
www.globalmaxfin.ca	 Issue	3,	3rd	Quarter	2015,	Volume	8

Garey	J.	Aitken,	CFA
Chief Investment Officer
Franklin Bissett Investment
Management

CAnAdIAn	EnErGy	MArkEt	CoMMEntAry	
PERSPECTIVE FROM FRANKLIN BISSETT INVESTMENT MANAGEMENT

“In the short term, we expect that many energy companies will 
contend with low oil prices by continuing to restrain capital 
spending, selling non-core assets, and adjusting dividend levels 
as required. Companies with lower costs of capital may also be 
well positioned to make counter-cyclical acquisitions through the 
downturn to the benefit of their long-term shareholders.”

Early May has brought some relief for the energy sector in the
form of rising crude oil prices. Although still well below the
average price for the last few years, West Texas Intermediate
(WTI) crude oil, priced in US dollars, has recently traded near
US$60 per barrel, up from two recent market bottoms below
US$45 per barrel earlier this year (in January and in March).
Although this price represents a significant increase in percentage
terms from the lows, the operating environment for many energy
producers remains challenging. 

Even many non-market participants are familiar with the decision
of the Organization of the Petroleum Exporting Countries (OPEC)
last November to maintain production in spite of excess global
supply, a departure from previous periods where the cartel
reduced production to support prices in the face of weakening
demand. The decision to maintain production at its established
30 million barrels per day group quota—which occurred despite
some public signs of disagreement within OPEC membership—
caused prevailing crude prices to fall. Absent OPEC intervention,
we are beginning to see a natural supply response, with
producers worldwide reducing their capital spending in response
to lower prices. 

Capital spending reductions began in earnest late last year and
have continued through the beginning of 2015. Lower capital
spending has manifested in a sharply lower rig count, with the
number of rigs operating in the United States down by
approximately 50% compared to last year. There is a natural lag
that occurs after wells are drilled and before production begins 
to decline—this lag reflects an inventory of wells that is completed
and tied in to pipelines.

After a few months when the rig count declined against a continuing 
rise in US domestic production, we have been seeing the initial 
signs of production declines, most notably in the Bakken fields in 
North Dakota, the United States (North Dakota was one of the first 
jurisdictions to experience a significant reduction in rig activity).
Although we have a positive view on future equity returns within the 
energy sector, we do not expect drilling and production activity levels 
to increase sharply this year absent a significant further upward 
move in commodity prices (particularly crude oil prices). The current 
prevailing price, near US$60 per barrel, is a level we feel is unsus-
tainable based on demand and supply considerations. 

The demand side is very simple: Lower oil prices encourage con-
sumption, which is evident by looking at increased demand for re-
fined products (diesel and gasoline). On the supply side, we believe 
few private producers can produce oil-acceptable returns at these 
prices, since OPEC members generally require higher prices to bal-
ance their countries’ budgets. Today’s low prices will put significant 
strain on the finances of most OPEC members, leading to increasing 
discussions about output cuts. In North America, the marginal bar-
rel of oil supply growth has come largely from two sources: oil sand
in Canada and shale oil development in the United States. In the
case of oil sands, we do not believe new development is economi- 
cally pricing above US$100 per barrel).  
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Even the most prolific oil shale plays in the United States may
generate only modest returns near that price point (allowing for 
service cost reductions), with returns insufficient to finance  
production growth given high initial production declines for these 
wells.

At Franklin Bissett Investment Management, we believe that
macroeconomic forecasting of commodities is difficult, and that
the “forward strip” is the best, most unbiased estimate of future
prices. Our investment decisions are based upon valuations of
companies, taking into account the current environment—the
current forward strip. Commodity businesses are inherently
cyclical, and we believe that superior full-cycle investment returns
are best achieved by targeting companies with experienced
management, unencumbered balance sheets, and a clear focus
on generating per-share returns. 

We have been asked about consequences of lower oil prices and
what they mean for Canadian oil and gas equities. Oil and gas
producers certainly feel the immediate pressure of lower prices 
for their products, although the immediate impact can be 
softened for those producers with hedges. Additionally, as WTI is 
priced in US dollars, all Canadian producers benefit from a weak
er Canadian dollar. These factors provide modest positive offset 
to a larger negative impact of a lower WTI price. 

More critical to determining oil- and gas-producer capital spend
ing and dividend levels are the duration and severity of low oil 
prices. An extended period of commodity weakness is having a 
more pronounced impact on capital spending and has caused 
many companies to reset their dividends lower to protect balance
sheets. Undoubtedly, a lower near-term crude oil price
environment has caused us to reduce our intrinsic value esti-
mates for many companies relative to our estimates from a year 
ago. However, the decline in share price over this period has 
often been significantly more than the estimated decline in value. 
As a result, we are seeing numerous opportunities to acquire 
shares of quality companies at a steep discount to our estimate 
of intrinsic value across various Franklin Bissett Investment 
Management portfolios. 

The financial performance of oilfield service companies is
dependent upon the drilling and production activity levels of their
producer clients. A slowdown in capital spending has led to lower
demand for oilfield services (particularly those involved with
drilling and completing new wells). While a number of service
companies entered this period of lower activity with good balance
sheets and relatively low dividend payouts, the downturn has
nonetheless been challenging. However, we believe the share
price response in many cases has been severe, and as a result,
we have identified a number of attractive investment opportuni
ties within this subsector. 

Last, energy infrastructure companies that are involved in
transportation, processing and storage of crude oil and natural 
gas are less immediately impacted by lower commodity prices. 
While not immune to an overall market decline in the energy 
space, most of these companies’ share prices have held up 
better as they are inherently less volatile.
 

Emerging	markets	expected	to	drive	Growth	
in	Energy	demand	
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
To summarize, we believe low oil prices are not here to stay for
the long term, and while it is too early to say with certainty, crude
oil prices may have already started the initial stage of recovery. In
the short term, we expect that many energy companies will con-
tend with low oil prices by continuing to restrain capital spending, 
selling non-core assets, and adjusting dividend levels as required.
 
Companies with lower costs of capital may also be well positioned 
to make counter-cyclical acquisitions through the downturn to the  
benefit of their long-term shareholders. We continue to actively man-
age all of the Franklin Bissett equity portfolios with a view that to-
day’s challenges will potentially beget tomorrow’s returns, and that 
a well-diversified portfolio of highquality businesses can potentially 
provide investors with good fullcycle returns.  
 
IMPortAnt	LEGAL	InForMAtIon
Franklin Templeton Institutional is part of Franklin Templeton In
vestments Corp. The information presented herein is considered 
reliable at the present time, however, we do not represent that it is 
accurate or complete, or that it should be relied upon as such. 
Speculation or stated beliefs about future events, such as market 
and economic conditions, company or security performance, up
coming product offerings or other projections represent the beliefs 
of the authors and do not necessarily represent the views of
Franklin Templeton Investments Corp. General business, market, 
economic and political conditions could cause actual results to dif-
fer materially from what the authors presently anticipate or project. 
The information presented is not a recommendation or solicitation 
to buy or sell any securities.
Franklin Bissett Investment Management is part of Franklin Templeton 
Investments Corp. 
 
                                                                                          May 19, 2015 

CFA® and Chartered Financial Analyst® are trademarks owned by 
CFA Institute.
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Sources: FactSet, US Department of Energy: See www.franklintemletondatasources.com for additional data provider information. “OECD” 
refers to members of all the organization for Economic Cooperation and development (OECD), a group of 34 democracies with market  
economies. “Non-OCED” refers to countries that are not OECD members. Non-OECD members are typically emerging countries.
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72	÷	4%

72	÷	6%

72	÷	8%

18 Years

12 Years

9 Years

The table serves as a demonstration of how the Rule of 72 concept works 
from a mathematical standpoint. It is not intended to represent any specific 
investment, which will fluctuate in value. It does not include fees or taxes, 
which would lower results.

The magic of compound growth is easily shown by the 
“rule of 72” - which is a simple way to determine what rate 
of return you’ll need to double your contribution in a set 
number of years. 

This simple calculation (72 ÷ the interest rate or rate of 
return) gives you the approximate number of years it will 
take to double your investment:

 The magic of compound growth
Starting early and tax sheltering compounding growth can magnify results, even if you just invest a small 
amount monthly or annually.

Newsletter prepared by Brian Lovshin, CFP®, CIM®, FCSI®, Senior Director, Business Development & Training, Global Maxfin Investments Inc. (GMII)

agf investments

EStAbLISh	A	PLAn,	uSE	thE	ruLE	oF	72
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For	more	information,	please	contact: your	Privacy
Your privacy is important to us. If you do not wish to receive information 
of this kind in the future, please contact your local office.

disclaimer
The information contained in this document is of a general nature only 
and does not take into account your particular objectives, financial 
situation or needs. Accordingly the information should not be used, 
relied upon or treated as a substitute for specific financial advice. While 
all care has been taken in the preparation of this material, no warranty 
is given in respect of the information provided and accordingly neither 
Global Maxfin Investments Inc. (GMII) nor its employees or agents shall 
be liable on any ground whatsoever with respect to decisions or actions 
taken as a result of you acting upon such information. Only Mutual 
Funds activities are supervised by Global Maxfin Investments Inc. (GMII)

Global	Maxfin	Investments	Inc.	(GMII)
Head Office: 100 Mural Street, Suite 201, Richmond Hill, ON  L4B 1J3
B: (416) 741-1544   F: (416) 847-0997   www.globalmaxfin.ca
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Geography	trivia	Quiz	

1.	the	province	of	hainan	is	part	of	which	country?	
 a. China     b. Mexico     c. Portugal     d. Spain
2.		As	 of	 2015,	 seven	 of	 the	 ten	 biggest	 ports	 in	 the	world	 by	 cargo		
volume	are	in	which	country?	

 a. Russia     b. South Korea     c. China    d. United States
3.		Which	of	the	following	islands	is	the	largest	by	area?
 a. Baffin                              b. Cuba      
 c. Tasmania                        d. Madagascar
4.	Which	nation	owns	the	island	of	tasmania?	
 a. Australia    b. Japan    c. Indonesia    d. New Zealand

5.	Which	nation	is	sometimes	called	the	land	of	milk	and	honey?
 a. Australia   b. Brazil    c. Switzerland     d. Israel
6.	the	Saronic	Islands	are	part	of	which	country?
 a. India    b. Greece    c. Canada    d. Ecuador
7.		In	which	sea	would	you	find	Aruba?  

a. Mediterranean   b. South China   c. Baltic   d. Caribbean
8.		built	 in	 the	15th	century	and	set	high	 in	 the	Andes	Mountains,	 in	
what	country	would	you	find	the	Incan	citadel	Machu	Picchu? 
a. Peru    b. Mexico    c. Colombia    d. Argentina

(1.a;   2. c;   3.d;   4. a;   5. c;   6. b;   7. d;   8. a.)

Source: triviachamp.com

dIVErSIFy	ACroSS	ASSEt	CLASSES	to	hELP	InCrEASE		
rEturn	And	LoWEr	rISk
In today’s low-interest rate environment, traditional fixed-income investment simply won’t provide the returns people need to ensure they 
build their portfolio and have a long-lasting and sufficient retirement income stream. Investors need to take on some equity risk if they 
want their investments to grow at a rate higher than inflation. A balanced portfolio combining both fixed-income and equity investments can  
potentially increase return without assuming an equal measure of increased risk.

returns	over	the	last	20	years
The following chart shows the growth of $10,000 over 20 years if invested in different asset classes.

$53,313

$52,108

$48,607

$34,475

$19,879

  Canadian equities

U.S equities

Balanced portfolio

Global equities

Average 5-Yr GIC

* Canadian equities as respected by the S&P/TSX Composite Total Return Index, U.S. equities as represented by the S&P 500 Total Return Index,  
Balanced portfolio as represented by 50% S&P/TSX Composite Total Return Index and 50% FTSE TMX Canada Universe Bond Index, Traditional fixed income as  
represented by the FTSE TMX Canada Universe Bond Index, Global equities as represented by the MSCI All Country World Gross Return Index. Performance 
is as of 10/21/1994 to 10/20/2014.

For illustrative purpose only. You cannot invest in an index.
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For	more	information	on	these	subjects	please	contact	your	financial	advisor	today.


