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INTRODUCTION 
 

The ultimate aim of the TRAIN2INVEST program is to create a Portfolio with some of the following criteria: 

  

• Companies that have an established business model;   

• Companies that have a track record of consistent dividend payments;   

• Companies in growing sectors;   

• Companies that are leaders in their sectors; and   

• Companies that are critical to Canada’s economy. 

 

This module will seek to answer the Question:  

How do I select the companies that are safe to invest in? i.e. What companies should I invest in? 

 

The principal focus in this module is ascertain which companies you should include in your portfolio of 

companies to invest in. 

 

Note: TRAIN2INVEST INC. strongly DOES NOT recommend the following: 

 

 BLACK BOX SOLUTIONS: There are many ‘software’ companies that will sell you a ‘black box’ which 

will ‘select’ companies from a ‘universe’ of companies listed on both the TSX and the Venture 

stock exchanges. E.g. https://tradingreview.net/best-charting-software-tools/ 

 

 STOCK SCREENER OPTIONS: Alternatively, you may be offered some kind of ‘stock screener’ 

options where YOU input certain criteria. E.g. 

https://web.tmxmoney.com/screener.php?locale=EN   

 

 
 
 
 
 
 
 
 

https://tradingreview.net/best-charting-software-tools/
https://web.tmxmoney.com/screener.php?locale=EN
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SYNOPSIS 
 

This Module has two parts: 

❑ Data Gathering 

❑ Company Analysis 

 

 

 

 

 

DATA COLLECTION     COMPANY ANALYSIS 

 
 

 

BUSINESS MODEL AND COMPETITIVE ANALYSIS 

• Primary Business 

• Revenue Streams e.g. Domestic vs. Global 

• Peer Company Analysis 

• Ranking within the top 100: Revenues  & Profit 

• Debt / Credit Rating 

• Analysts Reports: Strengths & Weaknesses  

 

FINANCIALS (3 years and latest Quarter) 

• P&L Statement 

• Cash Flow Statement 

• Balance Sheet 

• Dividend History 

• Institutional Shareholders  

 
This analysis will not make you an expert in business valuation, but it will give you the basic skills 
that are necessary to determine whether a company is valuable or not.  When you look at a 
company there are basic questions that you must answer:    
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1. Do I understand how the company makes money?    

2. Does the company have attractive long-term prospects?    

3. Does the company:    

a. Generate consistent Revenues and Profitability?    

b. Has the company managed its Cash Flow?    

c. Does the company have sufficient Balance Sheet (B/S) strength?    

d. What is the company’s Dividend track record? 

A company’s value is derived largely from its ability to generate “future” profits. The growth of its earnings 

and cash flow are some of the variables that drive the company’s share price over the long term. Companies 

that are expected to grow their earnings and cash flow materially higher over the long term are the types of 

companies that should be in our portfolio.   

 

If the answers to these questions are positive and if the company is part of a growing sector, then it may be 

worthy of adding to your “A-List” of companies.    
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DATA COLLECTION 
 

 
 

We are not going to recreate the wheel. Rather we are going to use available information to help analyze the 

company using the above criteria. 

 

1-MARKET CAPITALIZATION 
 

Market capitalization refers to the total dollar market value of a company's outstanding shares. 

Commonly referred to as "market cap," it is calculated by multiplying a company's shares outstanding 

by the current market price of one share. The investment community uses this figure to determine a 

company's size, as opposed to using sales or total asset figures. Using market capitalization to show 

the size of a company is important because company size is a basic determinant of various 

characteristics in which investors are interested, including risk. It is also easy to calculate. A company 

with 20 million shares selling at $100 a share would have a market cap of $2 billion. 

 

WHERE TO GET THIS INFORMATION 

Google ‘Largest Canadian Companies by Market Capitalization’ 😊 
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NOTE: NOT ALL LARGE COMPANIES ARE WORTH INVESTING IN e.g. SEARS; NORTEL; etc. 

What’s the Solution? Answer: Credit Rating 

 



TRAIN2INVEST                    Modules 

 

 6                                                                                        Private & Confidential                                                             Copyright: Train2invest Inc   

 

2-CREDIT RATING 
 

Example: https://www.enbridge.com/investment-center/stock-and-dividend-information/credit-ratings 

 

 
 

NOTE:  

The Rating Agencies rate the PRODUCT, NOT THE COMPANY!!! Note above, the Senior Unsecured Debt is 

given a rating; the Preferred Shares is given a rating; the Commercial Paper is given a rating BUT NO 

RATING FOR THE COMPANY AS A WHOLE! 
 

Nevertheless, we can use their ratings as ONE of our criteria in analyzing the company. Usually, the 

rating of their debt are given in their annual reports (under Stock Information) as seen above in 

Enbridge’s case. 
 

What’s a ‘good’ rating? RY’s Pref Shares & ENB’s Preference shares are both rated BBB+ by S&P. 

 

 

https://www.enbridge.com/investment-center/stock-and-dividend-information/credit-ratings
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For Comparison Purposes, Canada Debt is rated as AAA 

 

 
 

However, the Credit Rating for the USA is: 
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3-ANALYST’S REPORT 
 
A research report is a document prepared by an analyst or strategist who is part of the investment research 

team in a stock brokerage or investment bank. A research report may focus on a specific stock or industry 

sector, a currency, commodity or fixed-income instrument, or on a geographic region or country. 

 

Analysts usually issue new reports ahead of and after company earnings announcements, but may also issue 

reports at other times, such as following an important news event or an industry conference spotlighting the 

company or its management. Example: https://libguides.stthomas.edu/c.php?g=88573&p=572726 

 

For a quick review of the analysts thinking about a company, we could look at the TMX website: 

 

 
 

 

https://libguides.stthomas.edu/c.php?g=88573&p=572726
http://www.tmxmoney.com/
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The above shows that currently 5 of the 9 analysts are recommending a STRONG BUY while a month ago only 

4 analysts were recommending a strong buy etc. 
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ANALYSTS COVERAGE VIA BROKER ACCOUNT (E.g. TD BANK SELF DIRECTED BROKERS ACCOUNT) 

 

However, detailed reports can be obtained by going through your self-directed discount broker: 

 

Example: TD Broker – Enbridge Inc Reports 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

• Strong Buy – recommended by 2 analysts 

• Buy – recommended by 13 analysts 

• Etc. 
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EXAMPLE (below) 
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4-ANNUAL REPORTS 
 

WHAT IS AN ANNUAL REPORT? 
 

It was not until legislation was enacted after the stock market crash of 1929 that the Annual Report became 

a regular component of corporate financial reporting. The intent of the required Annual Report is to provide 

public disclosure of a company's corporate activities over the past year. The Annual Report is typically issued 

to shareholders and other stakeholders who use it to evaluate the firm's financial performance.  

 

Typically, an Annual Report will contain the following sections: 

 

• General corporate information 

• Operating and financial highlights 

• Letter to the shareholders from the CEO 

• Narrative text, graphics, and photos 

• Management's discussion and analysis (MD&A) 

• Financial statements, including the balance sheet, income statement, and cash flow statement 

• Notes to the financial statements 

• Auditor's report 

• Summary of financial data 

• Accounting policies 

 

In the U.S., a more detailed version of the Annual Report is referred to as Form 10-K and is submitted to the 

U.S. Securities and Exchange Commissions (SEC). Companies may submit their Annual Report electronically 

through the SEC's EDGAR database. Reporting companies must send Annual Report to their shareholders 

when they hold annual meetings to elect directors. Under the proxy rules, reporting companies are required 

to post their proxy materials, including their Annual Report, on their company websites. 

 

The Annual Report contains information on a company's financial position that can be used to measure: 

 

• A company's ability to pay its debts as they come due 

• Whether a company made a profit or loss in its previous fiscal year 

• A company's growth over a number of years 

• How much earnings is retained by a company to grow its operations 

• The proportion of operational expenses to revenue generated 

 

The Annual Report also determines whether the information conforms to the generally accepted accounting 

principles (GAAP). This confirmation will be highlighted as an "unqualified opinion" in the auditor's report 

section. Fundamental analysts attempt to understand a company's future direction by analyzing the details 

provided in its Annual Report. 
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However, many companies usually the following information as well: 

 

 Investment overview – This section will give an introduction into what exactly the 
company does by giving descriptions and background information on the company’s 
products and services and the industry or industries that it competes in.    

 Financial information – Here you can download the company’s Annual Report, as well 
as its Quarterly Financial Reports. There will also be various charts and graphs 
describing the company’s financial performance.     

 Stock information – This section will provide information regarding the company 

dividend (if it pays any), as well as providing current and historical information on the 

company’s share price.    

 Investor presentations – A company’s CEO is forever attending various investment 
conferences giving presentations to the investment community (i.e. mutual funds 
managers, hedge funds, pension funds, and investment analysts) about the company, 
and its future prospects. The company will often put these on its website, so everyone 
can view them. These can be a valuable source of information about the company.     

 Contact information – All publicly traded companies have an investor relations 
department to handle any investor inquiries. Any questions that you may have 
regarding the company will be answered by calling the company’s investor relations 
department. You can also order the company’s Annual Report to have it mailed out to 
you or give your email address to have the company send you company information 
right to your email inbox.    

 Company News – Any press releases that the company issues will be available on the 

company’s website.    

Not every company will have its website set up exactly the same way, but all of the information 

mentioned above will be found within the Investor Relations section of the website.    
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COMPANY ANALYSIS 
We are not attempting to be accountants or getting a PhD in accounting. What we want to know: 

• Is a company making money (Revenues and Profits);  

• How it is managing its cash (Cash Flow Statements); and  

• Is it a strong company (Balance Sheet strength).   

 

 

 

1-PROFIT AND LOSS STATEMENT   
The Profit and Loss (P&L) statement is one of the primary financial statements used to assess a company’s 

performance and financial position. The P&L statement is also known as the income statement, statement of 

earnings, statement of operations, or statement of income.   

EXAMPLE:   

The P&L statement summarizes the revenues and expenses generated by the company over the entire 

reporting period.    

  

The basic equation on which a P&L statement is based is Revenues – Expenses = Profit.   

All companies need to generate revenue to stay in business. Revenues are used to pay expenses, interest 

payments on debt, and taxes owed to the government. After the costs of doing business are paid, the 

amount left over is called net income. Net income is theoretically available to shareholders, though instead 

of paying out dividends, the firm’s management often chooses to retain earnings for future investment in the 

business.   

P&L statements are all organized the same way, regardless of industry.    

The basic outline is shown in the following example:   
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WHY THE P&L STATEMENT MATTERS   

Anyone interested in active investing, picking stocks or investigating the financial health of a company must 

know how to read financial statements, including the P&L statement. The importance of the information 

contained in the P&L statement cannot be overemphasized.   

    

A firm’s ability or inability to generate earnings over the long term is the key driver of stock and bond prices. 

Operating profit (EBIT) is the source of debt repayment, and if a company cannot generate enough EBIT to 

pay its debt obligations, it will have to enter bankruptcy or sell itself.  

Net income is the source of compensation to shareholders (owners of the company), and if a company 

cannot generate enough profit to compensate owners for the risks they’ve taken, the value of the owners’ 

shares will plummet. Conversely, if a company is healthy and growing, higher stock and bond prices will 

reflect the increased availability of profits.   

Please note that earnings/net income/profits are not the same as cash or cash flow. It is possible for a firm to 
be profitable on the P&L statement, but not be generating cash flow, and vice versa. To see a company’s cash 
flow, you will need to examine its statement of cash flows. One of the most important concepts to understand 
is that net income is not a measure of how much cash a company earned during a given period. This is because 
the income statement includes a lot of non-cash expenses such as depreciation and amortization.   

 

http://www.investinganswers.com/node/1514
http://www.investinganswers.com/node/1514
http://www.investinganswers.com/node/1514
http://www.investinganswers.com/node/1514
http://www.investinganswers.com/node/1514
http://www.investinganswers.com/node/5890
http://www.investinganswers.com/node/5890
http://www.investinganswers.com/node/5890
http://www.investinganswers.com/node/5890
http://www.investinganswers.com/node/5890
http://www.investinganswers.com/node/5150
http://www.investinganswers.com/node/5150
http://www.investinganswers.com/node/5150
http://www.investinganswers.com/node/5150
http://www.investinganswers.com/node/5150
http://www.investinganswers.com/node/1287
http://www.investinganswers.com/node/1287
http://www.investinganswers.com/node/1287
http://www.investinganswers.com/node/1287
http://www.investinganswers.com/node/2796
http://www.investinganswers.com/node/2796
http://www.investinganswers.com/node/2796
http://www.investinganswers.com/node/2796
http://www.investinganswers.com/node/550
http://www.investinganswers.com/node/550
http://www.investinganswers.com/node/550
http://www.investinganswers.com/node/550
http://www.investinganswers.com/node/550
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/1588
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/5209
http://www.investinganswers.com/node/5209
http://www.investinganswers.com/node/5209
http://www.investinganswers.com/node/5209
http://www.investinganswers.com/node/5209
http://www.investinganswers.com/node/808
http://www.investinganswers.com/node/808
http://www.investinganswers.com/node/808
http://www.investinganswers.com/node/808
http://www.investinganswers.com/node/808
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/2011
http://www.investinganswers.com/node/5082
http://www.investinganswers.com/node/5082
http://www.investinganswers.com/node/5082
http://www.investinganswers.com/node/5082
http://www.investinganswers.com/node/5082
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/1175
http://www.investinganswers.com/node/1175
http://www.investinganswers.com/node/1175
http://www.investinganswers.com/node/1175
http://www.investinganswers.com/node/1175
http://www.investinganswers.com/node/1175
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2-CASH FLOW STATEMENT   
   
The statement of cash flows shows how a company spends its money (cash outflows) and where the money 

comes from (cash inflows).    
   

The cash flow statement includes all cash inflows a company receives from its ongoing operations and 

external investment sources, as well as all cash outflows that pay for business activities and investments 

during a given quarter.    
   

WHY THE CASH FLOW STATEMENT IS IMPORTANT   
There are two forms of accounting: cash and accrual.   
   

Accrual accounting is used by most public companies and is the accounting method where revenue is 

reported as income when it is earned rather than when the company receives payment. Expenses are 

reported when incurred even though no cash payments have been made.   
   

For example, if a company records a sale, the revenue is recognized on the income statement, but 
the company may not receive cash until a later date. From an accounting standpoint, the company 
would be earning a profit on the income statement and be paying income taxes on it. However, no 
cash would have been exchanged. Also, the transaction would likely be an outflow of cash initially, 
since it costs money for the company to buy inventory and manufacture the product to be sold. It is 
common for businesses to extend terms of thirty, sixty, or even ninety days for a customer to pay the 
invoice. The sale would be an ‘accounts receivable’ with no impact on cash until collected.   

   

Cash accounting is an accounting method in which payment receipts are recorded during the period they are 

received, and expenses are recorded in the period in which they are actually paid. In other words, revenues 

and expenses are recorded when cash is received and paid, respectively.   
   

A company's profit is shown as net income on the income statement. Net income is the bottom line for the 

company. However, because of accrual accounting, net income does nott necessarily mean that all 

receivables were collected from their customers.    
   

From an accounting standpoint, the company might be profitable, but if the receivables become past due or 

uncollected, the company could run into financial problems. Even profitable companies can fail to 

adequately manage their cash flow, which is why the cash flow statement is a critical tool for analysts and 

investors.   

 

Cash flow statements have three distinct sections, each of which relates to a particular component – 

operations, investing and financing – of a company's business activities. Below is a typical statement of cash 

flows format:   

 

CASH FLOW FROM OPERATIONS   
This section reports the amount of cash from the income statement that was originally reported on an 

accrual basis. A few of the items included in this section are accounts receivables, accounts payables, and 

income taxes payable.    
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If a client pays a receivable, it would be recorded as cash from operations. Changes in current assets or 

current liabilities (items due in one year or less) are recorded as cash flow from operations.    
   

CASH FLOW FROM INVESTING   
This section records the cash flow from sales and purchases of long-term investments like fixed assets that 

include property, plant, and equipment. Items included in this section are purchases of vehicles, furniture, 

buildings, or land.    
   

Typically, investing transactions generate cash outflows, such as capital expenditures for plant, property and 

equipment, business acquisitions and the purchase of investment securities. Inflows come from the sale of 

assets, businesses, and securities. Investors typically monitor capital expenditures used for the maintenance 

of, and additions to, a company's physical assets to support the company's operation and competitiveness. In 

short, investors can see how a company is investing in itself.    
   

CASH FLOW FROM FINANCING   
Debt and equity transactions are reported in this section. Any cash flows that include payment of dividends, 

the repurchase or sale of stocks, and bonds would be considered cash flow for financing activities. Cash 

received from taking out a loan, or cash used to pay down long-term debt would be recorded in this section.   
   

For investors who prefer dividend-paying companies, this section is important since it shows cash dividends 

paid since cash, not net income is used to pay dividends to shareholders.   

 

 

 
   

https://www.investopedia.com/terms/p/physicalasset.asp
https://www.investopedia.com/terms/p/physicalasset.asp
https://www.investopedia.com/terms/p/physicalasset.asp
https://www.investopedia.com/terms/p/physicalasset.asp
https://www.investopedia.com/terms/p/physicalasset.asp
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3-BALANCE SHEET   
The balance sheet is a financial report that lists a company's assets (what it owns), liabilities (what it owes to 

others), and equity.   

HOW THE BALANCE SHEET  WORKS (EXAMPLE)   
The first section of the balance sheet gives a detailed list of a company's assets, including long-term assets 

(such as real estate and machinery), current assets (anything that can easily be converted to cash in less than 

a year), and cash.   

The second section goes over the company's liabilities, or what it owes others. This is always an important 

section for investors to read because even the most stable of companies will face problems if it has an 

unusually high amount of debt on its books (especially if it has to pay it back sooner rather than later).   

The third section outlines stockholders' equity, and provides information on common and preferred stock, 

retained earnings, and capital surplus.   

WHY THE BALANCE SHEET  MATTERS  
A balance sheet can help both business owners and investors understand the financial health of a company. 

And because companies generally include the corresponding balance sheet figures from previous quarters, 

balance sheets can be a useful way for investors to track trends in the way a business pays off its debts, 

builds its assets, or improves its financial standing.   

ANATOMY OF A BALANCE SHEET   
Unlike the income statement which shows how a company performed over a stated period, a balance sheet 

shows a business’ financial health at a single point in time. This will take the form of an exact date, like 

9/30/2013 for example, and is usually prepared at the year end and at a quarter’s end. The balance sheet lets 

you know exactly what things of value a company controls (assets) and who owns those assets: someone else 

(liabilities) or the business owner (owner’s equity).    

   

EXAMPLE: 

 

 
   

 

http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/5077
http://www.investinganswers.com/node/2146
http://www.investinganswers.com/node/2146
http://www.investinganswers.com/node/2146
http://www.investinganswers.com/node/2146
http://www.investinganswers.com/node/2146
http://www.investinganswers.com/node/108
http://www.investinganswers.com/node/108
http://www.investinganswers.com/node/108
http://www.investinganswers.com/node/108
http://www.investinganswers.com/node/108
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5011
http://www.investinganswers.com/node/5717
http://www.investinganswers.com/node/5717
http://www.investinganswers.com/node/5717
http://www.investinganswers.com/node/5717
http://www.investinganswers.com/node/5717
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/4974
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5038
http://www.investinganswers.com/node/5038
http://www.investinganswers.com/node/5038
http://www.investinganswers.com/node/5038
http://www.investinganswers.com/node/5038
http://www.investinganswers.com/node/1297
http://www.investinganswers.com/node/1297
http://www.investinganswers.com/node/1297
http://www.investinganswers.com/node/1297
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/812
http://www.investinganswers.com/node/5749
http://www.investinganswers.com/node/5749
http://www.investinganswers.com/node/5749
http://www.investinganswers.com/node/5749
http://www.investinganswers.com/node/5749
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5122
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
http://www.investinganswers.com/node/5752
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ASSETS   
An asset is anything of value your business controls, regardless of who owns it. Cash, office equipment 

(computers, chairs, etc.) and inventory are all considered assets. So are accounts receivable, which 

represents people who owe you money but haven’t yet paid.   

This is an important enough concept to repeat: the financial ownership doesn’t matter. If something is in 
possession of a company, it is considered an asset.   

Did your business manager go out and borrow $60,000 to 100% finance a new car for sales calls? The car may 

be entirely owned by the bank but it is still an asset as far as the balance sheet is concerned.   

LIABILITIES   
Liabilities are debts you owe to other people. This could be a credit card balance, payment owed to suppliers 

who offer you 30 or 60-day payment terms or long-term debt – like the loan on that new car. Any debts or 

future financial obligations you have to pay should be listed in the liabilities section.   

OWNER’S EQUITY   
Owner’s equity represents the portion of the business assets that you own free and clear. Think of it this 

way: if you liquidated all of your assets and then paid off all the debts you owed, the amount left over would 

be your “owner’s equity”.   

It is important to understand that owner’s equity is NOT necessarily how much the business is worth in a 

sale. Because businesses usually sell based on a multiple of their earnings, the value of a business will usually 

(but not always) be greater than the owner’s equity value (also called “book value”).   

THE BALANCE SHEET EQUATION   
The balance sheet is so named because the two sides of the balance sheet ALWAYS add up to the same 

amount. The balance sheet is separated with assets on one side and liabilities and owner’s equity on the 

other.   
 

 
 
This one unbreakable balance sheet formula is always, always true:  Assets = Liabilities + Owner’s Equity.  
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   In our balance sheet from above, you can see that this holds true:  
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DIVIDEND PAYOUT 

Why Dividends Should Matter To Investors. 
 

WHAT IS A DIVIDEND?   
A dividend is the distribution of reward from a portion of company's earnings and is paid to a class of its 
shareholders. Dividends are decided and managed by the company’s board of directors, though they must be 
approved by the shareholders through their voting rights. Dividends can be issued as cash payments, as shares 
of stock, or other property, though cash dividends are the most common. Along with companies, various 
mutual funds and exchange traded funds (ETF) also pay dividends. 

One of the simplest ways for companies to communicate financial well-being and shareholder value is to say, 
"the dividend check is in the mail." Dividends, those cash distributions that many companies pay out regularly 
from earnings to stockholders, send a clear, powerful message about future prospects and performance. A 
company's willingness and ability to pay steady dividends over time – and its power to increase them – 
provide good clues about its fundamentals. 

A Dividend is a reward paid to the shareholders for their investment in a company’s equity, and it usually 
originates from the company's net profits. While the major portion of the profits is kept within the company 
as retained earnings, which represent the money to be used for the company’s ongoing and future business 
activities, the remainder can be allocated to the shareholders as a dividend. However, at times, companies 
may still make dividend payments even when they don’t make suitable profits. They may do so to maintain 
their established track record of making regular dividend payments. 

The board of directors can choose to issue dividends over various time frames and with different payout rates. 
Dividends can be paid at a scheduled frequency, like monthly, quarterly or annually. For example, Walmart 
Inc. (WMT) and Unilever PLC ADR (UL) make regular quarterly dividend payments. Additionally, companies can 
also issue non-recurring special dividends either individually or in addition to a scheduled dividend. Backed by 
strong business performance and an improved financial outlook, Microsoft Corp. (MSFT) declared a special 
dividend of $3.00 per share in 2004, which was way above the usual quarterly dividends in the range of 8 to 16 
cents per share. 

•Dividends are payments made by publicly-listed companies or funds as a reward to investors for 
putting their money into the venture. They can be paid as cash or in the form of stock. 

•Announcements of dividend payouts are generally accompanied by a proportional increase or 
decrease in a company's stock price.  

•Investors can use models, such as the dividend discount model or Gordon growth model, to find 
dividend-paying instruments. 

DIVIDENDS SIGNAL FUNDAMENTALS 
 

Before corporations were required by law to disclose financial information in the 1930s, a company's ability to 
pay dividends was one of the few signs of its financial health. Despite the Securities and Exchange Act of 
1934 and the increased transparency it brought to the industry, dividends still remain a worthwhile yardstick 
of a company's prospects. 
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Typically, mature, profitable companies pay dividends. However, companies that do not pay dividends are not 
necessarily without profits. If a company thinks that its own growth opportunities are better than investment 
opportunities available to shareholders elsewhere, it often keeps the profits and reinvests them into the 
business. For these reasons, few "growth" companies pay dividends. But even mature companies, while much 
of their profits may be distributed as dividends, still need to retain enough cash to fund business activity and 
handle contingencies. 

The progression of Microsoft (MSFT) through its life cycle demonstrates the relationship between dividends 
and growth. When Bill Gates' brainchild was a high-flying growing concern, it paid no dividends but reinvested 
all earnings to fuel further growth. Eventually, this 800-pound software "gorilla" reached a point where it 
could no longer grow at the unprecedented rate it had maintained for so long. 

So, instead of rewarding shareholders through capital appreciation, the company began to use dividends and 
share buybacks as a way of keeping investors interested. The plan was announced in July 2004, nearly 18 years 
after the company's IPO. The cash distribution plan put nearly $75 billion worth of value into the pockets of 
investors through a new 8-cent quarterly dividend, a special $3 one-time dividend, and a $30 billion share 
buyback program spanning four years. In 2018, the company is still paying dividends with a yield of 1.8%. 

THE DIVIDEND YIELD 
Many investors like to watch the dividend yield, which is calculated as the annual dividend income per share 
divided by the current share price. The dividend yield measures the amount of income received in proportion 
to the share price.  

If a company has a low dividend yield compared to other companies in its sector, it can mean two things:  

(1) the share price is high because the market reckons the company has impressive prospects and is 
not overly worried about the company's dividend payments, or  

(2) the company is in trouble and cannot afford to pay reasonable dividends. At the same time, 
however, a high dividend yield can signal a sick company with a depressed share price. 

A dividend yield is of little importance for growth companies because, retained earnings will be reinvested in 
expansion opportunities, giving shareholders profits in the form of capital gains (think Microsoft). 

Reference: https://www.investopedia.com/terms/y/yield.asp 

Yield as an Investment Indicator 
Since a higher yield value indicates that an investor is able to recover higher amounts of cashflows in his 
investments, a higher value is often perceived as an indicator of lower risk and higher income. However, care 
should be taken to understand the calculations involved. A high yield may have resulted from a falling market 
value of the security, which decreases the denominator value used in the formula and increases the calculated 
yield value even when the security’s valuations are on a decline. 

While many investors prefer dividend payments from stocks, it is also important to keep an eye on yields. If 
yields become too high, it may indicate that either the stock price is going down or the company is paying 
significantly high dividend, or both. Since dividends are paid from company’s earnings, higher dividend 
payouts indicates that company is having higher earnings, which should ideally lead to higher stock prices. 
Higher dividend with higher stock price should lead to a consistent or a marginal rise in yield compared to 
those observed in the previous period. However, a significant rise in yield without rise in stock price may mean 

https://www.investopedia.com/terms/i/ipo.asp
https://www.investopedia.com/terms/y/yield.asp


TRAIN2INVEST                    Modules 

 

 24                                                                                        Private & Confidential                                                             Copyright: Train2invest Inc   

 

that company is paying dividend without too much rise in earnings, and that may indicate possible problems in 
near future for the company’s business. 

DIVIDEND COVERAGE RATIO 
When you evaluate a company's dividend-paying practices, ask yourself if the company can afford to pay the 
dividend.  

The ratio between a company's earnings and net dividend paid to shareholders – known as dividend coverage 
– remains a well-used tool for measuring whether earnings are sufficient to cover dividend obligations.  

The ratio is calculated as earnings per share divided by the dividend per share.  

When coverage is getting thin, odds are good that there will be a dividend cut, which can have a dire impact 
on valuation.  

Investors can feel safe with a coverage ratio of 2 or 3.  

In practice, however, the coverage ratio becomes a pressing indicator when coverage slips below about 1.5, at 
which point prospects start to look risky.  

If the ratio is under 1, the company is using its retained earnings from last year to pay this year's dividend. 

At the same time, if the payout gets very high, say above 5, investors should ask whether management is 
withholding excess earnings, not paying enough cash to shareholders. Managers who raise their dividends are 
telling investors that the course of business over the coming 12 months or more will be stable. 

THE DREADED DIVIDEND CUT 
If a company with a history of consistently rising dividend payments suddenly cuts its payments, investors 
should treat this as a signal that trouble is looming. 

While a history of steady or increasing dividends is certainly reassuring, investors need to be wary of 
companies that rely on borrowings to finance those payments. Take the utilities industry, which once 
attracted investors with reliable earnings and fat dividends. As some of those companies were diverting cash 
into expansion opportunities while trying to maintain dividend levels, they had to take on greater debt levels.  

Watch out for companies with debt-to-equity ratios greater than 60%. Higher debt levels often lead to 
pressure from Wall Street as well as from debt-rating agencies. That, in turn, can hamper a company's ability 
to pay its dividend. 

GREAT DISCIPLINARIAN 
Dividends bring more discipline to management's investment decision-making. Holding onto profits might lead 
to excessive executive compensation, sloppy management, and unproductive use of assets. Studies show that 
the more cash a company keeps, the more likely it is that it will overpay for acquisitions and, in turn, 
damage shareholder value. In fact, companies that pay dividends tend to be more efficient in their use 
of capital than similar companies that do not pay dividends. Furthermore, companies that pay dividends are 
less likely to be cooking the books. Let's face it, managers can be awfully creative when it comes to making 
earnings look good. But with dividend obligations to meet twice a year, manipulation becomes that much 
more challenging. 

https://www.investopedia.com/terms/d/debt.asp
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Finally, dividends are public promises. Breaking them is both embarrassing to management and damaging to 
share prices. To tarry over raising dividends, never mind suspending them, is seen as a confession of failure. 

See the examples below. 
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THE BOTTOM LINE ON WHY DIVIDENDS MATTER 
 

The bottom line is that dividends matter significantly. Evidence of profitability in the form of a dividend check 
can help investors sleep easily. Profits on paper say one thing about a company's prospects; profits that 
produce cash dividends say another thing entirely. 

To get details of dividends paid: http://ca.dividendinvestor.com/ 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://ca.dividendinvestor.com/
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Example: ENB 

 
 
NOTE: Financial Press:   

The Financial Press allows you to keep up to date on a variety of subjects from the 

markets, the companies you are researching, the different sectors you are interested 

in and the global economic environment as a whole.  Most websites will provide 

news, stock quotes, basic charting features and at times a summary of a firm’s 

financial information or an industry outlook. Some of the better websites we have 

found include (but are not limited to):    

   
 https://www.facebook.com/Train2Invest/ 
 https://twitter.com/Train2Invest 
 Globeinvestor.com    
 Reuters.com    
 Bloomberg.com    
 MSNBC.com    
 Search Engines e.g.Finance.google.com; yahoo.ca etc.   

   
 

 

 

https://www.facebook.com/Train2Invest/
https://twitter.com/Train2Invest
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EXAMPLE OF A COMPANY ANALYSIS –- ENBRIDGE INC. 
 

PRIMARY BUSINESS: Crude Oil & Gas Transportation via pipelines 

 

Enbridge Inc. is headquartered in Calgary, Canada with a workforce of about 13,600 people, primarily in 

Canada and the United States. Enbridge (ENB) is traded on the New York and Toronto stock exchanges. 

 

Enbridge is an energy generation, distribution, and transportation company in the U.S. and Canada. Its 

pipeline network consists of the Canadian Mainline system, regional oil sands pipelines, and natural gas 

pipelines. The company also owns and operates a regulated natural gas utility and Canada’s largest natural 

gas distribution company. Additionally, Enbridge generates renewable and alternative energy with 2,000 

megawatts of capacity. 

 

Enbridge connects energy supply with growing markets in North America through our three core businesses: 

 

 Liquids Pipelines: Enbridge operates the world’s longest and most complex crude oil and liquids 

transportation system, connecting North America’s key supply basins with the continent’s largest, 

most globally competitive refining centers—the U.S. Midwest, the Gulf Coast and Eastern Canada. Our 

Mainline System moves approximately 25% of North American crude oil. 

 

 Natural Gas Transmission and Midstream: Enbridge’s natural gas pipelines connect key supply basins 

to North America’s largest demand centers—New York, Chicago, Boston, Toronto, Vancouver and 

Seattle—and transport approximately 18% of all natural gas consumed in the U.S. Our gas 

transmission network extends across North America and the Gulf of Mexico. 

 

 Natural Gas Utilities: Enbridge operates one of North America’s largest natural gas utilities, delivering 

energy to approximately 3.7 million homes and businesses 

 

Source: Annual Report 2018 
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Resource: Globeinvestor 

https://www.theglobeandmail.com/investing/markets/stocks/ENB-T/financials/ 

 

RANKING: Revenues & Profit 

 

 

 
 

 

 

https://www.theglobeandmail.com/investing/markets/stocks/ENB-T/financials/
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Source: https://www.theglobeandmail.com/report-on-business/rob-magazine/top-1000/top-1000-stocks-

rated-canada/article38357893/ 

 

 

 

 

 

 

 

 

 

https://www.theglobeandmail.com/report-on-business/rob-magazine/top-1000/top-1000-stocks-rated-canada/article38357893/
https://www.theglobeandmail.com/report-on-business/rob-magazine/top-1000/top-1000-stocks-rated-canada/article38357893/
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PEER COMPANY ANALYSIS 

 

 
Source: TD Discount Broker / Thompson Reuters 

 

CREDIT RATING: 

 

 
 

Source: https://www.enbridge.com/investment-center/stock-and-dividend-information/credit-ratings 

 

 

https://www.enbridge.com/investment-center/stock-and-dividend-information/credit-ratings
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ANALYSTS REPORT 

 
 

 

 

Source: TD Discount Broker / Morningstar Equity Analyst Report 
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Analyst Note 11/04/2019  

President Donald Trump has issued two executive orders addressing state-driven delays over oil and gas 

pipeline approvals. We believe the impact of these orders will be more symbolic than material for our 

midstream coverage, so we’re not changing our fair value estimates or moat ratings. 

Executive orders are more limited than actual laws, as they are only binding for employees of federal agencies, 

whereas laws are ratified by Congress and apply to all U.S. citizens, private companies, and nonfederal 

agencies. The distinction is important, because Trump is trying to expedite pipeline approvals that are being 

blocked by the states via permit denials and delays, resulting in a variety of court battles. High-profile 

pipelines affected by permit delays include Williams' Constitution, TransCanada's Keystone XL, Enbridge's Line 

3, and Dominion and Duke's Atlantic Coast pipeline. 

Trump's executive orders direct federal agencies to streamline reviews of interstate pipelines. Specifically, the 

action focuses on section 401 of the Clean Water Act and describes federal guidance as "outdated" and 

"causing confusion and uncertainty." This particular section has been used by the states to block pipelines, 

mainly in the Northeast, so the orders are trying to shift more power to the federal agencies from the states. 

For example, section 401 certifications are supposed to be approved within a year of the project application, 

but states are asking for revisions to the project application, and then restarting the clock.  

Investment Thesis 03/01/2019  

Enbridge is an energy distribution and transportation company in the United States and Canada. It operates 

crude and natural gas pipelines, including the Canadian Mainline system. It also owns and operates Canada's 

largest natural gas distribution company.  

 

Enbridge is positioned to benefit from growing oil sands supply dynamics with its Mainline system and 

regional oil sands pipelines. The regulated Mainline system generates attractive tolls and represents 

approximately 70% of Canada’s pipeline takeaway capacity. The system offers refinery access to various 

markets, adding to the network’s attractiveness. The company also operates regional pipelines that tie directly 

into the Mainline. Each of these pipelines originates from existing oil sands projects and is underpinned by 

long-term contracts. Growth projects possess the same economics, positioning the company to benefit from 

the growing supply.  

 

While crude pipelines are Enbridge’s bread and butter, the company operates a diverse energy portfolio. Gas 

distribution operations benefit from regulated returns and provide the company with reliable cash flows. 

Enbridge also operates natural gas pipelines and processing assets that supplement its crude pipeline network. 

Future natural gas pipeline projects benefit from long-term contracts that are tied into emerging projects. 

 

The company intends to increase its annual dividend at 10% in 2020 and has maintained a three-year trailing 

average distributable cash coverage ratio of approximately 1.7 times the dividend over the past three years. 

Overall, Enbridge is in a strong position to benefit from the growing oil sands supply, which we expect to 

outstrip pipeline takeaway capacity in the near term. We expect the Line 3 Replacement to help; we project it 

to be in service by 2020 and fuel tremendous growth for the company. We believe the stock is deeply 

undervalued based on the company's vast growth portfolio, highlighted by the lucrative natural gas projects 

associated with the Spectra acquisition and the Line 3 Replacement. The recent market sell-off serves as a 

tremendous buying opportunity for long-term investors. 
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Economic Moat 03/01/2019  

Midstream companies process, transport, and store natural gas, natural gas liquids, crude oil, and refined 

products. There are multiple ways for midstream companies to build moats, but efficient scale is the dominant 

source. Hydrocarbons are produced and consumed in different places and in different forms from how they 

come out of the ground. Midstream firms transport and process hydrocarbons. Once a transport route is 

established, there's usually little need to build a competing route. Doing so would drive returns for both 

routes below the cost of capital. Thus, pipelines are generally moaty because they efficiently serve markets of 

limited size. 

 

New pipelines are typically constructed to allow shippers or producers to take advantage of large price 

differentials (basis differentials) between two market hubs because supply and demand is out of balance in 

both markets. Pipeline operators will enter into long-term contracts with shippers to recover the project's 

construction and development costs, in exchange for a reasonable tariff that allows a shipper to capture a 

profitable differential, and capacity will be added until it is no longer profitable to do so. 

 

Pipelines are approved by regulators only when there is an economic need, and pipeline development takes 

about three years, according to the U.S. Energy Information Administration. Regulatory oversight is provided 

by the Federal Energy Regulatory Commission, National Energy Board, and at the state, provincial, and local 

levels for cross-border Canadian pipelines. New pipelines under consideration must contend with onerous 

environmental and other permitting issues. Further, project economics are locked in through long-term 

contracts with producers before breaking ground on the project. If contracts cannot be secured, the pipeline 

will not be built. 

 

A network of pipelines serving multiple end markets and supplied by multiple regions is typically more 

valuable than a scattered collection of assets. A pipeline network allows the midstream firm to optimize the 

flow of hydrocarbons across the system and capture geographic differentials, use storage facilities to capture 

price differentials over time, and direct more hydrocarbons through its system via storage and gathering and 

processing assets, ensuring security of flows and higher fees. Finally, it is typically cheaper for an incumbent 

pipeline to add capacity via compression, pumps, or a parallel line than it would be for a competitor to build a 

competing line. 

 

The major consideration for assessing evidence of a moat for a midstream firm is asset quality, where we 

consider the firm's competitive strengths and assets within the efficient scale regional markets they serve. 

Asset quality is evaluated based on the location of the individual assets, the type of asset (for example, 

pipeline versus gathering and processing), the cost-competitiveness of the basins the assets serve, capital 

intensity, and the overall quality of the network. Basin cost-competitiveness is important as pipelines are likely 

to remain relevant longer if connected to a low-cost hydrocarbon supply. Further, some of the highest-quality 

midstream firms have a dense network of assets that connect to key refineries, basins, and market hubs and 

are a reliable transportation provider for shippers. This connectivity encourages shippers to use the pipelines 

but also protects the midstream entity. The asset integration prevents another third party from extracting 

rents by owning an asset that is part of the route to the most profitable market. 

 

Enbridge’s assets are among the best in the North American midstream sector. The crown jewel of its portfolio 

is the Canadian Mainline crude pipeline system, but Enbridge also operates other top-tier assets, such as 

regional oil sands pipelines, U.S. and Canadian natural gas pipelines, and regulated utilities. 
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The Mainline is Canada’s largest pipeline. With a shipping capacity of approximately 2.85 mmbbl/d, the 

pipeline transports primarily heavy oil from Canada’s oil sands to refineries across North America, including 

Canada’s east coast; the U.S. Midwest; Cushing, Oklahoma; and the U.S. Gulf Coast. Refinery capacity 

connected to the Mainline approximates 3.5 mmbbl/d. Furthermore, the Mainline offers more access to the 

U.S. Midwest, where producers can maximize netbacks, compared with competing pipelines along with lower 

tolls to the U.S. Gulf Coast. 

 

Canada’s oil sands supply is separated from most of its refining markets by large distances and relies on 

pipeline transportation. Pipeline takeaway capacity from the country approximates 4 mmbl/d, with 

approximately 71% of the takeaway capacity residing on the Mainline system. Increasing environmental and 

government regulations, as well as political opposition, have made new pipeline projects increasingly difficult 

to sanction in recent years. Accordingly, the Canadian crude industry would crumble without the Mainline 

system. 

 

Enbridge also operates the Express-Platte pipeline. While the pipeline is Canada’s smallest crude pipeline, it is 

one of the few outlets for Canadian crude producers.  

 

The company’s regional oil sands pipeline network is also top-tier. The network connects to 11 producing oil 

sands projects. The company’s major regional pipelines provide transportation from all three of the oil sands 

locations, but are primarily focused on the largest region, Athabasca. The system moves nearly 1.2 mmbbl/d 

of oil sands production, or over 40% of Alberta’s total oil sands production.  

 

The acquisition of Spectra Energy diversifies Enbridge’s asset base with high-quality natural gas pipelines. 

Enbridge’s U.S. natural gas network is exceptionally well positioned to serve most of the Eastern U.S., 

including cities such as New York, Boston, and Philadelphia. Enbridge’s ability to connect and balance supply 

and demand with its pipelines and storage assets means customers are eager to pay for the opportunity to 

access the network. 

 

Enbridge’s Canadian natural gas pipelines are in position to benefit from growing production in the Western 

Canadian Sedimentary Basin, highlighted by the Alliance Pipeline. The Alliance pipeline is the only rich gas 

export pipeline from the Western Canada Select Basin, but can also export dry gas. Shipments originate from 

the Horn River, Montney, Duvernay, and Bakken formations and are transported to the U.S. Midwest. 

Canadian natural gas production is expected to increase at a 9% compound annual growth rate over the next 

decade, accompanied by growth in natural gas liquids.  

 

To further diversify its midstream portfolio, Enbridge operates regulated natural gas utilities and Canada’s 

largest gas distribution company that serves residential, commercial, and industrial customers in Ontario and 

upstate New York. Regulated ROEs on the gas utility and gas distribution assets consistently exceed 10% 

compared with the average allowed ROE for U.S. utilities of 9.6%. Enbridge's utilities provide additional 

attractive assets to the portfolio that exceeds the company’s cost of capital and generate higher returns than 

their U.S. counterparts. 

 

Contract quality is primarily assessed by term, with long-term contracts (10-plus years) being preferred with 

take-or-pay provisions. Contract quality does not directly support the efficient scale moat source, but it more 
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directly speaks to the sustainability of future excess returns. Entities that are primarily oriented around 

pipelines are the strongest positioned as they obtain the longest terms. Long-term contracts for pipelines tend 

to be made up mostly of capacity reservation fees and a more modest transportation fee. Shippers are 

obligated to use the pipeline but not required to do so; however, they must pay the reservation charges in any 

scenario, ensuring rents for the pipelines. The smaller transportation fees are only paid based on actual 

volumes shipped. Less well-positioned firms typically contain a large component of gathering and processing, 

storage, fractionation, or other business areas, where it is harder to argue that advantages will persist for two 

decades or more, and contract terms tend to be only a few years, reflecting the reduced barriers to entry 

compared with pipelines. 

 

While the Mainline is a common carrier pipeline and doesn’t have any firm commitments, it is unlikely that the 

pipeline will have any unused capacity. The Mainline represents the best option for producers to access 

multiple markets and to move production. In addition, eight of the 10 largest crude producers, which 

represent two thirds of Canada’s crude production, are investment-grade counterparties and rely on the 

Mainline.  

 

The Express-Platte and reginal pipeline system possess long-term take-or-pay contracts. The Express-Platte 

contains 20-year contracts, while regional oil sands system has average durations that range from 20 to over 

30 years.  

 

In U.S. natural gas, on average, the pipelines have a remaining contract duration that exceeds 10 years, with 

over 95% of the capacity contracted by investment-grade counterparties, providing for stable and secured 

cash flows. Potential pipeline expansion projects will benefit from the same economics. Projects won’t be 

placed into service unless they are underpinned by long-term take-or-pay contracts that extend over the long 

life of oil sands growth projects. 

 

Contracts on the Alliance pipeline also exceed 10 years.  

 

The combination of attractive regulated returns, near- and long-term expansion projects that are underpinned 

with long-term contracts, and a vast, diverse midstream network allows Enbridge to realize efficient scale on 

its midstream asset economics and to generate sustainable excess ROICs. Regulatory approval on crude 

expansion projects also prevents competitors from undertaking expansion projects without necessary 

approval, acting as an intangible asset for Enbridge on its Mainline operations. As such, we project that the 

firm will achieve excess returns on capital within five years and conclude that Enbridge possesses an economic 

moat. Difficulty obtaining regulatory approval on major pipeline expansions, attractive regulated tolls that 

exceed the company’s cost of capital, and 20- to 25-year contracts on regional pipelines afford the company a 

wide economic moat. 

 

Valuation 04/03/2019  

Our fair value estimate of $47 (CAD 62) per share is based on a discounted cash flow model. We believe that 

Enbridge’s broad network of midstream assets and geographic diversification will serve it well in the low oil 

and gas price environment, and crude and natural gas pipeline expansions in growing regions will fuel EBITDA 

growth. Our fair value estimate corresponds to enterprise value/EBITDA multiples of 14 times and 12 times for 

2019 and 2020, respectively. Our 2019 adjusted EBITDA forecast is CAD 12.8 billion, and we expect 

distributable cash flow to reach CAD 8.2 billion in the same period. We forecast a distributable cash coverage 
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ratio of 1.5 times. Our 2020 estimates for EBITDA, distributable cash flow, and the distributable cash coverage 

ratio are CAD 14.1 billion, CAD 9.3 billion, and 1.6 times, respectively. 

 

Risk 03/01/2019  

Enbridge’s profitability is not directly tied to commodity prices, as pipeline transportation costs are not tied to 

the price of natural gas and crude oil. However, the cyclical supply and demand nature of commodities and 

related pricing can have an indirect impact on the business as shippers may choose to accelerate or delay 

certain projects. This can affect the timing for the demand of transportation services and/or new gas pipeline 

infrastructure. 

 

In addition, regulated assets are subject to economic regulation risk in which regulators or other government 

entities may change or reject proposed or existing projects, including permits and regulatory approvals for 

new projects. The proposed Northern Gateway crude pipeline’s approval was overturned by a federal court, 

affecting Enbridge's ability to develop new major crude pipeline projects. 

 

 

Management 15/02/2019  

President and CEO Al Monaco has been with Enbridge since 1995, serving in his current role since 2012. During 

his tenure at Enbridge, Monaco has experience in all business segments, international business development, 

corporate planning, and finance. His experience in various business segments, corporate development, growth 

projects, and finance positions him to successfully lead the proposed pipeline and gas distribution growth 

projects.  

 

Management continues to invest in high-return projects in areas of projected oil sands supply, highlighted by 

the Line 3 Replacement project, and projected natural gas production and consumption growth. Line 3 carries 

downside protection with its integrity replacement status. The proposed growth projects should continue to 

generate excess returns on capital and stable cash flows. To further diversify the company’s operations, 

management is developing additional distribution and green-power energy projects.  

 

Management maintains a strong 1-year trailing average distributable cash coverage ratio of approximately 1.6 

times, which will continue to allow the company to support its attractive dividend growth. Even after the 

growth projects are placed into service, we expect Enbridge to maintain a comfortable coverage ratio that 

approximates 1.45 times. Although we applaud management’s investment in high-return projects in regions 

with growing production and dedication to dividend growth, we assign a Standard stewardship rating while we 

observe the impact of delays and rejected approvals associated with major crude pipeline expansion projects; 

early construction on the Line 3 Replacement; and the impact of proposed U.S. regulation on the company's 

cash flow. 
 

www.tmxmoney / Research  

 

http://www.tmxmoney/
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FINANCIAL PERFORMANCE: 
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Source: Annual Report 

 

Profit & Loss Statement; Cash Flow Statements and Balance Sheet 
https://www.theglobeandmail.com/investing/markets/stocks/ENB-T/ 

https://globeandmail.happyfox.com/kb/article/291-membership-faqs 

 

 
PROFIT & LOSS 

 
 
 

https://www.theglobeandmail.com/investing/markets/stocks/ENB-T/
https://globeandmail.happyfox.com/kb/article/291-membership-faqs
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Balance Sheet 
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Cash Flow Statements 
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Dividend History 
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SHAREHOLDER STRUCTURE: 
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Update: 
INCOME STATEMENT (Quarterly  Report)  

 

 
Challenges:  
Pipeline expansions – political challenges created by Native 
& Environmental organizations. 
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SUMMARY 
 

Business Analysis 

 Position in  

➢ Domestic Economy: Critical 

➢ Global Economy > USA: Critical 

 Rank in  

➢ Market Capitalization:  within top 10 

➢ Revenues: within top 20 

➢ Profits: Within top 20 

 Analysts Report / Peer Analysis  

➢ Largest Mkt Capitalization 

➢ Ranked with top score by Thomson Reuters 

➢ Reviewed by 20 analysts  

➢ Analysts Rating: Strong BUY 

 Credit Rating 

➢ Outlook: Positive/Stable 

➢ Unsecured Debt: BBB/Baa 

➢ Pref. Shares: Average 

Financial  Analysis 

 P&L Statement ( 3 yrs. To 2018) 

➢ Consistent Revenues  

➢ Consistent Operating Revenues 

➢ Consistent increasing Operating Income 

➢ Positive Net Income 

 Cash Flow Statement  ( 3 yrs. To 2018) 

➢ Positive Operating Cash Flow 

➢ Negative Investing Cash Flow 

➢ 2018 Negative Financing Cash Flow 

➢ Positive Cash Position for 3 yrs. 

 Balance Sheet ( 3 yrs. To 2018) 

➢ Total assets exceeds total liabilities in all 3 yrs. 

➢ Shareholders’ Equity: Steady increases 

➢ Equity Ownership: Major Banks & Mutual Funds 

 Dividend History ( 3 yrs. To 2018) 

➢ 20 year track record 

➢ 2018: $ 2.68 per share; 2019 (forecast): $ 2.96 

 

Conclusion: add to Portfolio 
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APPENDIX  

HOW TO OBTAIN ANNUAL REPORTS 
 

If you know the company’s name  (e.g. Enbridge Inc) but do not know its stock symbol, you can do one of the 

following: 

 

 
OR  www.tmxmoney.com  

 

 
 

http://www.tmxmoney.com/
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EXAMPLE: ENBRIDGE INC (ENB) 
 

What is ENB’s business? 

 
To know more about the company: www.enbridge.com 

 
 

http://www.enbridge.com/
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To order hard copies of the company’s Annual Reports   
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USING TMX MONEY TO SOURCE FINANCIAL DATA (AN ALTERNATIVE) 
 

Source: www.tmxmoney.com > ENB > Financials  

 

 
 

 

Income Statement ; Cash Flow & Balance Sheet Data 
For detail explanation of the figures, the annual report provides the answers. 

 

INCOME STATEMENT (Annual Report)   

 

 
 

 

 

http://www.tmxmoney.com/
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CASH FLOW STATEMENT (Annual Report)  

 

 
 

BALANCE SHEET  (Annual Report)  
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DIVIDEND YIELD: DEFINITION AND TIPS 
Dividend yield is an important factor in determining the true value of dividend stocks. This fact holds 
especially true when investors are seeking to derive dividend income from their investments. 

WHAT IS DIVIDEND YIELD? 

Dividend yield is an easy way to compare the relative attractiveness of various dividend-paying stocks. It tells 
an investor the yield he/she can expect by purchasing a stock. Dividend yield is the relation between a 
stock’s annual dividend payout and its current stock price. Depending on how much a stock price moves 
during the day, the dividend yield is constantly changing as the price of the stock changes. 

Most solid companies pay a quarterly dividend that is somewhat predictable to investors. These companies 
typically pay a regular quarterly dividend around the same times every year. Many of these companies raise 
their dividends once a year – finding themselves on 10-year dividend increasers and Dividend Aristocrat lists. 

For a company that has a stock price that is trending upward, it will need to raise its dividend payout in order 
to maintain its dividend yield. For example, if a stock goes up by 50%, but does not raise its dividend, its yield 
will drop significantly. 

HOW TO CALCULATE DIVIDEND YIELD? 

To calculate dividend yield, use the dividend yield formula. This can be done by dividing the annual dividend 
by the current stock price: 

 

For example, if stock XYZ had a share price of $50 and an annualized dividend of $1.00, its yield would be 2%. 

$1.00 / $50 = .02 

When the 0.02 is put into percentage terms, it would make a 2% yield. 

If this share price rose to $60, but the dividend payout was not increased, its yield would fall to 1.66%. 

Remember: The dividend yield is calculated using the annual yield (every regular payout paid that year). It is 
not calculated by using quarterly, semiannual or monthly payouts.    

Beware: High-yield dividend stocks can be a trap! 
 

An investor desiring to put together a portfolio that generates high dividend income should place great 
scrutiny on a company’s dividend payment history. Only those corporations with a continuous record of 
steadily increasing dividends over the past 20 years or longer should be considered for inclusion. 
Furthermore, the investor should be convinced the company can continue to generate the cash flow 
necessary to make the dividend payments. 

If you look at the subprime mortgage mess from 2007-2009, companies were sometimes showing yields in the 
10%-20% range, but that was only because the stock price had been hit hard, which resulted in a higher 
dividend yield. So, be careful when you are excited about jumping into a stock, just because the yield may be 
high. 

When analyzing a high yield dividend stock, it is always important to determine why the stock’s yield is so 
high. There are two reasons why a stock may have an above average yield. 
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1. The stock price has taken a hit 

When a stock price declines and the dividend payout remains the same, the dividend yield will increase. For 
example, if stock XYZ was originally $50 with a $1.00 annual dividend, its dividend yield would be 2%. If that 
stock’s share price fell to $20 and the $1.00 dividend payout was maintained, its new yield would be 5%. 
While this 5% dividend yield may be attractive to some dividend investors, this is a value trap. 

It is always important for investors to understand why a stock’s yield is abnormally high. A company that has a 
stock price that has fallen from $50 to $20 is probably struggling and should not be considered a solid 
investment. 

An example of this situation is the home builder stocks during the 2008-2009 financial crisis. The chart below 
shows an inflated dividend yield for Lennar (LEN ) during the financial crisis. The blue line shows the 
company’s falling stock price while the black line shows its rising dividend yield.  

 

2. Is It a REIT or an MLP? 

Real Estate Investment Trusts and Master Limited Partnerships are very popular among dividend investors as 
they tend to offer much higher dividend yields than stocks. These companies tend to offer high dividends 
since they are required to distribute at least 90% of earnings to shareholders in the form of dividends. These 
companies do not pay regular income tax on a corporate level, instead the tax burden is passed down to the 
investor. 

DIVIDEND-FRIENDLY INDUSTRIES 

Investors should also keep dividend-friendly industries in mind. Below are five of the best industries for 
dividends: 

• REITs 
• MLPs 
• Tobacco 
• Telecommunications 
• Utilities 

DIVIDEND YIELD: KEY LESSONS  

• Dividend yield is an important consideration for investors, since it represents the annualized return a 
stock pays out in the form of dividends. 

• Investors looking for income from dividend stocks should concentrate on stocks that have at least a 3% 
dividend yield. 

• Investors should also consider the traps mentioned above to avoid unnecessary risk. 

http://www.dividend.com/dividend-stocks/industrial-goods/residential-construction/len-lennar-corp/
http://www.dividend.com/dividend-stocks/reits-dividend-stocks.php
http://www.dividend.com/dividend-stocks/mlp-dividend-stocks.php
http://www.dividend.com/dividend-stocks/consumer-goods/tobacco-products-other/
http://www.dividend.com/dividend-stocks/technology/telecom-services-domestic/
http://www.dividend.com/dividend-stocks/utilities/
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• Most stocks with a dividend yield of 10% or higher are very risky, since a dividend cut is likely in store. 

 

DIVIDEND DATES EXPLAINED 
When investing in dividend stocks, there are a few important dates to keep in mind. These dates will tell an 
investor when they will receive the dividends and whether or not they are eligible to receive the latest 
dividend.   
 

WHAT DOES THE EX-DIVIDEND DATE MEAN? 

The ex-dividend date is the day on which all shares bought and sold no longer come attached with the right to 
be paid the most recently declared dividend. This is an important date for any company that has many 
stockholders, including those that trade on exchanges, as it makes reconciliation of who is to be paid the 
dividend easier. It is just as important for investors, however, since you must own a stock before the ex-
dividend date in order to receive the next scheduled dividend. 

Prior to this date, the stock is said to be cum dividend (“with dividend”): existing holders of the stock and 
anyone who buys it will receive the dividend, whereas any holders selling the stock lose their right to the 
dividend. On and after this date the stock becomes ex dividend (“without dividend”): existing holders of the 
stock will receive the dividend even if they now sell the stock, whereas anyone who now buys the stock now 
will not receive the dividend. 
 

A NOTE ON DIVIDEND “CAPTURE” 

It is standard practice for a stock’s price to decrease on the ex-dividend date by an amount roughly equal to 
the dividend paid. This reflects the decrease in the company’s assets resulting from the declaration of the 
dividend, and prevents people from “gaming” the dividend system. The company does not take any explicit 
action to adjust its stock price; in an efficient market, buyers and sellers will automatically price this in. 

One investing strategy, called “dividend capture,” refers to an attempt to collect the dividend and 
immediately sell the stock. In a strong bull market, where stock prices are consistently climbing, this strategy 
can work very well. Otherwise, it is extremely difficult to time and can actually result in the investor losing 
money more often than not. To be clear, it is not a strategy we advocate here.   

WHAT DOES THE RECORD DATE MEAN? 

Shareholders who properly registered their ownership on or before the record date (or “date of record”) will 
receive the dividend. Shareholders who are not registered as of this date will not receive the dividend. 
Registration in most countries is essentially automatic for shares purchased before the ex-dividend date.   

 

WHAT DOES THE PAYMENT DATE MEAN? 

The payment date (or “pay date”) is the day when the dividend checks will actually be mailed to the 
shareholders of a company or credited to brokerage accounts. 

 

WHAT DOES THE DECLARATION DATE MEAN? 

The declaration date is the day on which a company’s board of directors announces its next dividend 
payment. Also known as the “announcement date,” this is the least important date for dividend investors to 
consider. 
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DIVIDEND DATE: KEY LESSONS  

• The ex-dividend date is the most important date in dividend investing, since it determines who and 
who is not eligible to receive the dividend. 

• You must own a stock before the ex-dividend date to receive the next scheduled dividend. 
• Stock markets have safeguards in place to ensure no one can “game” the dividend system by buying a 

stock before the ex-date then selling it immediately on the ex-date. 

RATIO ANALYSIS DEFINITION 
 

WHAT IS RATIO ANALYSIS? 
Ratio analysis is a quantitative method of gaining insight into a company's liquidity, operational efficiency, and 
profitability by comparing information contained in its financial statements. Ratio analysis is a cornerstone 
of fundamental analysis. 

Outside analysts use several types of ratios to assess companies, while corporate insiders rely on them less 
because of their access to more detailed operational data about a company. 

WHAT DOES RATIO ANALYSIS TELL YOU? 
When investors and analysts talk about fundamental or quantitative analysis, they are usually referring to 
ratio analysis. Ratio analysis involves evaluating the performance and financial health of a company by using 
data from the current and historical financial statements. 

The data retrieved from the statements is used to compare a company's performance over time to assess 
whether the company is improving or deteriorating, to compare a company's financial standing with the 
industry average, or to compare a company to one or more other companies operating in its sector to see how 
the company stacks up. 

Ratio analysis can be used to establish a trend line for one company's results over a large number of financial 
reporting periods. This can highlight company changes that would not be evident if looking at a given ratio 
that represents just one point in time. 

Comparing a company to its peers or its industry averages is another useful application for ratio analysis. 
Calculating one ratio for competitors in a given industry and comparing across the set of companies can reveal 
both positive and negative information. 

Since companies in the same industry typically have similar capital structures and investment in fixed assets, 
their ratios should be substantially the same. Different ratio results could mean that one firm has a potential 
issue and is underperforming the competition, but they could also mean that a certain company is much 
better at generating profits than its peers. Many analysts use ratios to review sectors, looking for the most and 
least valuable companies in the group. 

RATIO ANALYSIS: KEY TAKEAWAYS 

• Ratio analysis compares line-item data from a company's financial statements to reveal insights 
regarding profitability, liquidity, operational efficiency, and solvency. 

• Ratio analysis can be used to look at trends over time for one company or to compare companies 
within an industry or sector. 
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• While ratios offer several types of insight, other types of information and analysis are usually needed 
to form a complete picture of a company's financial position. 

 

EXAMPLES OF RATIO ANALYSIS CATEGORIES 
Most investors are familiar with a few key ratios, particularly the ones that are relatively easy to calculate and 
interpret. Some of these ratios include the current ratio, return on equity (ROE), the debt-equity (D/E) ratio, 
the dividend payout ratio, and the price/earnings (P/E) ratio. While there are numerous financial ratios, they 
can be categorized into six main groups based on the type of analysis they provide. 

 Liquidity ratios measure a company's ability to pay off its short-term debts as they come due using the 
company's current or quick assets. Liquidity ratios include the current ratio, quick ratio, and working 
capital ratio. 

 Solvency Ratios: Also called financial leverage ratios, solvency ratios compare a company's debt levels 

with its assets, equity, and earnings to evaluate whether a company can stay afloat in the long-term 

by paying its long-term debt and interest on the debt. Examples of solvency ratios include debt-equity 

ratio, debt-assets ratio, and interest coverage ratio. 

 Profitability Ratios: These ratios show how well a company can generate profits from its operations. 

Profit margin, return on assets, return on equity, return on capital employed, and gross margin ratio 

are all examples of profitability ratios. 

 Efficiency Ratios: Also called activity ratios, efficiency ratios evaluate how well a company uses its 

assets and liabilities to generate sales and maximize profits. Key efficiency ratios are the asset 

turnover ratio, inventory turnover, and days' sales in inventory. 

 Coverage Ratios: These ratios measure a company's ability to make the interest payments and other 

obligations associated with its debts. The times interest earned ratio and the debt-service coverage 

ratio are both examples of coverage ratios. 

 

MARKET PROSPECT RATIOS 
These are the most commonly used ratios in fundamental analysis and include dividend yield, P/E ratio, 
earnings per share, and dividend payout ratio. Investors use these ratios to determine what they may receive 
in earnings from their investments and to predict what the trend of a stock will be in the future. 

For example, if the average P/E ratio of all companies in the S&P 500 index is 20, with the majority of 
companies having a P/E between 15 and 25, a stock with a P/E ratio of 7 would be considered undervalued, 
while one with a P/E of 50 would be considered overvalued. The former may trend upwards in the future, 
while the latter will trend downwards until it matches with its intrinsic value. 

EXAMPLES OF RATIO ANALYSIS IN USE 
Ratio analysis can provide an early warning of potential improvement or deterioration in a company’s financial 
situation or performance. Analysts engage in extensive number-crunching of the financial data in a company’s 
quarterly financial reports for any such hints. 

Successful companies generally have solid ratios in all areas, and any hints of weakness in one area may spark 
a significant sell-off of the stock. Certain ratios are closely scrutinized because of their relevance to a certain 
sector, such as inventory turnover for the retail sector and days sales outstanding (DSOs) for technology 
companies.  

https://www.investopedia.com/terms/d/debtequityratio.asp
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Using any ratio in any of the categories listed above should only be considered as a starting point. Further 
analysis using additional ratios and qualitative analysis should be incorporated to effectively analyze a 
company's overall financial position. 

Ratios are usually only comparable across companies in the same sector, since an acceptable ratio in one 
industry may be regarded as too high to too low in another. For example, companies in sectors such as utilities 
typically have a high debt-equity ratio which is normal for its industry, while a similar ratio for a technology 
company may be regarded as unsustainably high. 

RETURN ON EQUITY – ROE DEFINITION 
 

Return on equity (ROE) is a measure of financial performance calculated by dividing net 
income by shareholders' equity. Because shareholders' equity is equal to a company’s assets minus its debt, 
ROE could be thought of as the return on net assets. 

ROE is considered a measure of how effectively management is using a company’s assets to create profits. 
ROE is expressed as a percentage and can be calculated for any company if net income and equity are both 
positive numbers. Net income is calculated before dividends paid to common shareholders and after dividends 
to preferred shareholders and interest to lenders. 

HOW TO CALCULATE RETURN ON EQUITY 
 
Net income over the last full fiscal year, or trailing 12 months (TTM), is found on the income statement—a 
sum of financial activity over that period. Shareholders' equity comes from the balance sheet—a running 
balance of a company’s entire history of changes in assets and liabilities. It is considered best practice to 
calculate ROE based on average equity over the period because of this mismatch between the two financial 
statements.  

WHAT DOES RETURN ON EQUITY TELL YOU? 
Return on equity (ROE) deemed good or bad will depend on what’s normal for a stock’s peers. For example, 
utilities will have a lot of assets and debt on the balance sheet compared to a relatively small amount of net 
income. A normal ROE in the utility sector could be 10% or less. A technology or retail firm with smaller 
balance sheet accounts relative to net income may have normal ROE levels of 18% or more. 

A good rule of thumb is to target an ROE that is equal to or just above the average for the peer group. For 
example, assume a company, TechCo, has maintained a steady ROE of 18% over the last few years compared 
to the average of its peers, which was 15%. An investor could conclude that TechCo’s management is above 
average at using the company’s assets to create profits. 

Relatively high or low ROE ratios will vary significantly from one industry group or sector to another. When 
used to evaluate one company to another similar company the comparison will be more meaningful. A 
common shortcut for investors to consider a return on equity near the long-term average of the S&P 500 
(14%) as an acceptable ratio and anything less than 10% as poor. 

ROE: KEY TAKEAWAYS 

• Return on equity measures how effectively management is using a company’s assets to create profits. 
• A good or bad ROE will depend on what’s normal for the industry or company peers. 
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• As a shortcut, investors can consider a return on equity near the long-term average of the S&P 500 
(14%) as an acceptable ratio and anything less than 10% as poor. 

Example of How to Use Return on Equity  
 
For example, imagine a company with an annual income of $1,800,000 and average shareholders' equity of 
$12,000,000. This company’s ROE would be as follows: 

• 15%, or $1,800,000 / $12,000,000 = 15%. 

Consider Apple (NASDAQ: AAPL) – for the fiscal year ending Sept. 29, 2018, the company generated $59.5 
billion in net come. At the end of the fiscal year, its shareholders’ equity was $107.1 billion versus $134 billion 
at the beginning. Apple’s return on equity, therefore, is 49.4%, or $59.5 billion / (($107.1 billion + $134 billion) 
/ 2). 

Compared to its peers, Apple has a very strong ROE. Amazon (NASDAQ: AMZN) has a return on equity of 27%, 
Microsoft (NASDAQ: MSFT) 23%, and Google (NASDAQ: GOOGL) 12%. 

USING ROE TO ESTIMATE GROWTH RATES 
 

Sustainable growth rates and dividend growth rates can be estimated using ROE assuming that the ratio is 
roughly in line or just above its peer group average. Although there may be some challenges, ROE can be a 
good starting place for developing future estimates of a stock’s growth rate and the growth rate of 
its dividends. These two calculations are functions of each other and can be used to make an easier 
comparison between similar companies. 

To estimate a company’s future growth rate, multiply ROE by the company’s retention ratio. The retention 
ratio is the percentage of net income that is “retained” or reinvested by the company to fund future growth. 

Assume that there are two companies with an identical ROE and net income, but different retention ratios. 
The first company, DivCo, has a ROE of 15% and returns 30% of its net income to shareholders in a dividend, 
which means DivCo retains 70% of its net income. The second company, GrowthCo, also has an ROE of 15% 
but returns only 10% of its net income to shareholders for a retention ratio of 90%. 

For DivCo, the growth rate is 10.5%, or ROE times the retention ratio, which is 15% times 70%. GrowthCo’s 
growth rate is 13.5%, or 15% times 90%. 

This analysis is referred to as the sustainable growth rate model. Investors can use this model to make 
estimates about the future and to identify stocks that may be risky because they are running ahead of their 
sustainable growth ability. A stock that is growing slower than its sustainable rate could be undervalued, or 
the market may be discounting risky signs from the company. In either case, a growth rate that is far above or 
below the sustainable rate warrants additional investigation. 

This comparison seems to make GrowthCo look more attractive than DivCo, but it ignores the advantages of a 
higher dividend rate that may be favored by some investors. We can modify the calculation to make an 
estimate of the stock’s dividend growth rate which may be more important to income investors. 

https://www.investopedia.com/terms/d/dividend.asp
https://www.investopedia.com/terms/r/retentionratio.asp
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The dividend growth rate can be estimated by multiplying ROE by the payout ratio. The payout ratio is the 
percentage of net income that is returned to common shareholders through dividends. This formula gives us 
the sustainable dividend growth rate, which favors DivCo. 

The DivCo dividend growth rate is 4.5%, or ROE times payout ratio, which is 15% times 30%. GrowthCo’s 
dividend growth rate is 1.5%, or 15% times 10%. A stock that is growing its dividend far above or below the 
sustainable dividend growth rate may indicate risks that need to be investigated. 

USING ROE TO IDENTIFY PROBLEMS 
 
It is reasonable to wonder why an average or slightly above average ROE is good rather than an ROE that is 
double, triple, or even higher the average of their peer group. Aren’t stocks with a very high ROE a better 
value? 

Sometimes an extremely high ROE is a good thing if net income is extremely large compared to equity because 
a company’s performance is so strong. However, more often an extremely high ROE is due to a small equity 
account compared to net income, which indicates risk. 

The first potential issue with a high ROE could be inconsistent profits. Imagine a company, LossCo, that has 
been unprofitable for several years. Each year’s losses are on the balance sheet in the equity portion as a 
“retained loss.” The losses are a negative value and reduce shareholder equity. Assume that LossCo has had a 
windfall in the most recent year and has returned to profitability. The denominator in the ROE calculation is 
now very small after many years of losses which makes its ROE misleadingly high. 

Second is excess debt. If a company has been borrowing aggressively, it can increase ROE because equity is 
equal to assets minus debt. The more debt a company borrows, the lower equity can fall. A common scenario 
that can cause this issue occurs when a company borrows large amounts of debt to buy back its own stock. 
This can inflate earnings per share (EPS), but it doesn’t affect actual growth rates or performance. 

Finally, there’s negative net income and negative shareholder equity that can lead to an artificially high ROE. 
However, if a company has a net loss or negative shareholders’ equity, ROE should not be calculated. 

If shareholders’ equity is negative, the most common issue is excessive debt or inconsistent profitability. 
However, there are exceptions to that rule for companies that are profitable and have been using cash flow to 
buy back their own shares. For many companies, this is an alternative to paying dividends and it can eventually 
reduce equity (buybacks are subtracted from equity) enough to turn the calculation negative. 

In all cases, negative or extremely high ROE levels should be considered a warning sign worth investigating. In 
rare cases, a negative ROE ratio could be due to a cash flow supported share buyback program and excellent 
management, but this is the less likely outcome. In any case, a company with a negative ROE cannot be 
evaluated against other stocks with positive ROE ratios. 

THE DIFFERENCE BETWEEN ROE AND RETURN ON INVESTED CAPITAL 
 
While return on equity looks at how much in profit a company can generate relative to shareholders’ equity, 
return on invested capital (ROIC) takes that calculation a couple steps further. 

The purpose of ROIC is to figure out the amount of money after dividends a company makes based on all its 
sources of capital, which includes shareholders equity and debt. ROE looks at how well a company utilizes 
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shareholder equity, while ROIC is meant to determine how well a company uses all its available capital to 
make money. 

LIMITATIONS OF USING RETURN ON EQUITY  
 
A high return on equity might not always be positive. An outsized ROE can be indicative of a number of 
issues—such as inconsistent profits or excessive debt. As well, a negative ROE, due to the company having a 
net loss or negative shareholders’ equity, cannot be used to analyze the company. Nor can it be used to 
compare against companies with a positive ROE. 

 
 

EARNINGS PER SHARE – EPS DEFINITION 
 

What Is Earnings Per Share – EPS? 
Earnings per share (EPS) is the portion of a company's profit allocated to each share of common stock. 
Earnings per share serve as an indicator of a company's profitability. It is common for a company to report EPS 
that is adjusted for extraordinary items and potential share dilution. 

FORMULA: 

 

HOW TO CALCULATE EARNINGS PER SHARE 
The earnings per share value is calculated as the net income (AKA profits or earnings) divided by the available 
shares. A more refined calculation adjusts the numerator and denominator for shares that could be created 
through options, convertible debt, or warrants. The numerator of the equation is also more relevant if it is 
adjusted for continuing operations. 
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To calculate a company's EPS, the balance sheet and income statement are used to find the period-end 
number of common shares, dividends paid on preferred stock (if any), and the net income or earnings. It is 
more accurate to use a weighted average number of common shares over the reporting term because the 
number of shares can change over time. 

Any stock dividends or splits that occur must be reflected in the calculation of the weighted average number 
of shares outstanding. Some data sources simplify the calculation by using the number of shares outstanding 
at the end of a period. 

The calculation of EPS for three companies at the end of the 2017 fiscal year follows: 

 

WHAT DOES THE EARNINGS PER SHARE TELL YOU 
 
The earnings per share metric is one of the most important variables in determining a share's price. It is also a 
major component used to calculate the price-to-earnings (P/E) valuation ratio, where the E in P/E refers to 
EPS. By dividing a company's share price by its earnings per share, an investor can see the value of a stock in 
terms of how much the market is willing to pay for each dollar of earnings. 

EPS is one of the many indicators you could use to pick stocks. If you have an interest in stock trading or 
investing, your next step is to choose a broker that works for your investment style. A useful source for this 
next step could be Investopedia's list of the best online stock brokers for stock trading. 

Comparing EPS in absolute terms may not have much meaning to investors because ordinary shareholders do 
not have direct access to the earnings. Instead, investors will compare EPS with the share price of the stock to 
determine the value of earnings and how investors feel about future growth. 

EPS: KEY TAKEAWAYS 

• Earnings per share is a firm's profit divided by the number of common stock 
shares it has outstanding. 

• EPS shows how much money a company makes for each share of its stock. 
• A higher EPS indicates more value because investors will pay more for a firm 

with higher profits. 
• EPS can be calculated in various ways, such as excluding extraordinary items or 

discontinued operations, or on a diluted basis. 
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THE DIFFERENCE BETWEEN BASIC EPS AND DILUTED EPS 
 
The formula used in the table above calculates the basic EPS of each of these select companies. Basic EPS does 
not factor in the dilutive effect of shares that could be issued by the company. When the capital structure of a 
company includes items such as stock options, warrants, restricted stock units (RSU), these investments—if 
exercised—could increase the total number of shares outstanding in the market. 

To better illustrate the effects of additional securities on per-share earnings, companies also report the diluted 
EPS, which assumes that all shares that could be outstanding have been issued. 

For example, the total number of shares that could be created and issued from NVIDIA's convertible 
instruments for the fiscal year ended in 2017 was 33 million. If this number is added to its total shares 
outstanding, its diluted weighted average shares outstanding will be 599 million + 33 million = 632 million 
shares. The company's diluted EPS is, therefore, $3.05B / 632 million = $4.82. 

Sometimes an adjustment to the numerator is required when calculating a fully diluted EPS. For example, 
sometimes a lender will provide a loan that allows them to convert the debt into shares under certain 
conditions. The shares that would be created by the convertible debt should be included in the denominator 
of the diluted EPS calculation, but if that happened, then the company wouldn’t have paid interest on the 
debt. In this case, the company or analyst will add the interest paid on convertible debt back into the 
numerator of the EPS calculation so the result is not distorted. 

EXPANDING THE BASIC EPS FORMULA 
Earnings per share can be distorted both intentionally and unintentionally by several factors. Analysts use 
variations of the basic EPS formula to avoid the most common ways that EPS may be inflated. 

Earnings Per Share Excluding Extraordinary Items 

Imagine a company that owns two factories that make cell phone screens. The land on which one of the 
factories sits has become very valuable as new developments have surrounded it over the last few years. The 
company’s management team decides to sell the factory and build another one on less valuable land. This 
transaction creates a windfall profit for the firm. 

While this land sale has created real profits for the company and its shareholders, it is considered an 
“extraordinary item” because there is no reason to believe the company can repeat that transaction in the 
future. Shareholders might be misled if the windfall is included in the numerator of the EPS equation, so it is 
excluded. 

A similar argument could be made if a company had an unusual loss—maybe the factory burned down—which 
would have temporarily decreased EPS and should be excluded for the same reason. The calculation for EPS 
excluding extraordinary items is: 

 

Earnings Per Share from Continuing Operations 

https://www.investopedia.com/terms/u/unusual-item.asp
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A company started the year with 500 stores and had an EPS of $5.00. However, assume that this company 
closed 100 stores over that period and ended the year with 400 stores. An analyst will want to know what the 
EPS was for just the 400 stores the company plans to continue with into the next period. 

In this example, that could increase the EPS because the 100 closed stores were perhaps operating at a 
loss. By evaluating EPS from continuing operations, an analyst is better able to compare prior performance to 
current performance. 

The calculation for EPS from continuing operations is: 

 

COMBINING EPS WITH OTHER MARKET INFORMATION 
An important aspect of EPS that's often ignored is the capital that is required to generate the earnings (net 
income) in the calculation. Two companies could generate the same EPS, but one could do so with fewer net 
assets; that company would be more efficient at using its capital to generate income and, all other things 
being equal, would be a "better" company in terms of efficiency. A metric that can be used to identify 
companies that are more efficient is return on equity (ROE). 

While EPS is widely used as a way to track a company’s performance, shareholders do not have direct access 
to those profits. A portion of the earnings may be distributed as a dividend, but all or a portion of the EPS will 
be retained by the company. Shareholders, through their representatives on the board of directors, would 
have to change the portion of EPS that is distributed through dividends in order to access more of those 
profits. 

Because shareholders can’t access the EPS attributed to their shares, the connection between EPS and a 
share’s price can be difficult to define. This is particularly true for companies that pay no dividend. For 
example, it is common for technology companies to disclose in their initial public offering documents that the 
company does not pay a dividend and has no plans to do so in the future. On the surface, it is difficult to 
explain why these shares would have any value to shareholders. 

The actual notional value of EPS also seems to have a relatively indirect relationship with the share price. For 
example, the EPS for two stocks could be identical, but the share prices may be wildly different. For example, 
in October 2018, Southwestern Energy Company (SWN) earned $1.06 per share in diluted earnings from 
continuing operations, with a share price of $5.56. However, Mellanox Technologies (MLNX) had an EPS of 
$1.02 from continuing operations with a share price of $70.58. On the surface, it seems like SWN is the better 
deal because an investor is only paying $5.25 per dollar of earnings ($5.56 share price / $1.06 EPS = $5.25). 
Investors in MLNX are paying $69.20 per dollar of earnings ($70.58 share price / $1.02 EPS = $69.20). This ratio 
is also known as the earnings multiple or Price/Earnings (PE) ratio. 

Although the comparison between MLNX and SWN is extreme, investors will generally find a comparison of 
EPS and share prices between industry groups to be difficult to compare. Stocks that are expected to grow 
(e.g., technology, retail, industrial) will have a larger price-to-EPS (PE) ratio than those that are not expected to 
grow (e.g., utilities, consumer staples). 

Making a comparison of the PE ratio within an industry group can be helpful, though in unexpected ways. 
Although it seems like a stock that costs more relative to its EPS when compared to peers might be 
“overvalued,” the opposite tends to be the rule. Investors are willing to pay more for a stock, regardless of its 
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historical EPS, if it is expected to grow or outperform its peers. In a bull market, it is normal for the stocks with 
the highest PE ratios in a stock index to outperform the average of the other stocks in the index. 

ADVANCED CLASS: The detailed version of RATIOS will be presented 


