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The Strong gets Stronger
The portfolio is invested in what we believe to be the strongest Canadian E&P in the TSX. Our approach for the past few years
has been sticking to companies with strong management teams, strong balance sheets, low decline rates, and with controlled
production growth. I continue to stay away from the highly levered, high oil sensitivity companies, as the risk to reward
remains high.
I don’t see why investors would invest in over levered names when quality names are trading at the same multiples. For
example, on May 8th, 2019, Torc Oil & Gas Ltd (TSX: TOG) announced its Q1 2019 results, and they delivered strong numbers.
Production came in at 28.3MBOE/d, which was better than consensus. Additionally, their operating costs were below
consensus. Many analysts on the street padded their lifting costs as they expected the extreme cold weather to have a
significant impact. That was not the case, and as a result TOG was able to keep costs well below $13 per BOE. TOG’s operating
efficiency permitted the company to have stronger cash flows, improved production, reduced debt, and a 14% increase in
dividends.
What is strange is that the market is not distinguishing the superior companies. For example, TOG is trading at 0.9x D/CF and
3.9x EV/DACF, versus its peers at 2x and 4x respectively. My opinion remains, that it’s just a matter of time before the market
starts to reward quality names over those that are distressed. Meanwhile, I am very content with the 6% dividend, as I see it
as a safe return.

Disclaimer: Palos Funds are shareholders of TOG.
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Chart 1: Palos Domestic Funds versus Benchmarks (Total Returns) 1

FundServ

NAVPS

YTD Returns

Palos Income Fund L.P.

PAL100

$8.69

12.69%

Palos Equity Income Fund - RRSP

PAL101

$5.80

10.39%

PAL500

$1.82

6.59%

Palos WP Growth Fund - RRSP

PAL210

$7.88

11.44%

Palos-Mitchell Alpha Fund (Fund Initiated on Jan 29, 2019)

PAL300

$10.44

4.38%

Palos Merchant Fund L.P. (Dec 31, 2018)

2

S&P TSX Composite (Total Return with dividends reinvested)

15.63%

S&P 500 (Total Return with dividends reinvested)

15.61%

S&P TSX Venture (Total Return with dividends reinvested)

7.47%

Chart 2: Market Data 1

Value

US Government 10-Year

2.48%

Canadian Government 10-Year

1.71%

Crude Oil Spot
Gold Spot
US Gov't10-Year/Moody BAA Corp. Spread
USD/CAD Exchange Rate Spot
1
2
3

US $62.12
US $1,281.40
216 bps
US $0.7419

Period ending May 8, 2019. Data extracted from Bloomberg
Fund is priced annually
Fund is priced weekly on Tuesdays
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Disclaimer:
This publication is proprietary to Palos Management Inc. (along with its affiliate Palos Wealth Management Inc., “Palos”). This publication may
be copied, downloaded, stored in a retrieval system, further transmitted, reproduced, disseminated, and/or transferred, in any form or by any
means, but only as long as it is unaltered and attributed to Palos. This publication and its contents may not be sold or licensed without Palos’
written permission. 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 or implied regarding accuracy or completeness. The information provided does not
constitute investment advice and it should not be relied upon on as such. If you have received this communication in error, please notify us
immediately by electronic mail or telephone. This document may contain certain forward-looking statements that are not guarantees of future
performance and future results could be materially different. 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, marketvalue weighted index engineered to measure publicly issued noninvestment grade USD fixedrate, taxable,
corporate bonds. To be included in the index a security must have a minimum par amount of 250MM.
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