
Figure	  2	  – Potential	   Oil	  Industry	  Job	  Losses	   in	  2015
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Declining oil prices have had a dramatic 
economic impact in Canada, in particular 
Alberta, Saskatchewan and northeast 

BC. As the oil prices started to decline, oil and 
gas companies began cutting back in capital 
expenditures; delaying or eliminating major 
capital projects; and slowing down or stopping 
drilling activities altogether.  

This decline in activities has had a direct impact on all the 
oil and gas service companies including environmental and 
engineering consulting companies. The majority of oil and gas 
companies have requested their service providers “to share 
the pain” meaning, either a substantial discount in their service 
delivery or, in the case of consulting services, major cutbacks in 
billing rates.  
The initial reaction to the declining oil prices was that this is 
another temporary correction in the market and the prices will 
climb shortly. However, months into the price correction, there 
is no end in sight. The consensus is that the current down cycle 
may last one to two years or longer, but these predictions are far 
from being accurate.  
The consult ing sector serving the oil and gas industry 
began reducing their workforce in late 2014 as the oil prices 
remained low and the industry continued reducing its demand 
for environmental consulting and engineering services. The 
professional services sector enjoyed a very healthy employment 
growth from early 2003 to 2013 (Figure 1) with a slower 
employment growth since 2010. However, the recent drop in oil 
prices has resulted in thousands of job losses in the sector.  

Alberta isn’t the only province that has suffered as a result of 
the low oil prices; Saskatchewan and British Columbia oil and 
gas service providers are also facing major challenges leading 
to more job losses if the low oil prices persist (Figure 2). The 
job losses are also being felt in provinces that are not known 
as oil producing provinces. There have been job losses in 
the environmental and engineering sector in Ontario, Quebec 
and the Maritimes due to the domino effect of oil prices on 
manufacturing, fabrication and the slowdown in the expansion of 
facilities that were supporting the oil and gas sector.

Unfortunately, this is not the first downward cycle of plummeting 
oil prices in the oil and gas industry.  In the previous downturn, 
the people were the first to go; however, indications were that 
this same trend would not occur if the industry faced another 
downturn because a) it’s not easy to hire competent people and, 
b) those people may not be available when the oil prices go 
back up. Yet, it is obvious that the same trend is occurring and 
that people are being laid off every day. 
The industry relied on growth forecast and high oil prices 
and hired people and contractors to support that growth.  It 
is evident that the oil price forecast was wrong, resulting in a 
major correction in the market and negatively impacting the 
employment outlook for the sectors that support the industry.
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Figure	  1:	  Environmental	  Sector	  -‐ Number	  of	  Employees
source:	  ECO	  Canada



The economic wellbeing of the Consulting 
Engineering Sector as a whole in North 
America is heavily influenced by the 

price of oil (see Figure 1).  Knowing this, it 
seems it would be prudent to look at the forecasted price of oil 
and integrate this information into our strategic one-, three-, 
and five-year plans.  Should our strategic plan include opening 
new offices to meet anticipated demand or perhaps a long-term 
reduction in staff?  Unfortunately, the crystal ball that allows us to 
see into the future of oil prices is extremely short-sighted.

In late 2006, I was in Calgary discussing where the price of 
oil was heading.  On any given day in that city, there would be 
hundreds of similar conversations over coffee in the +15 network.   
Oil prices had fallen over the past six months and the outlook 
was uncertain.  Very knowledgeable people I was talking with 
felt this was the end of the 10-year bull market for oil prices.   
They predicted the price would be a continued drop to $60/barrel 
and a very long and slow recovery.  

It would be a few more years or more until we saw $80/barrel 
again.    Just 18 months later oil exceeded $145/barrel.
Given that the price of oil has a tremendous impact on the 
economy, great effort is made into predicting its price.  For 
example, the US Department of Energy (DOE) releases an Annual 
Energy Outlook report.  This report is a detailed summary of 
energy supply, demand and prices globally.  The US DOE uses 
extensive information, along with other economic data, to produce 
short-term and long-term forecasts of energy prices.  How are the 
DOE’s forecasts? No better, and sometimes much worse, than 
Calgary’s +15 armchair analysts.  
Figure 2 shows the actual and predicted oil prices from two US 
DOE Annual Energy Outlook Reports: 2010 and 2015.  As you 
will notice, the 2010 forecast would be a terrible guide for the 
development of any five-year plan.  You would have greatly 
underestimated market demand in 2012 and greatly overestimated 
market demand in 2015.

TheStrategicAdvisor cont.

During a boom cycle, the industry rushes to hire people to 
meet the growing demand. Many professionals, who work for 
the consulting sectors are lured to join the industry for higher 
salaries, much better incentive compensation, benefits and a 
false sense of security.  The consulting sector faces challenges to 
retain its most valuable resource, the employees, during a boom 
cycle because they cannot match the incentives provided by the 
industry they serve. Due to the high demand for professional 
services, the consulting industry finds itself competing with its 
own clients to retain staff by offering higher salaries and better 
incentives to keep pace with the industry. Unfortunately, inflated 
salaries and compensation become even more problematic for 
the consulting industry during the down cycle when the industry 
exerts pressure to downwardly adjust consultants’ billing rates 
which results in further erosion in consulting companies’ profits 
and operational stability.

The question remains, have we learned enough from the past 
downward cycle of plummeting oil prices to prepare ourselves 
and avoid knee jerk reactions leading to massive layoffs of 
valuable assets (people)? Based on what is currently happening 
in the sector, unfortunately the answer is NO, the boom and bust 
continue and the people who drive the economy continue to get 
adversely affected by short-term thinking and planning.

Faramarz Bogzaran, EP
Managing Partner

Effect  of  Low Oi l  Pr ices on the Sector (continued)...
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Figure 2: US DOE Oil Price Predictions (2010 and 2015)
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For example, a numerical model was developed to predict the position 
of the New Horizons spacecraft that flew by Pluto in July 2015.  
All the important boundary conditions of this model were understood 
with a high degree of precision.  These details include the spacecraft’s 
mass, initial velocity, direction of travel, and gravitational influence of 
other major bodies in the solar system.   Nine years after launch and 
after traveling over 5 billion KM, the computer model used to simulate 
New Horizons’ position for closest approach to Pluto was off by just 
70 KM.  Given the distance travelled, that is an accuracy approaching 
99.999%.
For the models that are used to predict the price of oil, the boundary 
conditions are, at best, poorly understood.  Shale oil production, 
fracking (and potential fracking bans), oils sands, drilling technology, 
transportation technology, and geo-political influences all have a 
tremendous impact on the price of oil.  The future impact of these and 
other events – especially unforeseen events – cannot be modeled with 
any degree of precision whatsoever.
Does all this unpredictability mean that strategic plans for our industry, 
especially five-year plans, are useless?  Not at all.  Good strategic 
planning accounts for variability within an industry and provides 
several options forward to meet planned goals.  At a minimum, long-
term strategic plans need to be reviewed every six months and at 
times when key KPIs (such as oil prices) are changing quickly, these 
plans need to be reviewed quarterly.
How do we develop forecasts and strategic plans in this stormy 
energy economy?  Like modeling oil prices, there is no simple 
solution. For now, here are a couple of key points to remember:

• Ignore market predictions: As shown by the analysis above, 
nobody knows what the price of oil will be in July 2016. Don’t 
factor analyst predictions into your strategic planning process.

• Diversify:  Having worked in the industry for over 15 years I 
know this is much easier said than done, but is key to long-
term stable growth for a company.  Having a good mix of both 
private and public sector clients is a good start.  

• Communicate with Clients:  While always important, client 
communication can provide invaluable information when it 
comes to strategic planning – especially when the future is 
uncertain.  Back at the old shop, Faramarz as CEO would 
spend time, effort and resources meeting with the C-level 
executives of all our major clients.  These meetings provided 
tremendous insight into our clients’ plans and gave us time to 
react to changes (either good or bad) coming down the pipe – 
sometimes months ahead of our competitors who did not see 
the value in spending the effort to build these relationships.

In future articles, both Faramarz and I will discuss more elements 
of strategic planning and how to account for market instability when 
developing these plans.

Leroy Banack, M.Sc., EP
Senior Partner

TheStrategicAdvisor cont.

M&A News
Q2-2015

• The Private Equity Investment arm of Canadian fund, OMERS 
(Toronto, ON) and the Alberta Investment Management 
Corporation (Edmonton, AB) bought a majority interest in 
Environmental Resources Management (ERM) (London, UK).

• Jensen Hughes (Baltimore, MD) and Randal Brown & 
Associates Engineering (RBA) (Toronto, ON) have merged. 

• Nautilus Environmental (San Diego, CA) acquired HydroQual 
Laboratories (Calgary, AB) from Golder Associates. 

• WSP Global (Montreal, QC) acquired SPL Consultants Limited 
(Toronto, ON).

It would seem logical that more recent predictions of oil prices 
would be more accurate and more useful when we are developing 
shorter term strategies; even one- and two-year operating budgets.  
Unfortunately, this is not the case either.  Figure 3 represents the 
predicted oil prices from the 2013 DOE Energy Outlook Report.  The 
short-term predictions of the report are actually worse than the 2010 
report.  

Why can’t these future prices be modeled better?  Fortunately, there 
is a simple answer.   The major events impacting the energy prices 
are either unknown or if they are known, then the impact of these 
events on the price of oil is not measurable in a meaningful way.  If 
you think of the problem as a numerical modeler (for example, such 
as modeling the water flow under a dam) then you would say that 
the boundary conditions on your model are poorly understood.  If you 
understand the important boundary conditions of the environment you 
are attempting to model, you can develop a model that can predict the 
future with a high degree of both precision and accuracy. 

300-1055 West Hastings Street 
Vancouver, BC V6E 2E9  

  604.609.6175  
  604.684.6024 
  info@fmmltd.com
 www.fmmltd.com
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Figure 3: US DOE Oil Price Predictions (2010, 2012, and 2015) 
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