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New Beginnings  
— daniel s. cheng, cfa, portfolio manager

	 With the New Year in its infancy, investors are seeing lingering effects of 2009 and signs of a new cycle in oil and  

gas taking shaping. Here are a few of the Alberta-based trends we’re tracking closely: 

	 Exploration or acquisition: Junior and intermediate companies appear to be resuming their role as the industry’s 

research and development department. Where there’s success and “derisking” of a play, then acquisition by a larger entity 

is not far behind. We saw this at work in the Bakken play in Saskatchewan in 2008 and into 2009. A similar scenario is 

unfolding in Alberta’s Cardium play where a number of juniors are active along with some larger entities. MFi Energy 

Fund investors, for example, have benefited from our early participation in the Bakken play. We’re now investing in 

companies in the Cardium play such as Bellatrix Exploration Ltd., NAL Oil and Gas Trust, Bonavista Energy Trust and 

Daylight Resources Trust. 

	 Under new management: Increased merger and acquisition (M&A) activity and the sale of junior companies 

generally mean movement by top tier management teams. With one chapter closed, such teams refocus on struggling 

junior oil and gas companies, recapitalize them and assume management responsibilities, generating investor interest 

along the way. Recent examples include Wild Stream Exploration, Inc., Legacy Oil + Gas Inc. and Result Energy Inc.

	 Upcoming transition: In 2011, royalty trusts lose their tax advantage. We’re seeing trust to corporate structure 

conversions underway with notable examples including: Crescent Point Energy Corp. and Advantage Oil and Gas Ltd.  

We expect this activity may prompt the re-emergence of the intermediate sector and fuel M&A activity as trusts—in 

conjunction with their transition—look to add growth assets to their portfolio. 

	 Increasing capital expenditures: Reports indicate some companies are increasing capital expenditures over 2009 with 

spending levels anticipated to be ~15.0% higher year-over-year in Canada thus far. As discussed in the last Matco Report, 

we think activity will be focused primarily on horizontal drilling and multistage fracing in resource-type plays in both 

natural gas and oil (i.e., Bakken, Cardium, Montney, and the Deep Basin). MFi Energy Fund has exposure to these trends 

through Daylight Resources Trust Ltd., NuVista Energy Ltd. and Progress Energy Resources Corp. to name a few. 

	 Revised royalty structures 2010: Ongoing changes to Alberta’s royalty structure and temporary incentives have 

made it difficult for companies to plan for the long term. We’re expecting the scheduled January release of the Alberta 

Competitiveness Study to introduce some positive stability, setting the stage for oil and gas companies to plan 2010/2011 

activities with certainty. We think Alberta producers drilling medium- to deep-gas in the Foothills and Deep Basin will 

benefit most as they have borne the brunt of the pain in the last two years. From our vantage point, we expect junior 

companies such as Vero Energy Inc. and Angle Energy Inc. to benefit. Both are currently MFi Energy Fund holdings.

	  In addition to these local themes for 2010, we’ll be working with trends such as developments in liquefied natural 

gas, global supply/demand and carbon tax issues. Through current and prospective holdings, we believe MFi Energy Fund 

is well-positioned to capitalize on such trends throughout 2010. Looking longer-term, we remain bullish on the strength of 

commodities such as oil and gas given the ongoing prospects for growth in emerging markets such as India and China. n




