign investors’ sentiment towards Canada, allowing for the reversal of capital 
flows back into our country. Finance Minister Bill Morneau’s comments this week 
were encouraging, “We will be coming forth in the days or weeks to talk about a path 
forward that appropriately considers the court’s decision and has the right 
engagement strategy so we can get the pipeline done, considering those issues…we 
need to make sure that the Trans Mountain expansion project moves forward in a 
way that ensures we get the benefits to our economy that we want to get”. As we 
look forward over the next couple quarters, there are a few catalysts supporting the 
commodity and potentially the Canadian oil and gas industry: 

 New capacity. Enbridge line 3 replacement will begin construction on the 
remaining pipeline replacement segments (Saskatchewan and Manitoba) 
this fall. The project anticipates an in-service date for the second half of 
2019 and will have initial capacity of 760,000 barrels per day. The potential 
for Royal Dutch Shell and a consortium of firms moving ahead with the 
Kitimat LNG project would help restore confidence that large Canadian 
infrastructure projects can be economically viable. Of course, positive news 
on the Trans Mountain will also serve as a potential catalyst.  

 Tight supply amid growing demand. On the supply side, Venezuela 
production continues to decline at the same time US sanctions curtail 
Iranian oil sales around the world by November 4

th
. It remains to be seen if 

other producers will make up the difference, but there is the potential for 1 
million barrels a day to come off the market by year end. On the demand 
side, the IEA is forecasting growth of 1.4 million b/d in 2018 followed by 
growth of 1.5 million b/d next year. 

We continue to see value in the Canadian energy sector and believe a patient 
investor will be rewarded. This week, we screen for Canadian oil and gas companies 
that exhibit the properties mentioned above, which will pay us while we wait for the 
catalysts to play out. 

Canadian Oil & Gas Player with Consistent Track Record of CFO growth, ROE and Yield 
Company Name Ticker Market Cap 

($mln) 
Avg growth of 
CFO (%) 

Avg growth of 
FCF/sh (%) 

ROE 
(%) 

Ind. Yld 
(%) 

Last Cons. 
Target 

Upside 

ALTAGAS LTD ALA $6,503 5.6 0.6 1.6 9.5 $24.50 $28.25 15% 
ENERFLEX LTD EFX $1,378 25.8 29.9 7.2 2.4 $15.84 $21.17 34% 
SHAWCOR LTD SCL $1,768 20.0 45.8 5.3 2.4 $25.21 $33.50 33% 
PASON SYSTEMS INC PSI $1,764 4.5 61.7 8.7 3.5 $20.24 $23.33 15% 
PEYTO EXPLORATION & DEV CORP PEY $1,726 2.8 79.3 10.5 7.4 $10.49 $13.39 28% 
PRAIRIESKY ROYALTY LTD PSK $5,591 1.5 187.0 3.8 3.1 $23.86 $29.66 24% 
FREEHOLD ROYALTIES LTD FRU $1,346 0.3 3.4 0.2 5.5 $11.31 $17.18 52% 
ARC RESOURCES LTD ARX $4,767 0.1 13.7 3.6 4.5 $13.44 $18.43 37% 
PARKLAND FUEL CORP PKI $5,676 34.7 16.2 8.7 2.7 $42.75 $44.50 4% 
PEMBINA PIPELINE CORP PPL $21,797 9.5 7.2 11.1 5.4 $43.18 $52.32 21% 
ENBRIDGE INCOME FUND HOLDING ENF $5,740 9.1 2.0 14.5 7.4 $32.66 $33.10 1% 
ENBRIDGE INC ENB $76,199 6.4 2.9 4.7 6.4 $44.53 $55.05 24% 

Source: Bloomberg, Raymond James Ltd.  
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Important Investor Disclosures 

Complete disclosures for companies covered by Raymond James can be viewed at: https://www.rjcapitalmarkets.com/Disclosures/Index.  

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a 
product of the Research Department of RJL. 

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may 
be based on technical analysis and may or may not take into account information contained in fundamental research reports published by RJL or its 
affiliates. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informational purposes only. It is not 
meant to provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to 
sell or the solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RJL is registered. RJL, its 
officers, directors, agents, employees and families may from time to time hold long or short positions in the securities mentioned herein and may 
engage in transactions contrary to the conclusions in this newsletter. RJL may perform investment banking or other services for, or solicit 
investment banking business from, any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian 
Investor Protection Fund. Financial planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian 
Investor Protection Fund.  

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before 
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.  The results presented 
should not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in 
these stocks will affect overall performance. 

Information regarding High, Medium, and Low risk securities is available from your Financial Advisor. 

RJL is a member of Canadian Investor Protection Fund. ©2018 Raymond James Ltd. 

https://www.rjcapitalmarkets.com/Disclosures/Index

