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Market environment
October and November were interesting times for the global financial 
markets. The bears were out in full force at the beginning of October, 
taking the S&P/TSX Composite Index to levels we haven’t seen since 
October 2009. As the debt crisis in Europe continued to rage, there 
were concerns about the toll a European recession would have on  
the balance sheets of the already highly indebted European nations. 
Market participants were sent to the sidelines and towards the relative 
safety of US treasuries and cash. Serious cracks in confidence in the 
European banking system continued when, in early October, Moody’s 
placed Franco-Belgian bank Dexia on review for a downgrade because 
of mounting liquidity concerns. The news underscored market 
concerns that European banks with exposure to high-risk sovereign 
debt would eventually be crippled by such exposure. Market fears 
were compounded when Moody’s also placed Belgium’s Aa-1 rating 
on review for a downgrade, given that the likely rescue of Dexia  
could weigh heavily on the nation’s balance sheet. The ratings agency 
then turned its attention to Italy, downgrading that country’s credit 

rating from Aa2 to A2. Once the news of downgrades and possible 
bankruptcies was absorbed by the markets, the focus shifted to the 
G-20 summit in Brussels and hopes that a resolution to the debt  
crisis would be found. This optimism and better than expected Q3 
GDP numbers coming out of the US sent the bears in hiding for a few 
weeks, until the increase in Italian credit spreads reminded the 
markets that there’d be no quick fix to Europe’s woes. 

During the two-month period, evidence continued to mount that 
Europe’s problems were starting to impact the BRIC countries. In an 
effort to spur economic activity, Brazil cut its benchmark interest  
rates 50 basis points to 11.50%. This came as economists’ estimates 
suggested that the country’s economic growth rate will slow 
significantly this year from 7.5% last year. The rate cut was the 
second in as many months and came in the face of accelerating 
inflationary pressures. In China, Q3 GDP figures showed a slowdown 
in growth to 9.1% year over year. This was down from 9.5% the 
previous quarter. On the positive side, inflation nudged down, giving 
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reasons to own the fund
1. Regular monthly income
2. Lower beta commodity exposure
3. Focus on sustainability

summary of holdings
security weighting

stocks 79.0%

dividend paying 58.4%

non-dividend paying 20.6%

bonds 1.6%

cash & equivalents 19.4%

total assets $210,842,177

Source: Sentry Investments

summary of holdings
sub-sector weighting

intermediate oil & gas 23.9%

small oil & gas producers 20.7%

utilities & infrastructure 18.1%

international oil & gas 9.1%

pipelines 4.3%

large oil & gas producers 2.9%

bonds 1.6%

cash & cash equivalents 19.4%

Source: Sentry Investments

relative returns
year-to-date 3-month 6-month 1-year 2-year

sentry energy growth and income fund 2.9% 2.9% -5.7% 8.2% 18.0%

s&p/tsx capped energy index -13.6% -3.2% -17.4% -6.1% 0.4%

peters & co. junior producers index -29.0% -9.1% -25.0% -23.7% 15.1%

wti crude oil (us$/bbl) 9.8% 13.0% -2.3% 19.3% 14.0%

nymex natural gas (us$/mmbtu) -19.4% -12.4% -23.9% -15.1% -14.4%

aeco natural gas (c$/gj) -19.0% -15.4% -22.7% -16.5% -16.9%

canadian dollar (us$/c$) -3.5% -3.9% -4.8% 0.9% 1.3%

Source: Bloomberg LP, Peters & Co., Sentry Investments 

forward curve
jan-12 feb-12 mar-12 aug-12 2011 avg. 2012 avg.

west texas intermediate crude oil (us$/bbl) $100.36 $100.46 $100.55 $99.49 $95.71 $99.69

nymex natural gas (us$/mmbtu) $3.55 $3.58 $3.58 $3.78 $4.03 $3.75

aeco natural gas (c$/gj) $3.16 $3.17 $3.17 $3.21 $3.45 $3.26

Source: Bloomberg LP, TMX Group
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the Chinese some breathing room for additional stimulus, and the 
markets some hope that China could help to overcome some of the 
issues in Europe.

In the backdrop of broader macro issues, crude oil hit one-year  
lows of $74.95 in early October and rallied off these levels to the 
$100 mark towards the end of November. This was the first move to 
these levels since July of this year.

Energy commodities market
On the crude oil front, pipelines were front and centre during the 
period. The bottleneck of crude at Cushing, Oklahoma, the pricing 
point for West Texas Intermediate (WTI) crude, has kept the price  
of WTI artificially low relative to global prices like Brent since the 
beginning of the year (see chart below). A critical part of the solution 
to help alleviate the bottleneck at Cushing is TransCanada’s Keystone 
XL Pipeline project. The XL Pipeline is designed to take 500,000 
barrels per day of crude from Hardisty, Alberta to Port Arthur, Texas, 
through Cushing. The project would give growing Canadian heavy oil 
production access to pricing points beyond Cushing, and in particular, 
Gulf Coast refineries, slowing down the growth of supply to Cushing. 
On November 10th, the US State Department decided that it would 
study alternate routes for the pipeline to avoid the politically and 
environmentally sensitive Ogallala aquifer in Nebraska. This effectively 
meant delaying the final approval for the pipeline until 2013, and 
after the US Presidential elections. 

US$ WTI Crude versus Brent Crude Premium / (Discount)

Source: Sentry Investments, Bloomberg LP, as at December 8, 2011

In a surprise move, Enbridge announced on November 16th that it 
had acquired ConocoPhillips’ interest in the Seaway pipeline system 
that carries crude from the Gulf Coast to Cushing. Enbridge also 
announced that they had reached an agreement with Enterprise 
Products Partners, the owners of the balance of the Seaway pipeline, 
to reverse the direction of crude flows from Cushing to the Gulf Coast. 
Although this proposal doesn’t entirely solve the problem of pipeline 
access issues for Canadian crude post 2015 (see chart), it does  
help to alleviate the bottleneck at Cushing. The news was enough  
to narrow the gap between WTI and Brent by $3.59 per barrel on the 
day it was announced.

Pipeline capacity versus heavy western Canadian crude  
production growth

Source: Canadian Association of Petroleum Producers, Scotia Capital, as at June 2011

We continue to see little downside for natural gas prices; however, 
upside momentum has been fleeting at best. Although we saw 
encouraging signs on storage levels through the summer months, 
they quickly went from below the 5-year average to above 5-year 
highs because of a warmer than normal fall, coupled with record 
production levels (see chart below). We expect the record inventory 
and production levels to provide little more that ‘light’ pricing relief  
for producers this winter. On the positive side, the weakness in  
North American natural gas pricing relative to European and Asian 
pricing has kept shippers of liquefied natural gas (LNG) away from 
North American shores.

Natural gas inventories

Source: Canaccord Genuity, US Department of Energy, as at December 9, 2011

Portfolio update
Our concerns over the situation in Europe and the weakness in global 
growth have kept us defensive for the last few months. We’ve taken 
advantage of market rallies in this environment to increase our cash 
positions and continue to high-grade the portfolio to more defensive 
names. At the end of November, our cash position was greater  



3SENTRY INVESTMENTS 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. The indicated rates of 
return are the historical annual compound total returns net of fees (except for figures of one year or less, which are simple total returns) including changes in unit value and reinvestment of all 
distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable by any securityholder that would have reduced returns. Mutual funds are 
not guaranteed, their values change frequently and past performance may not be repeated.

Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are predictive in nature, depend upon or refer to future events or conditions, 
or that include words such as “may,” “will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar expressions. Statements that look forward in 
time or include anything other than historical information are subject to risks and uncertainties, and actual results, actions or events could differ materially from those set forth in the FLS. FLS 
are not guarantees of future performance and are by their nature based on numerous assumptions. Although the FLS contained herein are based upon what Sentry Investments and the portfolio 
manager believe to be reasonable assumptions, neither Sentry Investments nor the portfolio manager can assure that actual results will be consistent with these FLS. The reader is cautioned 
to consider the FLS carefully and not to place undue reliance on FLS. Unless required by applicable law, it is not undertaken, and specifically disclaimed that there is any intention or obligation 
to update or revise FLS, whether as a result of new information, future events or otherwise.

than 19%. The high cash levels were further enhanced by our 22% 
allocation to the pipelines and utilities and infrastructure subsectors 
at month end. These subsectors are characterized by relatively stable 
business models and lower correlations to crude and natural gas 
prices. During the period, we continued to broaden our lead over  
the S&P/TSX Capped Energy Index with the Fund at a 2.9% year-to-
date return versus a -13.6% year-to-date return for the index. In 
November, we eliminated our position in Transglobe Energy Corp. 
Although we like the assets of the company, we believe that in  
this market environment, it’s prudent to minimize our exposure to 
politically volatile environments like Egypt and Yemen.

Portfolio outlook
Until there are clear signs that the Europeans can resolve their 
growing debt problems, we expect market volatility to continue. In  
this environment, we have been selling into rallies and buying the 
dips. Given the risks to global growth with a European recession, we 
remain steadfast in investing in companies with strong balance 
sheets that can withstand temporary weaknesses in the prices of 
crude and natural gas. Due to continued weakness in the price of 
natural gas, we look for companies that can offset weak gas prices 
with low-cost, liquid-rich plays. Our investment process and 
methodology has been very important in this environment, and has 
helped to drive us towards companies that focus on high ‘return on 
capital’ projects versus ‘growth at any cost’ companies. We believe 
that companies that focus on return on capital will win in this 
environment and in the long term.


