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Return on Investment

Current Share Price $40.71

Target Price $49.00

Dividend Yield 8.20%

Implied Return 29%

Conviction Rating 2

Market Profile

52-Week Range $33.06 - $57.32

Market Capitalization ($mm) $84,701

Net Debt ($mm) $66,895

Preferred Equity ($mm) $7,747

Noncontrolling interest ($mm) $3,231

Enterprise Value (US$mm) $162,574

Beta (5-Year Monthly) 0.93

Metrics 2020E 2021E 2022E

Revenue ($mm) $39,190 $40,365 $42,384

EBITDA ($mm) $13,372 $14,007 $14,881

Dividend per Share ($/share) $3.24 $3.34 $3.51

EV/EBITDA 12.2x 11.6x 10.9x
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Energy

TSX: ENB | NYSE: ENB
Market Outperform | Hold

Investment Thesis Summary

• The CPMT believes ENB has a resilient, low-risk business model

that retains cash flow stability through economic downturns

• The Fund is lowering our conviction rating from a 3 to a 2 to align

with our 4% AUM position and to reflect regulatory risks

• Management has demonstrated prudent capital allocation,

prioritizing balance sheet strength and a growing dividend

• Growing exposure to renewable energy through ENB’s

Renewable Power segment which comprises 5% of its asset mix

Business Description

Enbridge (TSX: ENB) is a North American energy infrastructure

company with core operations consisting of five segments: Liquids

Pipeline, Gas Transmission and Midstream, Gas Distribution and

Storage, Renewable Power Generation, and Energy Services. ENB

owns and operates the world’s longest and most complex crude oil

and liquids transportation system, transporting ~25% of the crude oil

produced in North America and ~65% of U.S.-bound Canadian

exports. The Company also transports ~20% of the natural gas

consumed in the U.S. through its natural gas network. Notably, ENB

has a diversified portfolio of renewable energy projects with a total

net generation capacity of 1,977 MW, making it one of the largest

renewable energy companies in Canada.

Original Investment Thesis

The CPMT entered a position in ENB in January 2016. The original

investment thesis was based on the Company’s strategically-located

assets that generated resilient cash flows, as well as management’s

strong track record of executing major projects and returning capital

to shareholders through dividends. Since the purchase, ENB

continued to fit our mandate due to its low-risk business model (98%

of EBITDA coming from stable revenue sources) and disciplined

approach to debt reduction.

Industry Overview and Competitive Landscape 

Within the energy infrastructure industry, ENB’s peer group consists

of pipeline and midstream companies based in Canada (TSX: ALA,

GEI, IPL, KEY, PPL, TRP) and in the U.S. (NASDAQ: PAA; NYSE:

KMI, TRGP). In 2020, rapid declines in fuel consumption brought

about by the COVID-19 pandemic caused large cuts to refinery run

and crude oil production, resulting in significant decreases in

transport volumes and asset utilization rates for midstream

operators. However, we expect these results to be temporary.

Meanwhile, fundamentals appear to be improving, with generally

lower leverage and smaller capital programs across the industry.

The clean energy transition remains a topical subject in the industry

and presents several challenges and opportunities for midstream

operators. Long-term oil demand destruction, refinery closures, and

refineries’ conversions to renewable fuels can negatively impact

infrastructure demand and midstream companies servicing those

refineries. Meanwhile, clean energy can provide meaningful growth

for midstream companies through hydrogen and renewable natural

gas opportunities. The inflexible nature of renewables increases the

demand for natural gas infrastructure and energy storage assets.

Enbridge

Holding Period Trading Performance (Indexed to $100)

Source: S&P Capital IQ

Figure 1: EBITDA Segmentation (FY2019)

Source: Company Filings 
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Figure 2: Renewables Net Generating Capacity (MW)
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Mandate Fit 

Quality Management: The CPMT favours management’s focus on

disciplined growth, which prioritizes low-capital intensity and

regulated utility investments, as well as its commitment to returning

capital to shareholders through consistent dividend increases.

Management also takes a low-risk approach to growing ENB’s

renewables portfolio, focusing on assets backed by long-term power

purchase agreements with 99% investment grade counterparties.

Competitive Advantage: ENB has one of the lowest risk profiles

among midstream companies and a portfolio of premier North

American midstream assets. ENB’s Mainline provides critical WCSB

egress, connecting Canadian heavy oil supply with both U.S. Gulf

Coast refineries, which require heavy oil supply, as well as captive

Midwest refineries. While Mainline volume declines remain a key

risk, the expected shift from the current Competitive Tolling

Settlement (CTS) toll structure to contracted volumes in 2021 will

reduce volume volatility. In its other business segments, ENB

possesses last-mile connectivity to demand centers for natural gas

transmission, as well as low-risk regulated gas distribution and

contracted power generation.

Additionally, ENB is one of North America’s leading renewable

operators and developers. Renewable energy has increased from

2% to 5% of ENB’s asset mix from 2010 to 2020 and is expected to

continue representing an increased portion of the Company’s

EBITDA mix going forward. ENB’s commitment to ESG is further

illustrated by its target of net zero emissions by 2050, and diversity

goal of having 28% of employees from Racial and Ethnic

demographic groups by 2025.

Strong Balance Sheet: ENB has demonstrated a strong

commitment to retaining financial strength, maintaining an

investment grade BBB+ credit rating. Debt-to-EBITDA was 4.7x at

the end of 2020, within ENB’s long-term target range of 4.5-5.0x.

Furthermore, the Company has $13B of available liquidity, up from

$9B at the start of 2020. This illustrates the resiliency of ENB’s

balance sheet, despite the declining commodity prices in the first half

of 2020.

Growing Free Cash Flow: With 98% COS, contracted, or CTS cash

flows, ENB has less than 2% of cash flow at risk to adverse market

pricing. Following its 2017 acquisition of Spectra, ENB has grown

adjusted EBITDA and distributable cash flow (DCF) per share at

three-year CAGRs of 13% and 11%, respectively.

ENB has transparent growth strategies moving forward. Firstly, the

Company aims to enhance returns from existing businesses through

optimization, cost reductions, and technological improvements that

do not require large capital spending (driving 1-2% DCF growth).

Secondly, ENB intends to execute on its secured capital program,

deploying $16B through 2023 into secured growth projects to drive

$2B of incremental EBITDA growth and 4-5% DCF/share growth.

Additionally, the Line 3 Replacement project is expected to enter

service in Q4 2021, which will further support FCF generation.

Valuation

The CPMT valued ENB by applying a 12.0x EV/EBITDA multiple to

2022E EBITDA of $14.9B, resulting in a target price of $49. With a

DCF payout ratio of 60-70% and 26 consecutive years of dividend

increases, ENB’s peer-leading dividend yield of 8.2% has remained

a consistently attractive feature of the holding. ENB has historically

traded at a premium to peers, which we believe is warranted given

ENB’s track record of execution and stable contracted cash flows.

Source: Company Filings

Figure 4: Net Debt to LTM EBITDA

Source: Company Filings, S&P Capital IQ
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Figure 3: ENB EBITDA (LHS) vs WTI (RHS)

Source: Company Filings, EIA, Street Research
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Figure 5: Distributable Cash Flow (DCF) per Share
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Revised Investment Thesis 

The CPMT continues to remain convicted on ENB as a leader in the

Canadian midstream space. The Fund’s original thesis for investing

in ENB has played out to date; since initiating a position in ENB in

2016, the Company has enhanced the resiliency and low-risk profile

of its business, demonstrating the ability to thrive and generate cash

flow through commodity price volatility and economic downturns.

Management has consistently demonstrated effective and disciplined

capital allocation, prioritizing balance sheet strength and sustainable

dividend growth, while investing in long-term growth initiatives and

remaining open to opportunistic capital deployment.

Lastly, ENB has shown flexibility in its business model, proactively

capitalizing on the industry shift towards renewable energy sources,

with renewables representing a growing proportion of ENB’s asset

mix. Strong ESG commitment has further solidified ENB’s position as

a sustainable investment in the long-term.

Moving forward, the Fund will continue to monitor the Line 3

Replacement project, Line 5, and the Mainline contracting

discussions, acknowledging the associated regulatory risks.
Source: Company Filings, Street Research
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Figure 6: Dividend per Share

Figure 7: ENB NTM EV/EBITDA vs Peers
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