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I N  T H I S  I S S U E MY WISH LIST FOR THE NEXT 
GOVERNMENT 

 

By Gordon Pape, Editor and Publisher 
 

 
  
At this point, we don’t know which party will form the next government. 
But whoever is the next Prime Minister will have a lot of work to do.  
 
Here is my own personal wish list of things I would like to see from the 
next government.  
 
Fiscal responsibility. Deficit spending is a desirable stimulant in a 
faltering economy. But endless deficits are irresponsible and 
eventually lead to the type of financial crisis that almost resulted in 
Canada’s being placed under the tutelage of the International 
Monetary Fund in the 1990s before then-Finance Minister Paul Martin 
pulled us out of free-fall.   
 
Overhaul the tax system. It’s been more than 50 years since the Carter 
Commission recommended a massive overhaul and simplification of 
Canada’s tax system. The report said the system was full of loopholes 
and inconsistencies and that the tax burden on all Canadians could be 
lowered by implementing a major overhaul. 
 
However, faced with opposition from a number of sources, the 
government of Pierre Trudeau threw up its hands and never followed 
through. Instead, the system has progressively become even more 
complex and now resembles a tangled thicket of impenetrable rules 
and concessions to special interest groups. A brave and resolute 
government would make it a priority to revisit this mess and make 
some major changes. I don’t hold out a lot of hope on this one, 
especially if we end up with a minority government, but any action 
would be welcome. 
 
Completion of Trans Mountain. Climate change was one of the major 
concerns of voters during the campaign and politicians ignore it at their 
peril. But even with the speed-up in renewable energy projects, fossil 
fuels will be with us for a long time. Making Alberta a sacrificial lamb 
on the alter of the climate gods will further alienate the province, 
damage Canada economically, and make a near-zero contribution to 
reducing greenhouse gases. 
 
Stimulate business investment. We’ve seen business investment drop 
dramatically in recent years. According to a recent report from the C.D. 
Howe Institute, the latest figures from Statistics Canada and the  
 
Continued on page 2… 

 
 
Organisation for Economic Co-operation and Development (OECD) 
suggest that Canadian businesses in 2019 are investing only about 
$15,000 per worker. By contrast, businesses across the OECD are 
investing about $21,000 per worker, while U.S. businesses are 
investing about $26,000.  
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Wish list – continued from page 1… 
 

Organisation for Economic Co-operation and 
Development (OECD) suggest that Canadian businesses 
in 2019 are investing only about $15,000 per worker. By 
contrast, businesses across the OECD are investing 
about $21,000 per worker, while U.S. businesses are 
investing about $26,000.  
 
Not all of this is Ottawa’s fault – Donald Trump’s 
aggressive protectionist policies have pushed many 
Canadian companies to open new facilities south of the 
border rather than at home. But we should be fighting 
back as best we can, starting with a significant reduction 
in the corporate tax rate. (The NDP’s plans to pay for their 
promises through, among other things, a corporate tax 
increase is exactly what we don’t need.) 
 
“Weak capital spending is a threat to Canada’s future 
prosperity – one all levels of Canadian government should 
address. Moving ahead with vital infrastructure, 
addressing growth-inhibiting taxes, and liberalizing 
internal and international trade can all help Canadian 
businesses equip their workers better to compete and 
thrive,” says the report’s author, William W.P. Robson, 
CEO of the Institute.  
 
Set realistic health care goals. Pharmacare and dental 
care for all are laudable goals but the price tags are 
enormous. Let’s start with something more modest – 
plans that offer coverage to those who need financial 
help, including those faced with rare medical disorders 
whose treatment runs into the hundreds of thousands of 
dollars – or even more.  
 
Improve our foreign relations. Ever since the Second 
World War, Canada has been respected as a stable 
middle-class power that could be relied upon in difficult 
times. Today, it’s a much different story. Our relations with 
the U.S., our biggest trading partner and protector, are 
fragile at best. The Trudeau government did as well as 
could be expected in renegotiating NAFTA, but getting 
Congressional ratification is proving to be a challenge. 

The reality is that President Trump has zero interest in our 
concerns and Canadian interests receive scant attention 
in Congress. 
 
Our relations with China, the world’s second-largest 
superpower, have never been worse. The Chinese are 
boycotting our canola, and exports of beef and pork have 
been hit. Some Canadian executives are expressing fear 
about being arrested if they visit China. The appointment 
of a new Canadian ambassador was greeted by the 
Chinese with a comment that Ottawa should “reflect on its 
mistakes”. Relations are about as icy as they can get. 
 
They aren’t much better with another rising Asian power, 
India. Prime Minister Justin Trudeau’s costumed 
extravaganza of a tour in early 2018 was described as a 
“total disaster” by The Washington Post. Inviting a 
convicted Sikh extremist to a dinner honouring Mr. 
Trudeau was the last straw. A comprehensive trade deal 
with India looks dim and distant. 
 
Whoever forms the next government will need to plot a 
new direction in foreign relations. Canada needs to 
diversify its export markets and normalizing relations with 
China and India would be a good start.  
 
A National Securities Commission. Okay, this is a 
pipedream. But as one broker said to me, Canada is a 
“laughingstock” in the global financial community for our 
disjointed securities system that consists of 13 separate 
entities. The late Finance Minister Jim Flaherty tried in 
vain to rationalize this haphazard mess, only to run afoul 
of determined resistance from Quebec and Alberta. The 
next Finance Minister will probably be reluctant to revisit 
this imbroglio, but one can always hope.  
 
Of course, most of these ideas won’t get done, but full 
marks to a prime minister that tries. 
 

What’s your own wish list for our new government? Send 
in your ideas and I’ll publish them in future issues. 
Address them to gpape@rogers.com and write Wish List 
in the subject line.  

 

LESSONS FROM BLACK MONDAY 
 
 
 
This past weekend marked the 32nd anniversary of Black 
Monday. It was on Oct. 19, 1987, that the Dow Jones 
Industrial Average suffered its biggest one-day loss in 
percentage terms, dropping 22.6%. 
 

It’s not an anniversary anyone wants to celebrate. “Down” 
is a word no investor wants to hear, but we need to 
remember that these events happen periodically and to 

be prepared when they do. History shows us that any 
decline will be temporary, but the length of time it takes to 
recover can sometimes be years. 
 
So, what can you do to protect yourself from another 
1987-type shock? Here are some suggestions: 
 
Continued on page 3… 

mailto:gpape@rogers.com


Internet Wealth Builder – October 21, 2019 

 

Building Wealth’s The Internet Wealth Builder is published weekly by Gordon Pape Enterprises Ltd.  All rights reserved.   

3 

Lessons – continued from page 2… 

 
Don’t panic. The worst investment decisions are made at 
times of high emotional stress. I know, it’s hard to stay 
cool when the financial world seems to be splintering but 
you need to keep your head. If you own good securities, 
they’ll eventually recover. People who rushed to sell after 
the 1987 market collapse regretted it later as prices 
rallied. And look at what happened when the financial 
crisis of 2008-2009 bottomed out in March 2009. We 
embarked on the longest bull market in history, one that 
continues to this day. 
 
Ensure time is on your side. Young people have time to 
ride out these storms. Older folks don’t. If you’re 65 or 
older consider reducing your exposure to the stock 
market. Bonds and cash don’t provide much of a return, 
but they’ll provide a valuable cushion if the market melts 
down.  
  
Diversify. Don’t put all your money in a few stocks. Spread 
your assets among a number of securities in different 

sectors. The same applies with the geography of your 
portfolio. Canada is a small market in global terms, and 
one that usually underperforms our U.S. neighbor. 
 
Don’t speculate. If anyone starts talking about the next hot 
stock, walk away. If you get an email touting a guaranteed 
money-winner, delete it. When I was young, I had a broker 
who would call me each month with the opening line: 
“Have I got one for you!”. He made his commission. I lost 
a bundle before I wised up. 
 
Buy low-risk stocks. A falling tide lowers all boats, but 
some more than others. Stable, dividend-paying 
businesses fare best in a crash. That includes utilities, 
telecoms, banks, and real estate trusts. 
 
Remember, there will always be stock market shocks, 
sometimes at unexpected times. But if you invest with 
care and keep calm, you’ll survive and prosper.  
 
Follow Gordon Pape on Twitter @GPUpdates and on 
Facebook at www.facebook.com/GordonPapeMoney 

 

A BIG OPPORTUNITY FOR INVESTORS 
 
 
 
“Big Short” famed hedge fund manager says passive 
investing is creating a big opportunity in select 
smaller businesses. Contributing editor Ryan Irvine 
joins us this week to explain. Ryan is the CEO of 
KeyStone Financial (www.KeyStocks.com) and is one 
of the country’s top experts in small caps. He is based 
in the Vancouver area. Here is his report. 

 
Ryan Irvine writes: 

 
Michael Burry is the doctor-turned-investor profiled in 
Michael Lewis’s book “The Big Short” and was later 
portrayed by Christian Bale in the Oscar winning 
movie of the same name. Recently, he made another 
bold prediction. 

 
Burry, a hedge fund manager, told Bloomberg he sees 
irrational passive inflows of capital into large-cap 
companies. 

 
“The bubble in passive investing through ETFs and 
index funds as well as the trend to very large size 
among asset managers has orphaned smaller value-
type securities globally,” he said. 

  
His last call, which related to the trouble lurking in 
mortgage-backed securities before the 2008 financial 

crisis, was a good one. Burry has our attention with 
his latest prediction. 
 
Anecdotally, in recent months I have witnessed 
several small-cap analysts bemoan the divergence in 
performance of the Russell 2000 Index (which tracks 
North American small-cap stocks) and larger company 
indexes such as the Nasdaq 100, Dow, and S&P 500.  
 
The Russell 2000 is down roughly 9% in the last 12 
months whereas the Dow is down just under 1% and 
the Nasdaq 100 is plus 2%. That’s a significant 
outperformance by the latter two large-cap indexes.  
 
Burry’s thesis makes sense. Many investors have 
been moving away from placing their money in 
actively managed mutual funds or individual stock 
portfolios in favour of passive index funds that 
typically favour large-cap companies. 
 
The thought is this has and will continue to create a 
bubble where inflows into large-cap index funds like 
SPDR S&P 500 ETF (SPY), which tracks the S&P 500 
Index, the PowerShares QQQ (QQQ) that tracks the 
Nasdaq 100 Index, and the SPDR Dow Jones Industrial 
Average ETF (DIA), which tracks Dow, will boost the  
 
Continued on page 4… 
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Opportunity – continued from page 3… 

 
price of their individual large-cap constituent stocks.  

 
It has been somewhat of a self-fulling cycle as these 
ETFs increase their market capitalization and 
performance, thus encouraging more inflows. If a fund 
uses market cap weighting (i.e. more weight toward 
larger firms) then that effect is further exaggerated.  

 
So, is Burry correct? The valuation data and passive 
investing interest data indicate he is.  

 
To help illustrate this, we can look at two opposite 
ETFs. First, the Dow Jones Industrial Average (DIA), 
which holds companies with an extremely high 
weighted average market capitalization of $250 
billion. Then consider the iShares Micro-Cap ETF 
(IWC) that has a weighted average market 
capitalization of $2 billion (small-cap U.S. companies).  

 
The weighted average price/earnings multiple of the 
DIA is currently roughly 18.5 times while the same 
multiple is at 11.5 times for IWC.  

 
Now, smaller cap companies have historically been 
assigned lower multiples by investors due to the 
commonly held belief they are riskier assets due to 
their lack of diversification when compared to their 
large cap pier group. Whether this is true on an 
individual stock-by-stock basis is up for debate, but I 
will grant that a small discount for risk is warranted.  

 
In the case of these ETFs, which are serving as 
proxies for the small-cap versus large-cap valuation 
gap at present, the DIA’s roughly 60% premium 
multiple on average is far too high to be explained by 
a “risk premium”. 

 
As anomalies like this tend to revert to the mean or 
correct over time, it does appear that the trend is 
producing a longer-term opportunity for astute stock 
pickers to uncover value.  

 
We believe that the passive ETF trend will persist. But 
valuations can only get so rich on the high end and so 
low on the bottom end of the market before the 
average investors adjust or the “smart money” in the 
form of private equity or other public conglomerates 
acts and acquires great businesses on sale.  

 
The long-term opportunity in small, underappreciated 
businesses is real. It is one of the primary reasons my 
company has a division that focusses on identifying 
these very stocks.  

As for the heartache I have heard from a number of 
small-cap analysts, I believe much of the belly aching 
is due to weak analysis and a justification of their own 
poor performance. 

 
In our very selective research in the small-cap growth 
stock segment over the past year alone we have seen 
great businesses continue to be rewarded with 
excellent gains – and yes, even in the apparently 
underperforming small-cap space. 

 
One example is XPEL Inc. (NDQ: XPEL) which I 
recommended to IWB readers in June 2018 at $3.32. 
It was trading in the $10 range at the time of writing. 
Another is Viemed Healthcare Inc. (TSX: VMD), which 
we update below. It is up about 15% since being 
recommended here in May. 

 
All “small-cap” stocks form a segment that has 
underperformed over the last year. This illustrates that 
it remains a stock pickers market in this sector and 
that if one identifies the right cash flow-based 
businesses, at reasonable prices, there have been 
and will continue to be excellent gains to be had. 

 
On the flipside, if you pick the wrong individual stocks 
or segments, the results in your portfolios can be 
disastrous. Over the past 12 months, no sector has 
this better made this point than Canadian cannabis.  

 
A year ago, just ahead of legalization, KeyStone 
conducted research into all 120 (at the time) cannabis 
related stocks in Canada. Our analysts performed a 
two-month deep dive into each stock individually and 
into the supply/demand dynamics in this “hot sector” 
as a whole.  

 
The lack of current profitability, potential for 
oversupply, and high valuations gave us enough 
evidence to recommend clients avoid the cannabis 
segment entirely as at September 2018. 

 
Since this time, cannabis stocks have performed very 
poorly. The biggest name in cannabis, Canopy Growth 
Corporation (TSX: WEED) is down over 49%. Tilray 
Inc. (NDQ: TLRY) is down over 83% and The Green 
Organic Dutchman Holdings Ltd. (TSX: TGOD) is 
down over 68%, just to name a few.  

 
KeyStone is in the process of updating the cannabis 
report. Ironically, with blood in the streets, we may 
find some value as cash flow creeps into cannabis 
businesses when others are selling indiscriminately.



Internet Wealth Builder – October 21, 2019 

Building Wealth’s The Internet Wealth Builder is published weekly by Gordon Pape Enterprises Ltd.  All rights reserved.   
 

5 

RYAN IRVINE’S UPDATES 
 
 

 
Viemed Healthcare Inc. (TSX, NDQ: VMD)  
Originally recommended on May 20/19 (#21919) at 
C$9.12, US$6.77. Closed Friday at C$10.35, US$7.88,  

 
Background: Viemed, through its wholly owned 
subsidiaries Sleep Management and Home Sleep, is a 
participating Medicare durable medical equipment 
supplier that provides post-acute respiratory care 
services in the United States.  

 
In layman’s terms, the company places respiratory therapists 
inside the home to treat patients with very sick lungs. Many 
of these patients are unfortunately at the end stage of their 
life, at a time when they are most likely to visit the hospital. 
The service prevents these hospital readmissions from 
occurring. The primary disease treated is COPD or chronic 
obstructive pulmonary disease. With almost 25 million 
Americans reporting that they have been diagnosed with 
COPD, it is the country's third largest killer behind cancer and 
congestive heart failure. The company provides a solution for 
people who suffer from this debilitating disease.  
 
Viemed uses non-invasive ventilators (NIV) which allows 
caregivers to ventilate the patient with a mask versus 
forcing them to be in the bed intubated. The quality of life 
is better, and the healthcare costs decrease.  

 
Performance: The stock traded in the $13 range in early 
September before pulling back to the current level. 

 
Recent developments: Viemed once again reported record 
second quarterly result and, perhaps most importantly, 
guided towards strong growth for the third quarter. 

 
Second quarter revenues jumped 45% to $22.5 million, 
which beat estimates. Gross margin expanded from 73% 
last year to 74.8%.  

 
The stock appears to have sold off from record highs 
based on EBITDA and adjusted EBITDA compression 
fears. The company reported EBITDA at $4.6 million, 
slightly below expectations. This was due to elevated and 
continued investment in the business, including the 
Nasdaq listing costs (one-time), workforce costs, and 
technological investments. The adjusted EBITDA 
compressed from 23.7% in the first quarter to 20.5% in 
the second quarter. The key item from the conference call 
after the release was management’s confidence that 
adjusted EBITDA margins in the second half would be 
more in line with prior year margins (24-26%). That would 

be a significant bounce back from second quarter and 
even first quarter levels.  
 
Viemed expects to generate total revenues of 
approximately $23.7 to $24.5 million during the third 
quarter. The mid-point of the revenue guidance 
represents a 41% increase over the quarter ended Sept. 
30, 2018. Additionally, the company expects to have 
higher margins during the back half of the year, more in 
line with prior year margins.  
 
Conclusion: The potential market for noninvasive 
ventilation (NIV) remains large and, despite its growth, 
Viemed is only scratching the surface. In fact, the entire 
NIV market penetration is less than 10% of its potential.  
 
As physicians and care givers become aware of the 
clinical efficacy of the therapy, there is potential that the 
referrals from them could snowball. A recent clinical study 
undertaken by KPMG showing the positives of the 
company’s in-home NIV strategy has just been started to 
be marketed by Viemed. Dissemination of that report 
should dramatically accelerate awareness and 
recruitment of patients.  
 
Additional products (outside of NIVs) offered by Viemed, 
including vests, are starting to contribute to revenue. With 
its infrastructure in place (respiratory therapists and 
registered nurses), it appears the company can provide 
more in-house services to the same client. The product 
diversification strategy could not only reduce risk but grow 
its brand as a one-stop service company.  
 
Valuation: Given the emerging track record of strong 
organic growth, from an enterprise value to adjusted 
EBITDA or EV/aEBITDA basis, we believe Viemed should 
trade in the range of 14 times 2019 adjusted EBITDA. We 
model for adjusted EBITDA in 2019 of approximately 
US$20.2 million, or C$26.61 (C$0.71 per share). We 
adjust this target higher given the current adjusted 
EBITDA margin including increased spending on 
infrastructure (employees, technology) as well as a one-
time spend to prepare for its Nasdaq listing, and the fact 
that margins should move higher once again in the 
second half of 2019.  
 
Given the company’s clean balance sheet and solid cash 
position, we maintain our fair value over the course of the 
next year to the range of $11.75. This fair value estimate 

 
Continued on page 6… 
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Ryan Irvine’s updates – continued from page 5… 
 
over the next 6-12 months is based on current 
reimbursement rates and could fluctuate with the value of 
the Canadian dollar versus the U.S. dollar (a decrease is a 
positive adjustment, increase is a negative) and based on 
management continuing cost controls and executing on the 
company’s stated growth goals. We expect acceleration in 
EBITDA growth rates in 2020, which could lead to a 
significant increase in our fair value estimate if EBITDA 
margins return to higher levels over the next two quarters.  
 
Action now: We reiterate our Speculative Buy 
recommendation. We continue to see long-term value in 
the current range with a 2-5 year holding period outlook.  
 

Dynacor Gold Mines Inc. 
(TSX: DNG, OTC: DNGDF) 
Originally recommended on Feb. 12/18 (#21807) at 
C$1.93, US$1.56. Closed Friday at C$1.70, US$1.28. 

 
Background: Headquartered in Montreal, Dynacor’s 
activities consist of the production of gold and silver from 
the processing of purchased ore and the exploration of its 
mining properties located in Peru. 

 
The company purchases its ore from government 
registered producers in various regions of Peru and then 
processes it at its wholly owned milling facility to produce 
gold and silver, which is sold internationally at market 
prices. Dynacor also owns the rights on three mining 
properties, which are in the exploration stage. This 
includes its flagship exploration gold, copper, and silver 
prospect, the Tumipampa property. It does not have any 
properties in commercial production. 

 
Performance: The shares touched the $2 mark in late 
August but have slipped back since. 

 
Recent developments: Dynacor’s second quarter, 
ended June 30, marked the company’s thirty-third 
consecutive quarter of profits. Net income dropped, 
however, to $0.8 million ($0.02 per share), compared to 
$1.3 million ($0.03 per share) for the same period of 2018. 

 
With a similar volume processed (22,737 tonnes in the 
second quarter of 2019 vs. 23,172 tonnes in the second 
quarter of 2018), production decreased by 12.2% 
compared to the second quarter of 2018 (18,095 ounces 
in the second quarter of 2019 vs. 20,610 ounces in the 
second quarter of 2018). This decline is mainly explained 
by a 9.4% decrease in the average grade of the available 
ore processed during the period. Volume of gold 
decreased by 19.2% compared to 2018 due to the lower 
production combined with the variances of gold in 

process. Both issues had a direct impact on second 
quarter 2019 financial results. Of note, gold production 
increased by 13.1% compared to the first quarter of 2019. 
 
Perhaps most importantly, on Aug. 15 Dynacor announced 
a new plan to increase production to an annualized rate of 
88-92,000 ounces of gold. The company is now forecasting 
to produce 44-46,000 ounces of gold in the second half of 
2019, a 30% increase from the first half.   
 
In June, Dynacor generated its best June on record with 
ore purchases amounting to 8,500 tons. Following through 
into July, the company generated a new all-time record  
month of purchased mineralized material with just over 
10,000 tons. This should place the company on track to hit 
its aggressive growth targets in the second half of 2019. 
 
Conclusion: While we tread very lightly in commodity-
based businesses, Dynacor appears to offer some 
speculative value at present if the company operates to 
management’s expectations going forward. It offers a 
unique exposure to gold without the typical significant 
deposit specific risk seen with traditional junior gold 
producers. It is on the higher end of our risk scale given 
its exposure to the price of gold.  
 
While we do forecast operations to improve due to an 
increase in gold price, this is still speculative as gold 
prices can just as easily reverse direction. We continue to 
commend management for the dividend implementation 
(current yield 2.3%), creating value for shareholders even 
while they await more economically favourable quarters.  
 
The company continues to be a solid income-producing 
investment with a strong balance sheet and good cash 
flow. Dynacor is well positioned to take advantage of gold 
price appreciation. At a multiple of roughly 3.9 times the 
company’s trailing EV/EBITDA the stock is relatively 
inexpensive if growth in production resumes and gold 
stays in its current range or moves higher.  
 
We will be disappointed if management once again fails 
to hit production targets in 2019 – which is a risk given the 
shortfall in the previous two years. The rising price of gold 
does induce more small-scale mining and should be a 
positive in terms of production as the year moves forward. 
By applying a multiple of 12 times our relatively 
conservative 2019 EPS estimate and adding back the 
$0.32 per share in net cash, we arrive at a fair value in the 
range of $2.50 over the next 12 months.  
 
Action now: We maintain our Speculative Buy rating on the 
stock given the recent gold price appreciation and 
management’s production outlook. We would set limit orders 
in the $1.70-$1.80 range and be patient. We do not 
recommend an overweight position in any gold related stock. 
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GORDON PAPE’S UPDATES 
 

 
 
Telus Corp. (TSX: T, NYSE: TU) 
Originally recommended on Nov. 13/06 (#2640) at 
C$27.43, US$24.26 (split-adjusted). Closed Friday at 
C$47.61, US$36.33. 
 
Background: Telus claims to be Canada’s fastest-
growing telecommunications company, with $14.4 billion 
in operating revenue in 2018 and 13.4 million subscriber 
connections. The company provides a wide range of 
communications products and services, including 
wireless, data, Internet protocol (IP), voice, television, 
entertainment and video, and is Canada’s largest 
healthcare IT provider. 
 
Performance: The stock fell below the $47 level in the 
late September sell-off but has recovered somewhat 
since. 
 
Recent developments: Earlier this month, Telus 
announced it is acquiring ADT Security Services Canada 
for a price of approximately $700 million. ADT is one of 
Canada’s leading providers of security and automation 
solutions serving residential and business customers, 
with approximately 500,000 customers and about 1,000 
employees across the country. 
 
The acquisition, which is expected to close in the current 
quarter, will provide a huge boost to the company’s 
SmartHome Security and Secure Business, which was 
launched last year. It has about 100,000 customers at 
this point.  
 
“This acquisition builds on Telus’ strategy and 
commitment to leverage its world-leading wireless and 
PureFibre networks and complements our industry-
leading customer service, to continue to enhance 
connected home, business, security, IOT, cybersecurity, 
smart buildings, smart cities and health services for its 
customers in Canada,” the company said in a press 
release. 
 
Dividend: The shares pay a quarterly dividend of $0.563 
($2.252 per year) to yield 4.73% at the current price.  
 
Conclusion: This is a significant move for Telus and 
allows the company to expand aggressively into a 
rapidly growing field. 
 
Action now: Buy. 

Tourmaline Oil Corp.  
(TSX: TOU; OTC: TRMLF) 
Originally recommended by Michael Corcoran on Aug. 
10/15 (#21529) at C$31.32, US$23.60. Closed Friday at 
$11.36, US$8.70. 
 
Background: Tourmaline is a Canadian intermediate 
crude oil and natural gas exploration and production 
(E&P) company focused on long-term growth through an 
aggressive exploration, development, production, and 
acquisition program in the Western Canadian 
Sedimentary Basin. 
 
Performance: The stock hit a 52-week high of $22.62 
last April but had been in a downward spiral since, 
before jumping 15% on Oct. 11. 
 
Recent developments: Sometimes it takes a dramatic 
shake-up to improve a company’s investment profile. 
That’s what happened with Tourmaline last week, when 
the company unveiled a significant realignment of its 
assets.  
 
Tourmaline announced that a new private royalty and 
infrastructure energy company, to be called Topaz 
Energy Corp., is being created. Tourmaline will sell 
Topaz a royalty interest on Tourmaline lands, a non-
operated interest in two of Tourmaline’s existing 19 
natural gas processing plants, and a contracted interest 
in a portion of Tourmaline’s current third-party revenue. 
In return, Tourmaline will receive $775 million in cash 
and share considerations.   
 
Topaz is designed to be a low-risk, high-distribution, 
hybrid royalty and infrastructure energy company. It will 
be capitalized initially with a third-party equity private 
placement of $150 to $200 million, with Tourmaline 
retaining a 75% to 81% equity ownership interest.  
 
Tourmaline intends to reduce a portion of its ownership 
as Topaz grows and, according to current plans, goes 
public in 2020. The initial acquisition from Tourmaline is 
expected to generate approximately $90 million in 
revenue in 2020, of which it is anticipated approximately 
75% will be paid out in quarterly dividends ($0.80 per 
share annually, 8% yield). Topaz will begin operations 
with zero debt. 
 
Continued on page 8… 
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Gordon Pape’s updates – continued from page 7… 

 
The deal will monetize a portion of the currently-
unrealized intrinsic value in Tourmaline's significant 
infrastructure complex and Tourmaline's profitable E&P 
business. It is expected to increase Tourmaline's forecast 
2020 cash flow by about 5% and have no impact on 
current E&P plans.  
 
Once Topaz goes public, the high yield is expected to 
attract a lot of investor interest. 
 
Conclusion: The deal unlocks a significant portion of the 
company’s value and will benefit shareholders. 
Tourmaline will receive between $135 million and $185 

million in gross cash proceeds. The money will be used 
for potential consolidation activities within the existing 
three operated core complexes, for debt reduction, and 
for share buybacks under the company’s existing normal 
course issuer bid. 
 
In a note to clients, RBC analyst Michael Harvey and 
associate Bradley Ross called the move “smart and 
accretive”. They maintained their “outperform” rating on 
the stock, with a target price of $24. 
 
Action now: Like most oil and gas companies, 
Tourmaline’s stock price has taken a beating. But this 
creative deal should benefit shareholders, so maintain 
existing positions. Hold. 

 

YOUR QUESTIONS 
 

 
 
Searching for broker 
Q – I have been using financial advisors for years but 
would now prefer to manage my own funds. Many 
years ago, I managed my own portfolio with TD 
Waterhouse but now am wondering if there are similar 
companies that I might research. I have quite a 
substantial amount to invest therefore would like a 
reliable company. As well, I’m not sure if I have to 
liquefy all my assets or would be able to transfer 
portfolio in kind to my choice of company. – Barb E.   
 
A – You’re obviously looking for a discount broker and 
there are many from which to choose. I suggest you 

look for a company that offers the lowest rates and a 
quality reporting system.  
 
A recent survey published by MoneySense chose 
Questrade as their top on-line broker in 2019 
(www.moneysense.ca/save/investing/best-online-
brokers-in-canada/). Questrade was also selected by 
StockBrokers.com (www.stockbrokers.com/guides/best-
brokers-canada). 
 
You do not have to sell your current assets; the portfolio 
can be transferred in its current form. There will probably 
be a transfer fee involved, however. – G.P. 

 

FALL SEMINARS – LAST CALL 
 

 
 
Contributing editor Ryan Irvine’s Fall seminars wind 
up this week, but there is still some space available 
for his final presentations, titled The New Way to Build 
Your Portfolio, focusing on such leading edge 
businesses as blockchain technology, artificial 
intelligence, the Internet of Things, cannabis stocks, 
software-as-a-service (SaaS) stocks, and more.  
 
You’ll learn how to pick winners while simplifying your 
portfolio and reduce costs from the team that has a 
track record of finding bargain stocks that have soared 
in value, some by well over 1,000%. 
 
Dates and venues follow. 

Oct. 22 - Vancouver BC - UBC Robson Square 
campus (800 Robson Street) 
 
Oct. 23 - Calgary AB - Radisson Hotel and Conference 
Centre (6620 36th St. NE) 
 
Oct. 24 - Edmonton AB - Varscona Hotel on Whyte 
(8208 - 106 Street) 
 

Early Bird Tickets are $29.95 and include general 
admission and two bonus reports with a total value of 
$679. VIP Tickets are $79.95 and include admission 
and four bonus reports with a retail value of $1,358. 
Reserve by going to: https://keystocks.com/diy-stock-
investment-seminar-fall2019/ 
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