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 1 Equity Review 

Company: Kinder Morgan NYSE: KMI 

Ownership: Common stock publicly traded via ticker KMI on the NYSE. They have a Market Cap of ~$28 Billion. 
They have no notable holders of their common stock.  

Ratings: Baa2/BBB 

 

Portfolio Holdings: 

 

 

Index Weighting: 

 KMI makes up ~9bps of the S&P 500. 

 

Recommendation: 

After thorough qualitative and quantitative analysis, the Energy Sector has come to a BUY recommendation, with a 
price target of $16.35, yielding a ~33% upside compared to KMI current share price coupled with an 8.55% forward 
dividend. Through industry leading scale and quality fee contracting, they have been able to rise to be one of the 
largest energy infrastructure company in the country; responsible for 41% of US natural gas. In these turbulent 
times, having a company that is largely contracted out for the near future (6.6 years on average) gives us stability in 
cashflow creating a more reliable investment in a market of unknowns. With a long list of storied clients, they do not 
have one in the mix that is 10% of sales or higher giving good hedging in the case that a client could be lost, that 
revenue will remain similar. Additionally, their significant dividends will provide the BIG portfolio additional cash 
flow. Finally, with large investment in growth opportunities KMI is poised to expand in a time of decay in the sector 
as a whole. 

Valuation: 

 We have a price target of $16.35 per share. 
 We came to our price target by weighting our DCF price at 70% and our comps at 30%. We chose this 

weighting because DCFs are generally more reliable than comps with midstream companies.  

Comparable Company Analysis: 

 

 

 

 

 

 

Symbol  Last Price  Quantity  Price Paid Market Value Percent Gain Weight Index Weight Bloomberg Sector
XLU $60.76 500 $58.45 $30,380.00 3.95% 3.45% 0.0% XLU US Equity Utilities
XOP $42.19 525 $51.19 $22,149.75 -17.58% 2.52% 0.0% XOP US Equity Energy
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Comps Valuation: 

 

Company Description:  

Kinder Morgan is one of the largest energy infrastructure firms in the S&P 500. They are the leader in midstream 
services for natural gas. As a pipeline transportation and energy storage company, the firm operates ~83,000 miles 
of pipeline transporting natural gas, gasoline, crude oil, and other chemicals.  The company stores these 
commodities in a system of over 145 terminals where they handle a wide variety of chemicals and commodities. 
Natural Gas pipelines make up over 60% of revenue across 71,000 miles of their pipelines. With this scale, they 
provide 41% of America’s Natural Gas. 

Management: 

 Steven J. Kean, CEO and Chairman of the Board – Joined KMI in 2002 and was promoted to Chief 
Executive Officer and appointed to the Board of Trustees in 2018 

 Kimberly Allen Dang, President and Chairwoman – Appointed to the Board in 2017 and took on the 
role of President in 2018 

 David P. Michaels, CFO – Joined KMI in 2013 as VP of Finance, was promoted to Chief Financial 
Officer in 2018 

 Richard D. Kinder, Founder, Executive Chairman – Founded KMI in 1997, stepped down as Chief 
Executive Officer in 2018 

Industry Overview: 

 Oil has remained around $40 with Covid-19 still weighing on demand as a return to pre-Covid-19 demand 
looks lofty for the near future. 

 Natural Gas has been volatile as of late trading at ~$2.50, but it appears likely that there will be higher 
demand than initially expected.    

 Natural Gas prices set the stage for a pricy Q4 if winter weather is harsh. 
o Baseline estimates are at $3.25 from $3.05 (MS). 
o Natural Gas prices could go up to $5 prices if the weather follows a 10-year trend to have a colder 

winter according to Morgan Stanley estimates. 
 Natural Gas pipelines look to have steady usage moving forward post-election with no direct calls to policy 

limiting their usage. 
 Midstream companies, such as KMI, depend on production and demand to move commodities rather than 

price.  
 Emerging countries, such as India and China, have had strong demand for natural gas, specifically LNG. 

Both of these countries have increased demand and imports of natural gas by over 5% in recent years.     
 Highly levered companies are struggling to stay afloat with hard hit earnings in the energy sector. 
 Well-capitalized investment grade companies will likely be able to gain market share as smaller players go 

bankrupt or merge with larger ones. 

Longer Term Industry Trends: 

 Renewable energy will continue to be a threat to the oil and gas players in energy space, but the transition 
to natural gas is still alive and well. Natural gas is a bridge to cleaner energy sources and it is highly likely 
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that demand and usage of natural gas will increase until at least 2030. Oil, on the other hand may have 
reached peak demand in 2019.  

 Natural Gas will continue to be a strong player in energy as a bridge fuel while technology for renewables 
lags behind the ability to meet energy demand. 

 According to the IEA, regardless of clean energy policies, natural gas is projected to grow until at least 
2030. 

 Oil is projected to return over the $45 level on average for 2021. 

Liquidity: 

 They have strong liquidity on hand compared to the industry. 
 $526mm of cash on the balance sheet as of Q2. 
 $3.884bn available on a revolving credit facility. 
 Total liquidity is calculated to ~$4.41bn 
 They can easily access debt capital markets as they issued two bonds in late July. They issued 2050 bonds 

at a coupon of 3.25% and 2031 bonds at 2.00%.  
 The new interest rates are extremely low and give us confidence that they will be able to refinance and pay 

down their upcoming debt maturities at lower rates reducing interest expense. 

Equity Strengths: 

 Relatively independent of commodity price fluctuation as a result of their production based fee structure. 
 Responsible for moving 41% of all United States natural gas that is used domestically or exported. 
 Average existing contract life for Natural Gas segment is 6.6 years with 92% of those contracts being take-

or-pay or fee-based. 
 Diverse customer base, with no customer accounting for more than 10% of revenue. 
 FCF has increased by 13.84% since 2018 to $2.509B allowing KMI to focus on growth projects within 

their Natural Gas segment. 
 Trading near 52-week low, the pandemic had a negative impact on the equity price, but the company itself 

was not hurt as bad leading us to believe it is undervalued. 
 They are the largest natural gas midstream company taking up 22.4% of the market share, with the next 

largest competitor taking up ~8% of the market share. 
 Increased demand for natural gas over the next 10 years will increase production and therefore benefit 

KMI. 
 With an increasing dividend yield of 8.55%, KMI provides steady cash flows to the portfolio. 
 Leverage has significantly decreased over the past 5 years, with management paying down net debt by 

~$10B over that span of time. 
 Management is prioritizing distributing cash to shareholders through dividends and paying down debt. 
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Equity Weaknesses:  

 With consolidated debt of ~$33bn KMI is vulnerable to an increase in interest rates, the ability to raise 
capital, pay dividends, and have a positive cash flow. 

o Note: Fed does not expect to raise rates until Q4 2023 at the earliest 
 25% of contracts are minimum volume, which presents a serious risk for cash flow if those contracts are 

not renewed. 
 Current growth projects are focused on smaller, low risk and less costly infrastructure, which may lead to a 

decrease in cash flows and a lower dividend in the future. 
 The increase in global demand for clean energy may cause problems with building new pipelines. The 

election results will be important to their ability to build and acquire pipelines as needed.  
 The potentially limited ability to construct new assets including pipelines and terminals with an expected 

increase in regulations. 
 They are in a maturing industry and are not expected to have significant top line growth going forward.  

Competitors: 

 TC Energy Corp - A Canadian Natural gas company who operates pipelines across Canada the US, and 
Mexico 

 Williams Companies Inc – A US firm that works in Extraction, production, transport, and processing of 
natural gas and petroleum products 

 Pembina Pipeline Corp – A Canadian firm operating in oil transmission and storage systems 
 Oneok Inc- A US midstream company operating majorly in the transport of natural gas and natural gas 

liquids 
 Enbridge Inc- A Canadian midstream company that works in liquid and gas transmission through pipelines 

and storage in terminals 

 

 

Customers: 

 No single customer accounted for more than 10% of KMI’s revenue 
 ~74% of customer base has investment grade credit or substantial credit support 
 Only ~25% of their revenue comes from pure E&P companies, which are the companies that are defaulting 

at the greatest rate.  
 Notable customers include; Cheniere Energy, Energy Transfer, Pembina Pipeline, ExxonMobil, Dominion 

Energy Midstream Partners 

Competitive Advantages: 

 Transport 41% of all natural gas in the United States 
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 Own the rights to over 83,000 miles of pipelines in North America with 147 terminals 
o Pipelines connect to nearly every major supplier in the U.S.  

 Liquid cash available to KMI exceeds $4.2B with their free cash and credit revolving facility 
 Over 90% of cash inflow is from fixed income 

o Take-or-pay contracts 
o Fee-based contracts 

 Spending over $2.1B on growth projects for the natural gas segment 
 With an EBITDA Margin of 50%, KMI is above the industry median of 42% 

 

Growth Opportunities: 

 Permian Highway Pipeline Project - Outlet for increased natural gas transportation from the Permian Basin 
in West Texas to growing markets in Mexico and the Gulf Coast  

 261 Upgrade Projects - Upgrading existing pipelines to improves efficiency and reduce emissions 
 Elba Island LNG - Transforming the Elba Island LNG terminal from import only to import and export site 

with a capacity for 2.5 million metric tons in exports per year 

DCF: 

 Utilized a DCF to evaluate their intrinsic value. 
 Weighted a bear case of $6.30 at a 10% probability, a base case of $17.19 at an 80% probability, and a bull 

case of $30.23 at 10% probability. We believe it is unlikely that either of our bull/bear cases will manifest. 
These weightings gave us an intrinsic price target of $17.40 per share 

 

Terminal Multiple
$17.2 8.04x 9.04x 10.04x 11.04x 12.04x

22.0% 6.30$             7.88$            9.46$                     11.04$          12.63$             
28.0% 9.62$             11.47$          13.32$                   15.18$          17.03$             
34.0% 12.94$           15.06$          17.19$                   19.31$          21.43$             
40.0% 16.26$           18.66$          21.05$                   23.44$          25.83$             
46.0% 19.59$           22.25$          24.91$                   27.57$          30.23$             G
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Discounted Cash Flow (DCF) Analysis:  KMI

($ in millions)

Discounted Cash Flow Fiscal Year Ending Approximately December 31, DCF Assumptions
2020 2021 2022 2023 2024 Tax Rate 21.0%

Terminal multiple 10.0x
EBIT $3,507.0 $3,647.3 $3,720.2 $3,757.4 $3,757.4 WACC 5.1%
Less: Taxes 520.5 556.5 575.2 584.7 584.7

Unlevered earnings 2,986.5 3,090.8 3,145.0 3,172.7 3,172.7

Plus: Depreciation and Amortization 2,102.4 2,186.5 2,230.2 2,252.5 2,252.5 Terminal Value Calculation
Less: Capital Expenditures 2,114.1 2,198.7 2,242.6 2,265.1 2,265.1 2024 EBITDA $6,009.9
Less: Change in Net Working Capital (183.8) 9.8 5.1 2.6 0.0 Terminal Multiple 10.0x

Unlevered Free Cash Flow 3,158.5 3,068.8 3,127.5 3,157.6 3,160.2 Terminal Value 73,342.2

Discount Period 0.50 1.50 2.50 3.50 4.50 Discount Period 4.50
Discount Factor 1.03 1.08 1.13 1.19 1.25 Discount Factor 1.25

Present Value of Unlevered Free Cash Flow 3,080.9 2,848.1 2,761.8 2,653.0 2,526.4 PV of Terminal Value 58,632.9
Terminal Value % of TEV 80.87%

Total Enterprise Value (TEV) $72,503.2

Less: Total Debt 32,982.0
Less: Preferred Stock 0.0
Less: Minority Interest 1,139.0
Plus: Cash 526.0

Market Value of Equity 38,908.2

Fully Diluted Shares 2,264.0
Equity Value Per Share $17.19


