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Energy Boom: Why Canada will be a Global Leader

Last month I discussed the possibility that Canadian-based oil sands producers
could be swallowed up by large foreign multinational oil companies and
strongly argued that we should fight against that trend. The best defensive, in
my opinion, is to have an informed investor class that is aware of the full
potential of the sector. I also suggested that global energy supply would decline
in the near future and that energy prices would rebound quickly. By my figures,
we are up over 40% from the Feb 12, 2009 low of $33.85 US as I write this on St.
Patrick’s Day. Gains have been strongest since the end of February and the rally
is accelerating at this time.

Index Symbol Region Feb 2009 Return
NYMEX Natural Gas NGAS Uus -7.9%**
NYMEX Crude Oil OIL Us 3.0%**
Oil Sands Sector Index SOSSI Canada -3.5%*
S&P/TSX Capped Energy TTEN Canada -5.6%*

* Return in Canadian dollar terms. **Return in US dollar terms.

Most large cap oil sands producers made a profit in February while the small cap
companies that are not yet cash flow positive or companies that cut their
dividends were hurt badly.

Top Performing Stocks Feb 2009 Worst Performing Stocks Feb 2009

Suncor 12.5% OPTI Canada -37.5%
Canadian Oil Sands Trust 7.8% Oilsands Quest -19.6%
Petro-Canada 5.6% Penn West Energy Trust -17.9%
Imperial Oil 2.3% Connacher Oil and Gas -17.8%
Ivanhoe Energy 1.4% Baytex Energy Trust -17.4%

I recently travelled across Canada speaking about Canada’s future role in the
global energy sector. The theme of the presentation was that there would be a
global energy boom and that Canada will become the world’s largest exporter of
crude oil by 2030 (visit www.swmindex.com/presentation for a copy of the
presentation).
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I see this developing based on three main themes that are well entrenched.

Exporters to Consume More

The major exporters of crude oil in the Middle East have experienced a boom
during the latest energy boom. Demographically, their populations are growing
and GDP per capita has been improving of late. This results in more internal
consumption and national oil companies must divert more revenue to social
programs. My belief (which is supported by IEA data), is that within a
generation many of the current exporting countries will be exporting less than
they are today. I will focus on this issue in future articles and provide some data
and projections based on the IEA statistics.

Lack of Economic Investment Opportunies

Most oil producers evaluate future energy projects based on a rate of return
hurdle. To make these complex calculations you must assume a number of
unknowable variables including expected future oil prices. The current
environment of declining economic activity, unavailable credit and falling
energy demand has forced energy companies to drastically reduce energy price
forecasts. As you can imagine, this means that few projects can achieve the
required minimum hurdle rate of return. The end result is that future projects
are cancelled or delayed meanwhile the relentless mathematics of depletion
wittle away at current oil production.

Taxes and Government Regulations

We are increasing regulations and complexity in the energy sector (carbon
capture, cap and trade, environmental regulations are examples) while taxes are
being increased (latest US budget proposals eliminates all subsidies and royalty
breaks on US energy producers). I am not trying to make a political point here,
just highlighting the unintended consequences of recent government actions.
This will further dissaude the development of new energy projects and
potentially reduce existing energy production.

Next month I will be making a powerful argument why we need to continue
developing the oil sands so that we will benefit from the coming energy boom.
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