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Disclaimer: No part of this publication or its 
contents may be copied, downloaded, stored in a 
retrieval system, further transmitted, or otherwise 
reproduced, disseminated, transferred, in any form 
or by any means. This publication is proprietary to 
Palos Management Inc. The information and 
opinions contained herein have been compiled or 
arrived at from sources believed reliable but no 
representation or warranty, express or implied, is 
made as to their accuracy or completeness. The 
information contained herein is not necessarily 
complete and its accuracy is not guaranteed by 
Palos Management Inc. The information provided 
in this material does not constitute investment 
advice and it should not be rely on as such. If you 
have received this communication in error, please 
notify us immediately by electronic mail or 
telephone. The overall views expressed in this 
report are prepared by Palos Management Inc. 

This document may contain certain forward-
looking statements that are not guarantees of 
future performance and future results that could be 
materially different from those mentioned. Past 
performance is not a guarantee of future 
performance. “S&P” is a registered trademark of 
Standard and Poor’s Financial Services LLC. 
“TSX” is a registered trademark of TSX Inc. The 
Bloomberg USD High Yield Corporate Bond Index 
is a rules-based, market-value weighted index 
engineered to measure publicly issued non-
investment grade USD fixed-rate, taxable, 
corporate bonds.  To be included in the index a 
security must have a minimum par amount of 
250MM. 

 
  
 
 
 
 

Palos Weekly Commentary 
 

 Palos Funds 
By Charles Marleau 
 

[English to follow] 

 

Suite à la mise à niveau récente de notre système 

téléphonique, veuillez noter nos numéros de 

téléphone: 

 

Nom Ligne directe 

Charles Marleau (514) 307-0465 

Bechara Haddad (514) 307-0464 

Wakeham Pilot (514) 307-0484 

Joany Pagé (514) 307-0467 

 

Due to recent changes in our telephone system, 

some of our phone numbers have changed. Please 

take note of our new numbers: 
 

Name Direct Line 

Charles Marleau (514) 307-0465 

Bechara Haddad (514) 307-0464 

Wakeham Pilot (514) 307-0484 

Joany Pagé (514) 307-0467 
 

 

 

 

 

Cenovus Drops the Ball and Keyera May Pick 

it up 

 

On March 30, 2017, Cenovus Energy Inc (TSX: 

CVE) announced that they were buying 

ConocoPhillips’ Canadian assets for $17.7 billion. 

The acquisition was mostly financed by debt, 

which brought its leverage ratio to new highs. 

CVE has now decided to sell some assets to bring 

its debt level back to normal.  CVE has been 

somewhat successful in selling some assets, 

however, the company has a long way to go before 

it reaches its debt goal. Thus, we believe 

that Keyera Corp (TSX: KEY) could buy several 

gas plants from CVE in the Montney and 

Duvernay area. We think KEY would be 

interested in those facilities as they are well 

located in areas of growth. Secondly, the plants 

could easily be connected to KEY’s existing 

networks. If such a transaction occurs, this would 

bring a credible competitor to the area. Currently, 

the area is controlled by Pembina (TSX: PPL). 

Producers would be glad to see a new supplier in 

this area. 

 

On its balance sheet, KEY has approximately 

$2bn in capacity, however the market seems to be 

expecting some equity, hence the stock 

performance. We believe KEY is trading at 

Chart 1: Palos Domestic Funds versus Benchmarks (Total Returns)*     

  FundServ NAVPS YTD Returns 

Palos Income Fund L.P. PAL 100 $9.77 6.46% 

Palos Equity Income Fund - RRSP  PAL 101 $6.43  5.60% 

Palos Merchant Fund L.P. (Jun 30, 2017) PAL 500 $4.22  5.65% 

Palos WP Growth Fund - RRSP PAL200 $10.28 2.85% 

S&P TSX Composite     5.49% 

S&P 500     15.70% 

S&P TSX Venture     54.40% 
      

Chart 2: Market Data*      

     Value 

US Government 10-Year     2.35% 

Canadian Government 10-Year     2.10% 

Crude Oil Spot     US $50.74 

Gold Spot     US $1,269.90 

US Gov't10-Year/Moody BAA Corp. Spread     202 bps 

USD/CAD Exchange Rate Spot     US $0.7957 

* Period ending Oct 5, 2017   
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attractive multiples compared to its peers, and 

historically, KEY has always made accretive 

deals that have created long-term shareholder 

value.  

  

 What is New on the Macro Level? 
By Hubert Marleau 

 

The Canadian Dollar: What Is Next? 

 
Put simply, Interest Rates Differentials (IRD) 

between Canada and the U.S. are basically flat. 

Their outlook for economic growth is similar and 

North American inflation is destined to converge 

toward the 2% target. Thus, the path of monetary 

policy between Canada and the U.S. should be 

identical. Based on these observations, the 

exchange value of the Canadian dollar should 

revert back to our calculated Canadian Purchasing 

Power Parity (PPPR) of 78.5 US cents. 

Unfortunately, the calculation is not independent 

of risks like the price of oil, NAFTA negotiations 

and the unhealthy financial conditions of 

Canadian households. Should the price of oil fall 

below its marginal cost of production, which is 

around $55 a barrel, the NAFTA negotiations 

conclude in a negative manner, or indebted 

households stop spending, the Loonie could 

become subject to a negative reversal of fortunes. 

Barring these low probability outcomes, the Bank 

of Canada will likely be the major driver behind 

the future performance of the Loonie. In this 

connection, the odds of an October or December 

rate hike are low. Mr. Poloz is likely to ease up 

and embrace a more cautious approach. A few 

days ago, he said that “there is no predetermined 

path for interest rates from here”. It confirms the 

belief that from here on out, the tightening will be 

gradual and slow and, in turn, follow the decisions 

of the Federal Reserve Bank. Recent economic 

data in Canada, listed below, supports the above 

view. 

• The pace of economic activity is slowing 

down towards 2.0%; 

• The annual rate of inflation is accelerating 

towards the target goal of 2.0%. 

• The policy rates are more than halfway to 

where the neutral rate is; 

• The amount of spare industrial capacity has 

considerably reduced and so has overall 

economic slack; 

• Full employment has either been reached or 

attained; 

• Bloomberg Nanos Canadian Confidence 

Index, Canadian consumer confidence is 

waning. 

• The ongoing increase in productivity is 

dampening the inflationary effect of rising 

wage rates on consumer prices. 

 
“This is happening as the world’s major central 

banks are slowly taking their feet off the monetary 

policy accelerator, with steps to wind down their 

final post-crisis stimulus programs or to begin the 

process of raising rates. All told, the major central 

banks are setting policy for more than 90% of the 

world balance of reserve currencies and are 

actively raising rates or taking concrete steps to 

end easing programs, mostly reflecting improving 

economic conditions” reports the WSJ.  

 
 

If you have any questions about the 
weekly commentary, the securities that 

we follow, or investment ideas,  

please contact us at info@palos.ca 
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