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 Suncor Energy Inc. (SU, $44.69, SP, $43.00) – Refreshing Our 2018 Estimates 

< We have refreshed our SU estimates and have taken down cash flows, largely coming from oil sands. 

< Consensus estimates have SU’s 2018E CFPS at $5.45/sh. Using a similar price deck to the Street (US$55/bbl WTI, 

$0.80 FX, $16/bbl WTI-WCS discount, US$17/bbl NYH 321 crack spreads) our current estimate is $4.69/sh (down 

12% from our previous estimate at the noted price deck). 

< Using strip pricing (US$56.54/bbl WTI, $0.79 FX, $16.94/bbl WTI-WCS discount, US $19.65/bbl NYH 321 crack 

spreads) our 2018E CFPS estimate is now $5.40/sh (~1% lower than consensus but with a more aggressive price 

deck). 

< In our view, consensus assumptions on SU’s cash flow will need to come down.  We think the likely culprits for 

over-estimating CF are: 1) Too much CF allocated to Fort Hills in 2018; 2) Not properly expensing the interest (SU is 

expensing more interest than previous years); and 3) Over-estimating the CF generated from the oil sands division 

(likely related to an over-estimation of light products being sold). 

< Overall, 2018E Oil Sands production remains the same at 651 mbbl/d (including Fort Hills and Syncrude), 

however our bitumen sales (excluding Fort Hills) have increased from 140 mbbl/d to 147 mbbl/d, while Synthetic 

Crude Oil sales have dropped from ~300 mbbl/d to ~295 mbbl/d. This reflects SU selling more bitumen (less light 

products) than initially modeled, partially attributed to a Q2/18E upgrader turnaround. Fort Hills, using a similar 

price deck to the Street, on an annualized basis does not contribute cash flow in 2018E, although the project breaks 

even in Q3/18E. 

< We continue to view SU as a leader in the oil sands space with a top decile downstream business. Both of these 

qualities lead to an industry leading FCF profile. These qualities have not gone unnoticed by the market and given 

the strong share price outperformance over the past 4 years and the current valuation, we continue to rate the 

shares as Sector Perform. 
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Real Estate & REITs – Canadian REIT Update Post Q3 Results: A Look to the Past to Guide the Future 

< As part of our typical post quarter summary, this report also includes our top-down and bottom-up 2018 outlook. 

Broadly speaking, we think the interest rate environment will remain reasonable for REIT investment, with no yield 

curve steepening on the horizon, which historically is a risk for REITs. REITs look fairly valued on an absolute and 

relative basis, which drives our more neutral sector view. That said, our NTM total return of 12% warrants a market 

weight investment. Our top picks are intact and provide a mixture of superior per unit growth potential (net asset 

value [NAV], same-property net operating income [SP NOI], AFFO, distribution), good balance sheets, urban 

portfolios, and cash flow durability; we view many as "quality at a reasonable price". We caution against paying 

excessive premiums to NAV in advance of rising rates. Our top picks remain AAR, AP, APR, BAM, BPY, CRT, RUF, and 

SRU. 

 

Sleep Country Canada Holdings Inc. (ZZZ, $34.32, SO, $44.00) – A Revisit on a Good Name: ZZZ 

< We believe ZZZ shares are likely to do well in 2018 as the growth strategy continues to be deployed and as the 

omni-channel platform will be executed over an entire year. ZZZ operates a network of 247 stores across the 

country, with approximately 42% of these executing to the new prototype. The company will continue to renovate 

the fleet and some 20-30 stores will be brought to the new prototype over the course of next year. ZZZ easily sees 

room for 325 stores across the country, which suggests several years of good returns, with <two-year payback for 

new store openings at a minimum pace of 10 per year. The exit of Sears from the market could provide further 

opportunity, particularly in satellite markets. ZZZ is on a path to drive its current 25% market share higher. The 

shares are up 19.8% YTD, but we anticipate further share price appreciation over the coming year. We introduce our 

2019 EPS forecast of $2.05 and roll our valuation forward. 

 

Summary of target price / rating changes: 

< Guardian Capital Group Limited (GCG.A, $24.51, SO, $30.00) –  Rating raised from Sector Perform and target 

price increased from $29.00 

< IGM Financial Inc. (IGM, $44.26, SO, $50.00) – Rating raised from Sector Perform and target price increased from 

$49.00 

< AGF Management Limited (AGF.B, $7.95, SP, $9.00) – Target price increased from $8.50 

< CI Financial Corp. (CIX, $29.40, SP, $32.00)  – Target price increased from $31.00 

 

In terms of companies reporting results:   

 None to report 

 

Outside of earnings related news, we would highlight the following items:    

 Restaurant Brands International Inc. (QSR) – Initiated at Outperform at Evercore ISI 

 Waste Connections Inc. (WCN) – Reinstated at Outperform at BMO Capital Markets 

 Athabasca Oil Corp. (ATH) – Raised to Buy from Hold at GMP 
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U.S. Market Commentary by Paul Bhangu and Rakesh Gupta 
Credit Suisse Research: 

U.S. Exploration & Production and Integrated Oils  

Initiating Coverages 

< We are initiating coverage of 38 U.S. E&P companies as well as CVX and XOM. Please refer to our full initiation slide 

deck presentation (“U.S. Exploration & Production: Initiating Coverage”) which includes our comprehensive sector 

overview, industry outlook, oil and U.S. natural gas macro views and forecasts, and detailed individual company 

analysis.  

< Constructive view on long-term oil prices; forecast more muted, range-bound outlook for U.S. natural gas: We think 

the long end of the WTI futures curve is undervalued at ~$51/Bbl (below our long-term, forecast of $57/Bbl), 

providing opportunity. On U.S. natural gas, we are modestly positive on 2018 fundamentals but see long-term 

prices range-bound near $3.00/MMBtu given expectations for a roughly balanced supply-demand. 

< Relative value in select E&P names (and not just in the Permian); U.S. Majors look expensive: In general, E&P 

valuations have contracted and now reflect a ~10% discount to our mid-cycle oil price forecast of $57/Bbl. While 

selective, we do see relative value within the sector (particularly for small and mid [SMID]-caps) and have 

approached the group with an eye toward differentiating companies offering the best combination of capital-

efficient growth, resource inventory depth, and relative valuation. Meanwhile, the U.S. Majors appear expensive 

versus European peers, U.S. E&Ps, and their historical multiples while offering less leverage to an oil price recovery.  

< Where we stand on the key sector debates into 2018: 1) Mounting investor demand for focus on FCF and returns: 

we agree with the push for greater financial discipline but urge a focus on debt-adjusted growth metrics (over 

Return on Common Equity), which better measure capital efficiency and are most correlated to equity performance; 

moreover, as investors push for wholesale changes to management compensation incentives to better align with 

shareholder objectives, we'd argue debt-adjusted growth metrics belong at the top of that list; 2) Pushback on 

traditional E&P business model: while not advocates of FCF deficits, we see better value in E&Ps re-investing in 

high-return projects than shifting to an outsized cash return model; 3) U.S. oil growth not slowing; our top-down 

analysis implies U.S. oil production grows ~750 MBbld (4Q18/4Q17) & ~650 MBbld/annum through 2021; 4) U.S. 

E&P capex should rise 12% in 2018, implying a plowback ratio of ~90% (vs. historical ~120%) as E&Ps aim to live 

within cash flow.  

< 17 Outperforms, 19 Neutrals, 4 Underperforms: Our Outperform ratings lean toward oily SMID-caps while we're 

Neutral-weight large-caps & gassy E&Ps. Top E&P picks are MRO, CLR, APC, XEC, & XOG, while we have 

Underperform ratings on CHK, HES, QEP & SRCI. Other Outperform ratings: CDEV, DVN, EQT, FANG, NBL, PE, PXD, 

RRC, RSPP, SM, VNOM & WPX. Neutral on both U.S. Majors but prefer CVX over XOM. 

 

News:  

PepsiCo (PEP), Tesla (TSLA) — PepsiCo makes biggest public pre-order of Tesla Semis: 100 trucks - Source: Reuters 

https://www.reuters.com/article/us-pepsico-tesla-orders/pepsico-makes-biggest-public-pre-order-of-tesla-semis-100-

trucks-idUSKBN1E61FB 

 

Rating Changes: source - CNBC 

Verizon (VZ) – Upgraded to Buy from Neutral at Instinet 

Abbott Laboratories (ABT) – Upgraded to Outperform from Market Perform at BMO Capital Markets 

Mylan (MYL) – Coverage initiated with a Buy rating at Guggenheim Securities and a target price of $59 per share 

  

https://www.reuters.com/article/us-pepsico-tesla-orders/pepsico-makes-biggest-public-pre-order-of-tesla-semis-100-trucks-idUSKBN1E61FB
https://www.reuters.com/article/us-pepsico-tesla-orders/pepsico-makes-biggest-public-pre-order-of-tesla-semis-100-trucks-idUSKBN1E61FB
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Fixed Income 
 

Morning Comment  
 

Soft Auction, Fed Positioning Lifts Yields 

Yields ended higher following soft auction. Absent any market-relevant data released yesterday morning, Canadian 

and U.S. yields had a quiet start to the week. Yields were largely unchanged in the morning but climbed higher in the 

afternoon following a soft T-Bill and 10-year U.S. Treasury auction. It is also likely market participants began positioning 

for the widely agreed upon 0.25% rate hike by the FOMC on Wednesday.  

Quiet schedule ahead of tomorrow’s FOMC announcement. Today’s economic calendar is fairly sparse, save for the 

U.S. November Producer Price Index. The release is expected to show the core y/y data to remain at 2.4% while the 

headline m/m figure could tick lower. The metric – a leading indicator of inflation – doesn’t usually garner market 

attention and this could be especially true ahead of tomorrow’s FOMC statement.  
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Disclaimer 

™ Trademark of The Bank of Nova Scotia, used under license (where applicable). 

Important Disclosures 

This material does not include or constitute an investment recommendation, and is not intended to take into 

account the particular investment objectives, financial conditions, or needs of individual clients. Before acting on 

this material, you should consider whether it is suitable for your particular circumstances and talk to your 

investment advisor. 

 
The author(s) of the report own(s) securities of the following companies. 

None. 

 

The supervisors of the Portfolio Advisory Group own securities of the following companies. 

None. 

 

Scotia Capital Inc. is what is referred to as an “integrated” investment firm since we provide a broad range of corporate finance, investment 

banking, institutional trading and retail client services and products. As a result we recognize that there are inherent conflicts of interest in our 

business since we often represent both sides to a transaction, namely the buyer and the seller. While we have policies and procedures in place 

to manage these conflicts, we also disclose certain conflicts to you so that you are aware of them. The following list provides conflict disclosure 

of certain relationships that we have, or have had within a specified period of time, with the companies that are discussed in this report: 
Inter P ipelin e Ltd .  

Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. IGM Financial Inc. 

Scotia Capital (USA) Inc. or its affiliates has received compensation for investment banking services in the past 12 months. AGF Management 

Limited, CI Financial Corp., Guardian Capital Group Limited, IGM Financial Inc., Suncor Energy Inc. 

Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 

securities of, or have provided advice for a fee with respect to, this issuer. IGM Financial Inc. 

Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding equity 

securities of this issuer. None. 

This issuer and its affiliates collectively beneficially own in excess of 5% of the total issued share capital of The Bank of Nova Scotia. None. 

The Bank of Nova Scotia and its affiliates collectively have a net long position in excess of 0.5% of the total issued share capital of the issuer. 
None. 

Scotia Capital (USA) Inc. had an investment banking services client relationship during the past 12 months. None. 

Scotia Capital (USA) Inc. had a non-investment banking securities-related services client relationship during the past 12 months. None. 

Scotia Capital (USA) Inc. or its affiliates expects to receive or intends to seek compensation for investment banking services in the next 3 

months. None. 

The Head of Equity Research or a Supervisory Analyst owns securities of this issuer in his or her own account or in a related account. Suncor 

Energy Inc. 

Additional Disclosures  
This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. Scotia Capital Inc.is a member of the Canadian Investor 

Protection Fund and the Investment Industry Regulatory Organization of Canada. 

® Registered trademark of The Bank of Nova Scotia, used under licence. ™Trademark of The Bank of Nova Scotia, used under licence. Scotia 

Wealth Management™ consists of a range of financial services provided by The Bank of Nova Scotia (Scotiabank®); The Bank of Nova Scotia 

Trust Company (Scotiatrust®); Private Investment Counsel, a service of 1832 Asset Management L.P.; 1832 Asset Management U.S. Inc.; Scotia 

Wealth Insurance Services Inc.; and ScotiaMcLeod®, a division of Scotia Capital Inc. International private banking services are provided in 

Canada by The Bank of Nova Scotia. International investment advisory services are provided in Canada by Scotia Capital Inc. Scotia Capital Inc. 

is a member of the Canadian Investor Protection Fund and the Investment Industry Regulatory Organization of Canada. 
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Scotia Wealth Management consists of a range of financial services provided, in The Bahamas, by Scotiabank (Bahamas) Limited and The Bank 

of Nova Scotia Trust Company (Bahamas) Limited.  International private banking services are provided in The Bahamas by Scotiabank 

(Bahamas) Limited, an entity registered with The Central Bank of The Bahamas. International investment advisory services are provided in The 

Bahamas by Scotiabank (Bahamas) Limited, an entity registered with The Securities Commission of The Bahamas. International wealth 

structuring solutions are provided in The Bahamas by The Bank of Nova Scotia Trust Company (Bahamas) Limited, an entity registered with The 

Central Bank of The Bahamas. 

Scotia Wealth Management consists of international investment advisory services provided, in Barbados, by The Bank of Nova Scotia, Barbados 

Branch, an entity licensed by the Barbados Financial Services Commission. 

Scotia Wealth Management consists of a range of financial services provided, in the Cayman Islands, by Scotiabank & Trust (Cayman) Ltd.  

International private banking services, international investment advisory services and international wealth structuring solutions are provided in 

the Cayman Islands by Scotiabank & Trust (Cayman) Ltd., an entity licensed by the Cayman Islands Monetary Authority. 

Scotia Wealth Management consists of international private banking services provided, in Peru, by Scotiabank Peru S.A.A, an entity supervised 

by the Peru Superintendence of Banking and Insurance. 

Disclaimer 

™ Trademark of The Bank of Nova Scotia, used under license (where applicable).  

™ Marca de The Bank of Nova Scotia utilizada bajo licencia (donde corresponda).  

Costa Rica — Este es un resumen preparado por la Unidad Portfolio Advisory Group (PAG) de Wealth Management de Scotiabank de Costa 

Rica, S.A. para nuestros corredores, ejecutivos y clientes, cuyo fin único y exclusivo es mantenerlos informados sobre diferentes aspectos 

generales del acontecer económico local e internacional. Este resumen es elaborado a partir de información proveniente de diferentes fuentes, 

que en el medio bursátil nacional e internacional, son consideradas confiables, sin embargo, en ninguna forma se garantiza la bondad, 

exactitud o veracidad de la información aquí contenida. Los comentarios u opiniones de las fuentes consultadas, son de su exclusiva 

responsabilidad y no representan el parecer o criterio de ninguna de las empresas del Grupo Scotiabank local o internacional. Los precios, 

datos y demás información contenida en este documento pueden variar en cualquier momento y sin previo aviso, por lo que deben ser 

comprendidos y analizados única y exclusivamente como elementos de referencia e informativos. Este informe no constituye de manera 

alguna, propuesta, recomendación u oferta para comprar, vender valores, o realizar cualquier tipo de transacción en los mercados bursátiles 

organizados en instrumentos financieros en general, locales o internacionales. Se prohíbe la reproducción total o parcial de este documento 

sin el consentimiento expreso y previo del autor. 

México — Advertencia: Este documento ha sido elaborado por Nick Chamie, Analistas adscritos al Grupo de Asesorías de Portafolios 

Internacionales, una división de Scotia Capital Inc.. Este documento podrá ser proporcionado a los clientes del Grupo Financiero Scotiabank 

Inverlat (en adelante el “Grupo Financiero SBI”) que viven en México, y no está hecho para ser utilizado por cualquier persona o entidad, 

ciudadano o residente que esté localizado en cualquier país, estado o jurisdicción, en donde la distribución, publicación, disponibilidad o uso 

de éste documento vaya en contra de las leyes o regulaciones que obliguen al Grupo Financiero SBI o sus subsidiarias o afiliadas a obtener 

registros o licencias en dicha jurisdicción. La información, herramientas y material contenidos en este reporte son proporcionados 

exclusivamente con fines informativos y no deben ser utilizados o considerados como una oferta o propuesta de oferta para comprar, vender, 

emitir valores o cualquier otro instrumento financiero. La información contenida en este reporte no constituye una asesoría de inversión, legal, 

contable, fiscal o una declaración de que una inversión o estrategia de inversión es adecuada o apropiada a las circunstancias o características 

especiales del destinatario del reporte, o constituye de cualquier otra forma una recomendación a las necesidades particulares del destinatario. 

El inversionista que tenga acceso al presente documento debe ser consciente de que los valores, instrumentos o inversiones aquí referidos 

pueden no ser adecuados para sus objetivos específicos de inversión, su posición financiera o su perfil de riesgo, ya que no han sido tomados 

en consideración para la elaboración del presente informe, por lo que debe adoptar sus propias decisiones de inversión teniendo en cuenta 

dichas circunstancias y procurándose el asesoramiento específico y especializado que pueda ser necesario. El desempeño pasado de valores u 

otros instrumentos financieros no debe considerarse como un indicador o garantía de su desempeño futuro, y Scotia Casa de Bolsa no realiza 

expresa o tácitamente ninguna garantía o declaración, respecto al desempeño futuro de los valores u otros instrumentos financieros objeto del 

reporte. Este reporte está basado o se deriva de información pública proveniente de fuentes consideradas como confiables. Los Analistas y 

representantes del Grupo de Asesorías de Portafolios Internacionales, una división de Scotia Capital Inc. no hacen declaración alguna respecto 

de la exactitud o veracidad de la información contenida en el presente reporte. El Grupo Financiero SBI, sus subsidiarias o afiliadas y sus 

empleados no garantizan rendimiento alguno, ni pueden responsabilizarse de pérdidas en operaciones o decisiones basadas en esta 

información o cualquier otra. La información y material de este reporte no pretende proporcionar toda la información que un inversionista 

interesado pudiera desear y, de hecho, solo proporciona una visión limitada de un mercado en particular. Este reporte no debe de ser utilizado 

en sustitución del ejercicio de juicios independientes. El Grupo Financiero SBI, o cualquiera de sus subsidiarias o afiliadas, pudo haber emitido 

o puede en el futuro emitir otros reportes que no sean consistentes con, y/o lleguen a conclusiones distintas a la información contenida en 

este reporte. Aquellos reportes reflejan las diferentes suposiciones, puntos de vista y métodos analíticos de los Analistas que los prepararon. 

Los Analistas certifican que las opiniones, estimados y proyecciones contenidas en el este reporte reflejan su punto de vista personal, no el de 

un área de negocio en particular, y pueden variar o ser diferentes o inconsistentes con las observaciones y puntos de vista de otros Analistas 
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de Scotia Casa de Bolsa. Este reporte no es necesariamente una opinión institucional de Grupo Financiero SBI, o cualquiera de sus subsidiarias 

o afiliadas. Las observaciones y puntos de vista expresados en este reporte pueden ser modificados por los Analistas en cualquier momento sin 

necesidad de dar aviso y sin responsabilidad alguna. Scotia Casa de Bolsa no tiene la obligación de emitir reportes cuando las opiniones, 

condiciones o suposiciones con las cuales se elaboró el presente reporte hayan cambiado. Las opiniones y proyecciones expresadas en el 

presente reporte no deben considerarse o interpretarse como una declaración unilateral de la voluntad, oferta, sugerencia o invitación para 

comprar, vender, suscribir o emitir cualquier valor o instrumento financiero, o como una oferta, invitación o sugerencia para contratar los 

servicios de Scotia Inverlat o cualquiera de sus subsidiarias o afiliadas. La remuneración de los Analistas depende, entre otros factores, de la 

rentabilidad e ingreso generados por todas las áreas del Grupo Financiero SBI, pero no por un área o áreas en particular. Los Analistas no 

reciben remuneración alguna por parte de los emisores de los valores descritos en este reporte. La Dirección del Grupo de Asesorías de 

Portafolios Internacionales de la que forman parte los Analistas que elaboran este reporte, es un área independiente de las áreas de negocio, 

incluyendo el área de Operaciones y de Banca de Inversión y, no recibe remuneración, directriz, o de cualquier forma, presión o influencia 

alguna por parte de las áreas de negocio que pueda afectar en cualquier sentido la información contenida en este reporte. Al cierre del último 

trimestre, el Grupo Financiero SBI, sus subsidiarias o afiliadas y sus Analistas pueden mantener inversiones, directa o indirectamente, en 

valores, instrumentos financieros o instrumentos financieros derivados, cuyos subyacentes sean valores, que representan 10% o más de su 

cartera de valores o portafolio de inversión en las emisoras o valores mencionados en el presente reporte. En los últimos doce meses, el Grupo 

Financiero SBI, sus subsidiarias o afiliadas pudiera haber prestado algún servicio participando como líder, colíder o como miembro del 

sindicato colocador en ofertas públicas de colocación de valores de las emisoras o valores mencionados en el presente reporte. Los consejeros, 

director general y directivos del Grupo Financiero SBI no fungen con ninguno de estos caracteres en las emisoras de los valores objeto del 

presente reporte. El Grupo Financiero SBI, sus subsidiarias o afiliadas al momento de emitir el presente reporte, no tienen ningún conflicto de 

interés, salvo las relaciones de negocio que en su caso, se han señalado en el presente reporte. Este documento no puede fotocopiarse, ser 

utilizado por cualquier medio electrónico o bien ser reproducido por algún otro medio o método en forma parcial o total; tampoco puede ser 

citado o divulgado sin la previa autorización de la Dirección del Grupo de Asesorías de Portafolios Internacionales”. 

Perú — Este informe se proporciona únicamente con fines informativos. Este informe no es, y no debe interpretarse como una oferta de 

venta, solicitud de compra de valores y/o contrato de futuros o commodities. Los valores mencionados en este informe pueden no ajustarse 

para todos los inversionistas ni tampoco pueden estar disponibles para la venta en determinadas jurisdicciones, donde se distribuye el 

informe. La información y opiniones contenidas en este documento se han compilado y llegado a partir de fuentes consideradas confiables, sin 

embargo, Scotia Sociedad Agente de Bolsa S.A. (en adelante Scotia Bolsa) no hace ninguna representación o garantía, expresa o implícita, en 

cuanto a su precisión o integridad. Scotia Bolsa cuenta con políticas destinadas a hacer todo lo posible con el fin de que la información 

contenida en este informe es la vigente a la fecha del presente informe, a menos que se especifique lo contrario.  

Las opiniones expresadas aquí son las del analista o analistas que han preparado el informe, están sujetas a cambios sin previo aviso y pueden 

diferir o ser contrarias de las opiniones expresadas por otros departamentos de Scotia Bolsa o cualquier otra empresa del Grupo Scotiabank. 

Ni Scotia Bolsa, ni sus analistas, ni ninguna empresa del Grupo Scotiabank asume responsabilidad por cualquier pérdida directa, indirecta o 

cualquier consecuencia que resulte de cualquier uso de este informe o sus contenidos.  

Cada analista de investigación mencionado en este informe o cualquier subdivisión de este informe certifica que: (i) las opiniones expresadas 

en este informe en relación con valores o emisores que él o ella analiza, reflejan fielmente su opinión profesional; y, (ii) ninguna parte de su 

compensación está o estará, directa o indirectamente relacionada, con el resultado de la valorización o las recomendaciones u opiniones 

concretas expresadas por él o ella en este informe. Scotia Bolsa y/o el analista podría mantener posición propia o por cuenta de sus clientes en 

el papel materia de este informe, sin que ello constituya conflicto de intereses en tanto la información ha sido preparada por uno o más 

analistas independientes al proceso comercial y/o de Trading, de acuerdo con las políticas de la organización. Está prohibido citar o reproducir, 

total o parcialmente este informe sin expresa autorización de Scotia Bolsa. 


