


Investment Thesis

UNIQUE SHORT-TERM GROWTH PROSPECTS

I am initiating a coverage of DCP Midstream with a BUY at market price and a $19.16 price target. I view DCP as a best in class in term of pipeline coverage; the company also states it is the largest provider in the United States. DCP has shown a steep decline in its stock price over the past year but is now about to come back strong with a projected 24% increase in revenue. As a result, DCP has the capability to achieve the stock price it once had back in mid-2018 of around $45/share.

For the long:
1. They are the biggest in the United States so they have security:
DCP is the largest transporter of Natural Gas through its pipeline service. They also do refining of the oil that other manufactures extract from the soil. They are not as exposed to the risk associated to extracting oil as they can buy it from multiple providers. They will, however, be impacted for the price they buy the oil at. 
2. They are planning to expand their pipeline network during the next years: 
With a growing network, DCP will remain the biggest transporter in the United States. They will then be protected from its competitors expanding as well. 
3. Risk factor to be taken into account is the recent poor performance of DCP’s stock price: 
Even though, DCP is expected to have a strong growth in revenue, the company still had a bad run due to a considerable risk factor. They are very dependent on the demand for NGL and Crude Oil, and their down turn in the recent year has been due to a decline in the price of Crude Oil and NGL. 

For the short:
1. Growth opportunity as they will expand, revenues should increase: 
From all the sources researched, all point to an above 20% increase of revenue. The revenue had recently seen decline as severe as 16% for multiple quarters. Therefore, the increase in revenue will likely reassure the shareholders. 

Key Catalysts for price change
• Politics around Crude Oil and NGL
• Prices and demand for Crude Oil moving forward to lower CO2 emission world.
• Potential competitors catching up to DCP

Valuation
My $19.16 price target is derived from 100% Discounted Unlevered Free Cash Flow estimates.
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DCP Midstream, LP

Symbol: DCP

Analyst

Lionel Sicard

Buy below

$17.83

Sell above

$21.54

Probability of  Price Increase

100%

Last Price

$15.59

Intrinsic Value

$20.36

Target Dividends

$3.13

Target Price

$19.16

Sector Energy

Industry Oil, Gas and Consumable Fuels

Last Guidance December 11, 2018

Next earnings date May 6, 2020

People

van Kempen, Wouter, Chairman, President & CEO

O’Brien, Sean, Group VP & CFO of DCP Midstream, LLC

Baldridge, Donald, President of Operations of DCP Midstream GP LLC

Backes, Brent, Group VP, General Counsel & Corporate Secretary

Walker, Corey, President of Operations of DCP Midstream GP, LL

Loving, Richard, Chief Accounting Officer of DCP Midstream GP LL

Top Competitors

Targa Resources Corp. Cheniere Energy Partners, L.P.

Phillips 66 NuStar Energy L.P.

Eneabba Gas Limited Cheniere Energy, Inc.

Western Midstream Partners, LP Holly Energy Partners, L.P.

TC PipeLines, LP Crestwood Equity Partners LP

Market Statistics Ownership

Market Capitalization (mil) $3,247.86 Shares outstanding (mil) 208.33

Last Price per share $15.59 Weighted Diluted shares outstanding (mil) 153.10

52 week high $34.15 Options and Warrants (Shares equivalent) 0.00

52-week low $14.46 % shares held by institutions 40%

"INPUT from BB"

Volatility 39.07% % shares held by investments Managers 33%

"INPUT from BB"

Daily volume (mil) 2.28 % shares held by hedge funds 1.86%

"INPUT from BB"

Short interest 3.02% % shares held by VC/PE firms 1.532%

"INPUT from BB"

Days to cover short interest 5.44 % shares held by insiders 0.04% 0.00%

Beta 1.24 Poison Pill and Type

Financials Quarterly Earning Surprises (Actual/Median Estimates)

Profitability DCP (LTM) DCP Historical Peers' Median (LTM) Revenue Last 5 quarters

Return on Capital 3.5% 2.92% 5.70% 12/31/2018 $9936 (-30.7%)

Adjusted EBITDA Margin 12.0% 5.57% 31.31% 3/31/2019 $8904 (-23.9%)

Return on Equity -1.8% 1.7% 31.5% 6/30/2019 $7076 (-47.4%)

Adjusted Net margin -1.5% 1.4% 20.9% 9/30/2019 $6800 (-30.7%)

Invested Funds DCP (LTM) DCP Historical Peers' Median (LTM)

12/31/2019 $7772 (-22.4%)

Cash/Capital 0.0% 0.1% 2.2%

History: Last 10 years

NWC/Capital -0.4% -0.9% 0.9% Mean Surprise 32.71%

Operating Assets/Capital 99.1% 99.2% 92.8% 99th percentile "surprise" range -335% to 401%

Goodwill/Capital 1.3% 1.5% 0.3%

EBITDA Last 5 quarters

Capital Structure DCP (LTM) DCP Historical Peers' Median (LTM)

12/31/2018 $1256 (6.8%)

Total Debt/(Market Cap.+ Other Claims on Capital) 0.51 0.45 0.42 3/31/2019 $600 (-46.5%)

Minority Interest/(Market Cap.+ Other Claims on Capital) 1.1% 0.2% 1.5% 6/30/2019 $764 (-31%)

Preferred Equity/(Market Cap.+ Other Claims on Capital) 2.3% 6.2% 0.0% 9/30/2019 $552 (-50.7%)

CGFS Credit Rating  C CC 12/31/2019 $472 (-60.5%)

Credit Rating Model bbb- bbb-

History: Last 10 years

Probability of Default Model d to ccc+ b- to b Mean Surprise -9.12%

Likely Current Cost of Debt 4.97% 5.14% 99th percentile "surprise" range -129% to 111%

Likely Current Cost of Equity (Cost of Debt + MRP) 14.97% 15.14%

Likely Current WACC 11.55% 12.1%
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Description



NONE



DCP Midstream, LP, together with its subsidiaries, owns, operates, acquires, and develops a portfolio 

of midstream energy assets in the United States.
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Investment Thesis

UNIQUE LONG-TERM GROWTH PROSPECTS AND MARGIN EXPANSION 

I am initiating a coverage of DCP Midstream with a BUY at market price and a $40 price target. I view DKS as a best-

in-class big box retailer with solid long term sq. ft. growth prospects benefiting from the product innovation occurring 

in the athletic space. While still exhibiting characteristics of a high growth retailer that can double its current 

footprint, DKS has also reached a level of maturity characterized by meaningful cash flow generation. As a result, DKS 

now has the capacity to fund growth while also reinvesting in structural improvements to its gross margin. I believe DKS 

is one of few retailers that offers both organic unit growth and structural margin improvement opportunities.

For the long: 

1. Leveraged to the athletic cycle while enjoying ample organic growth opportunities:

Irrespective of the share gainers and losers in the intensifying battle of the brands, DKS is positioned as the principal 

beneficiary, in my view, not only does the company sit at the center of the athletic space in which innovation from UA, 

NKE, and Adidas is generating continual new product introductions, it also can double its domestic store growth 

opportunity from today’s base. I believe this combination offers immediate exposure to the current athletic footwear 

and apparel product cycles and longer term scaling opportunities as the company executes on its store growth plan. The 

net result is visibility into projected annual earnings growth of mid-high teens for the next three years.

2. E-commerce opportunity in nascent stages and will add an estimated 40-50bps to comp over next three years: 

With e-commerce representing less than 3% of DKS total sales, I believe the opportunity to expand its online presence 

will contribute 40-50bps annually to revenue growth for the next three years on conservative estimates of 15-20% 

annual growth.

3. Investing in structural gross margin expansion: 

With $5/share in cash on the balance sheet, DKS is in an enviable position that allows it to pursue organic growth 

avenues and reinvest a portion of those dollars back into margin-enhancing initiatives. I believe the company’s 

regionalization and inventory management efforts coupled with the resumption of its private brand strategy can add a 

conservative 50-75bps to gross margin over the next three years.

For the short:

1. Deceleration in the product cycle: 

The current athletic cycle has been strong thus far, and I expect the strength to continue. If a slowdown were to 

occur, my top-line growth assumptions might prove aggressive.

2. Slower adoption of gross margin initiatives that could delay mymargin expansion thesis: 

If the company were to enact its margin initiatives at a slower pace than I anticipate, it could pose a risk to my 

estimates.

Key Catalysts for price change

• New stores addedor increase in sq.footage.

• E-commerce growth.

• Impacton grossmargins due to regionalization and inventory management.

Valuation

My $40 price target is derived from Discounted Unlevered Free Cash Flow estimates
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DCP Midstream, LP

Symbol: DCP Cost of Capital Estimates

Analyst

Lionel Sicard CGFS Credit Rating  Credit Rating Model Probability of Default ModelModel

Buy below

$17.83

Implied Cost of Borrowing (DCP) 5.8% 4.4% 6.9%

Sell above

$21.54

Implied Cost of Borrowing (Peers) 5.3% 4.6% 5.7%

Probability of  Price Increase

100% Base Year Explicit Period (15 years) Continuing Period

Last Price

$15.59

Cost of New Debt Estimate 5.59% 10.00% 10.00%

Intrinsic Value

$20.36

Country Risk Premium Estimate 10.00% 10.00% 10.00%

Target Dividends

$3.13

Cost of Equity Estimate 15.59% 20.00% 20.00%

Target Price

$19.16

WACC Estimate 8.82% 12.80% 12.80%

Forecast Assumptions

Fiscal Year

Revenue Growth

EBITDA Margin

CAPEX/Revenue DPR/CAPEX

Base Year (Actual) -16.62%

11.0%

6.8% 0.78 SBC/Revenue 0.00%

year 1 16.00%

12.0%

7.0% 0.80 Constant/same as LTM

year 2 5.00%

12.0%

7.0% 0.80 Lease term 10

year 3 4.00%

12.0%

7.0% 0.80 Rent Expense/Revenue 0.42%

year 4 3.00%

12.0%

7.0% 0.80 Tappers off to historical average

year 5 3.00%

12.0%

7.0% 0.80 R&D life 10

year 6 3.00%

12.0%

7.0% 0.80 R&D Expense/Revenue 0.00%

year 7 2.95%

12.0%

7.0% 0.80 Constant/same as LTM

year 8 2.90%

12.0%

7.0% 0.80 LIFO Reserve Tappers off to zero

year 9 2.84%

12.0%

7.0% 0.80 Non-operating pension costs Tappers off to zero

year 10 2.79%

12.0%

7.0% 0.80 Net financing pensions costs  Tappers off to zero

year 11 2.74%

12.0%

7.0% 0.80 Overfunded pension plans Tappers off to zero

year 12 2.69%

12.0%

7.0% 0.80 Capitalized interests Constant/same as LTM

year 13 2.64%

12.0%

7.0% 0.80 Dividends/Revenue 1.00%

year 14 2.59%

12.0%

7.0% 0.80 Tax Rate 12.99%

year 15 2.53%

12.0%

7.0% 0.80

Continuing Period 2.48%

12.8%

7% 1.00

Simulation Assumptions

Random Variables Distribution Assumption MAX Likelly MIN

Deviations in annual Revenue Growth--Expl. Per. Triangular 18.57% 0% -17.26%

Deviations in annual Revenue Growth --Cont. Per. Normal 1.39% 0% -1.39%

Deviations from EBITDA Margin base annual estimates Triangular 27.51% 0% -4.00%

Deviations from CAPEX/Revenue base annual estimates Triangular 36.20% 0% -3.95%

Deviations from Kd base annual estimates Triangular 2.54% 0% -6.61%

Deviations from CRP base annual estimates Triangular 5.00% 0% -5.00%

Deviations from TEV/Revenue base estimate Triangular 3.95 0% -3.95

Deviations from TEV/Revenue base estimate Triangular 1.62 0% -4.36

Change in P/BV (TTM) Triangular 48.09 0% -1.29

Change in P/E (FW) Triangular 5.76 0% -6.08

Recovery Rate Triangular 10.00% 0% -10%

Valuation

DCF Valuation

Base Explicit Period (Average) Continuing Period

Revenues

$7,638.00 $10,989.50 $13,819.80

Net Margin

-1% -2% -3%

LFCF

$1,114.88 $553.34 $130.92

Ke 15.59% 20.00% 20.00%

ROE -1.79% 2.89% -0.72%

Relative Valuation

Median Justified Multiple Basis Implied Equity Value

EV/Rev (FW) 4.4x $8,958.39 $31,538.07

EV/EBITDA (FW) 10.2x $1,075.01 $3,267.46

P/BV (TTM) 2.4x $5,754.35 $13,890.36

P/E (FW) 12.2x $0.00 $0.00

Asset Based Valuation Valuation Summary

Intrinsic Value Target Price Model Weight

Recovery Rate 60%

DCF Valuation

21.25 $                            20.05 $                                        100%

Capital

$11,982.62

EV/Rev (FW)

206.00 $                         220.75 $                                      0%

Intangibles

$220.00

EV/EBITDA (FW)

21.34 $                            19.82 $                                        0%

Claims

$6,861.44

P/BV (TTM)

90.73 $                           95.32 $                                        0%

Implied Equity Value

$196.14

P/E (FW)

- $                               (3.40) $                                        0%

Asset Based Valuation

1.28 $                              (2.01) $                                         0%

Price per Share

21.25 $                            20.05 $                                        100%

Other
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Intrinsic Value Distribution--Probability (Upside)=100%

0.00%

0.00%

0.00%

0.00%

0.00%

43.86%

10.39%

12.86%

10.96%

Asset Recovery Rate

P/E

P/BV

TEV/EBITDA

TEV/Rev

Discount Rate

CAPEX/Rev

EBITDA Margin

Revenue growth

Sensitivity: Price Variance Attribution Analysis


