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Implied Price Return
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Bloomberg/Reuters:
Forecasts (US$)
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Resuming Coverage

(Was Restricted)

KWH-U CN / KWH_u.TO

2016a

2017e

2018e

Revenue (mln)

$744

$908

$1,066

EBITDA (mln)

$59.2

$84.2

$111.1

DCPS

$0.91

$1.02

$1.28

Dividend (C$)

$0.74

$0.78

$0.79

Payout

61%

58%

46%

DC Yield

8.9%

13.4%

16.8%

EV/EBITDA

5.4x

3.8x

4.8x

P/DCPS

8.4x

7.5x

6.0x

Financial Data (Pro-form a USGE):
Basic Shares Outstanding (mln)
Market Capitalization (C$ mln)

55.4
$561.7

Net Debt (US$ mln)

$106.8

Enterprise Value (C$ mln)

$703.7

Net Debt to Capitalization

16%

Net Debt to 2018e EBITDA

1.0x

Industry Rating: Market Weight
(NBF Economics & Strategy Group)

Company Profile:
Crius Energy Trust is an independent energy retailer,
offering electric, gas and solar solutions to over ~1.4 mln
(post USGE acquisition) customers through an innovative
family-of-brands strategy and multi-channel marketing
approach.

HIGHLIGHTS
Off restriction post financing
We are resuming coverage following KWH’s C$110 mln equity
raise, with an additional ~C$16.5 mln of proceeds available
should the over-allotment be exercised within 30 days (which
we anticipate). KWH issued 11.2 mln units priced at $9.80/unit,
reflecting a 28% increase and taking market cap to >$500 mln.
 Set to acquire USGE early next month
The C$110+ mln of proceeds are slated to partially fund the
US$172.5 mln acquisition (which includes US$20 mln in
working capital) of U.S. Gas & Electric (USGE), owned by
private equity fund MVC Capital. The balance of the total
purchase price is from US$47.5 mln of non-amortizing sellers’
notes, US$30 mln in KWH units to USGE & US$20 mln drawn
on the Macquarie credit facility. The Florida based energy
retailer provides electricity and natural gas solutions to ~375k
commercial and residential customers (RCE’s) in 11 U.S. states
and D.C. The transaction is scheduled to close July 5.
 Multiple considerations support the acquisition
Including: 1) grows KWH’s RCE book +37% in predominately
familiar markets, while expanding into new (Michigan,
Kentucky); 2) higher quality customer profile, with USGE gross
margin >US$200/RCE (KWH ~$160/RCE); 3) a complimentary
sales mix that adds new distribution channels; 4) better
customer mix, with natural gas increasing from ~6% to ~14% of
the book; 5) leverage remains a comfortable ~1x net debt to
‘18e EBITDA (TSX diversified income peers averaging ~2.4x),
with an est. >US$25 mln dry powder and positioned for a new
expanded credit facility; 6) provides a greater footprint to
cross-sell high the high IRR solar offering and leverage legacy
exclusive channel relationships (i.e., Comcast); 7) The
aggregate purchase price implies a favourable 4.7x LTM
EBITDA multiple, below public peers and recent relevant
transactions (typically 6x-9x); and 8) highly accretive, our ‘18e
DCPU forecast increasing 20% to $1.28 (with add’l upside from
likely synergies). This translates to a sub-50% payout ratio,
further supporting our view that KWH has arguably the best
income growth potential in our universe.
 Target increased to $13 (from $12) & reiterate Outperform
Stock Performance (Thomson)
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Transaction Summary
KWH is acquiring U.S. Gas & Electric (USGE), a retailer of electricity and natural gas since
2003 to commercial and residential customers in Connecticut, D.C, Illinois, Indiana,
Kentucky, Maryland, Massachusetts, Michigan, New Jersey, New York, Ohio and
Pennsylvania. USGE is to be acquired for and aggregate purchase price of US$152.5 mln
plus ~US$20 mln in working capital, which implies a 4.7x LTM acquisition multiple. We
highlight the implied transaction multiple represents a significant discount to comparable
integrated retailers and industry transactions (typically 6x-9x). The transaction is expected to
close early Q3/17 pending regulatory approval.
•

USGE acquisition adds scale and high-quality customers
Upon closing of the acquisition KWH will move into the top ten largest energy retailers in
North America, increasing its customer count by ~375k to ~1.4 mln. The addition of USGE’s

customer book should improve overall gross margins per customer as KWH’s existing
gross margin per RCE of ~US$160 is well below USGE’s LTM US$200 per RCE.
Contributing to USGE’s more favourable profitability is its larger residential customer
base (54% residential / 46% commercial) which typically yields higher margins. Also
supporting the enhanced profitability is USGE’s customer base which is largely enrolled
in purchase of receivables (POR) programs, which contractually requires
investment-grade credit rated utility companies to purchase USGE’s customer
receivables. The process effectively high-grades USGE’s receivables resulting in lower
exposure to bad debts.
USGE PORTFOLIO MIX

So urce: Co mpany Repo rts, NB F

•

Improved direct consumer channels
USGE’s traditional customer marketing channels compliment KWH’s focus on more
innovative business development and sales approaches (i.e., Viridian / commercial
partnerships). Enhanced telemarketing, door to door sales and broker network expertise
bolsters KWH’s already high performing customer acquisition strategies.

•

Portfolio diversification
Comparable to KWH’s portfolio, USGE’s commodity portfolio is primarily composed of
electricity (62% USGE exposure vs. 94% KWH legacy). However USGE’s portfolio offers
investor’s significantly more exposure to natural gas given its 38% portfolio composition
compared to just 6% for KWH’s legacy portfolio. Pro-forma the acquisition, KWH’s total
natural gas exposure increases to ~14%, which we argue is positive given the diversification
benefits reducing both commodity price and product concentration risks. In addition, 30% /
70% of KWH’s pro-forma contracts will be variable / fixed compared to 20% / 80% previously,
while its customer segmentation is largely unchanged at 62% residential and 38%
commercial (previously 65% residential / 35% commercial).

•

Enhancing footprint in existing markets, entering two new states
There is significant geographic overlap between the USGE and KWH portfolios, with USGE
currently operating in 10 of KWH’s existing markets, while offering the company access to
two new states, Michigan and Kentucky. In our view, the complimentary nature of both
companies’ sales practices (USGE more traditional, KWH more innovative), combined with
USGE’s proportionally larger natural gas operation and KWH’s solar offering should generate
synergies, cross-selling and organic growth opportunities, all while reducing competition.
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PRO-FORMA PORTFOLIO

So urce: Co mpany Repo rts, NB F

•

Ticks all the key boxes
Including: 1) highly accretive, our 2018e DCPU forecast increasing +20%, which assumes
~US$5 mln of synergies that we believe could total US$10+ mln over time as costs are
rationalized and sales synergies exploited; 2) balance sheet health maintained, with net debt
to 2018e EBITDA a comfortable ~1x; and 3) dry powder remains to finance near-term growth
opportunities, we calculate US$25+ mln in available credit, but note that given KWH’s
aggressive growth in recent years it is well positioned to secure a larger / more attractive
credit facility than the one it currently has with Macquarie.

Investment Summary
At 4.8x 2018e EV/EBITDA and 6x P/CF KWH trades at a sharp discount to all of its peer
groups (TSX dividend equities, North American energy retailers), a gap we expect will
continue to narrow as its unique combination of yield and growth are further demonstrated.
The addition of USGE is both strategic and lucrative for investors, who we expect will be
rewarded with ongoing dividend growth (+2%/Q since Q1/16) given a sub-50% payout ratio.
Our target price increases to $13 (was $12 prior to restriction) which implies an unchanged
~5.75x 2018e EV/EBITDA valuation, and we reiterate an Outperform rating.
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DISCLOSURES:
Ratings And What They Mean: PRIMARY STOCK RATING: NBF has a three-tiered rating system that is relative to the coverage universe of the particular analyst. Here is a brief
description of each: Outperform – The stock is expected to outperform the analyst’s coverage universe over the next 12 months; Sector Perform – The stock is projected to perform in
line with the sector over the next 12 months; Underperform – The stock is expected to underperform the sector over the next 12 months. SECONDARY STOCK RATING: Under
Review  Our analyst has withdrawn the rating because of insufficient information and is awaiting more information and/or clarification; Tender  Our analyst is recommending that
investors tender to a specific offering for the company’s stock; Restricted  Because of ongoing investment banking transactions or because of other circumstances, NBF policy and/or
laws or regulations preclude our analyst from rating a company’s stock. INDUSTRY RATING: NBF has an Industry Weighting system that reflects the view of our Economics & Strategy
Group, using its sector rotation strategy. The three-tiered system rates industries as Overweight, Market Weight and Underweight, depending on the sector’s projected performance
against broader market averages over the next 12 months. RISK RATING: NBF utilizes a four-tiered risk rating system, Below Average, Average, Above Average and Speculative.
The system attempts to evaluate risk against the overall market. In addition to sector-specific criteria, analysts also utilize quantitative and qualitative criteria in choosing a rating. The
criteria include predictability of financial results, share price volatility, credit ratings, share liquidity and balance sheet quality.
General – National Bank Financial (NBF) is an indirect wholly owned subsidiary of National Bank of Canada. National Bank of Canada is a public company listed on Canadian stock
exchanges.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based
upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein.
Research Analysts – The Research Analyst(s) who prepare these reports certify that their respective report accurately reflects his or her personal opinion and that no part of his/her
compensation was, is, or will be directly or indirectly related to the specific recommendations or views as to the securities or companies.
NBF compensates its Research Analysts from a variety of sources. The Research Department is a cost centre and is funded by the business activities of NBF including, Institutional
Equity Sales and Trading, Retail Sales, the correspondent clearing business, and Corporate and Investment Banking. Since the revenues from these businesses vary, the funds for
research compensation vary. No one business line has a greater influence than any other for Research Analyst compensation.
Canadian Residents – In respect of the distribution of this report in Canada, NBF accepts responsibility for its contents. To make further inquiry related to this report, Canadian residents
should contact their NBF professional representative. To effect any transaction, Canadian residents should contact their NBF Investment advisor.
U.S. Residents – With respect to the distribution of this report in the United States, National Bank of Canada Financial Inc. (NBCFI) is regulated by the Financial Industry Regulatory
Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC). This report has been prepared in whole or in part by, research analysts employed by non-US
affiliates of NBCFI that are not registered as broker/dealers in the US. These non-US research analysts are not registered as associated persons of NBCFI and are not licensed or
qualified as research analysts with FINRA or any other US regulatory authority and, accordingly, may not be subject (among other things) to FINRA restrictions regarding communications
by a research analyst with the subject company, public appearances by research analysts and trading securities held a research analyst account.
All of the views expressed in this research report accurately reflect the research analysts’ personal views regarding any and all of the subject securities or issuers. No part of the analysts’
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this research report. The analyst responsible for the production of
this report certifies that the views expressed herein reflect his or her accurate personal and technical judgment at the moment of publication. Because the views of analysts may differ,
members of the National Bank Financial Group may have or may in the future issue reports that are inconsistent with this report, or that reach conclusions different from those in this
report. To make further inquiry related to this report, United States residents should contact their NBCFI registered representative.
UK Residents – In respect of the distribution of this report to UK residents, National Bank Financial Inc. has approved the contents (including, where necessary, for the purposes of
Section 21(1) of the Financial Services and Markets Act 2000). National Bank Financial Inc. and/or its parent and/or any companies within or affiliates of the National Bank of Canada
group and/or any of their directors, officers and employees may have or may have had interests or long or short positions in, and may at any time make purchases and/or sales as
principal or agent, or may act or may have acted as market maker in the relevant investments or related investments discussed in this report, or may act or have acted as investment
and/or commercial banker with respect thereto. The value of investments can go down as well as up. Past performance will not necessarily be repeated in the future. The investments
contained in this report are not available to retail customers. This report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or
subscribe for the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial Conduct Authority.
National Bank Financial Inc. is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.. National Bank
Financial Inc. is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
HK Residents – With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) regulated activity, the contents of this report are solely for informational purposes. It has not been approved by, reviewed by,
verified by or filed with any regulator in Hong Kong. Nothing herein is a recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any
transaction. None of the products issuers, NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the
foregoing assume any loss suffered by you in reliance of such information.
The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such information will only be
available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If you are in any doubt as to your status you
should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not intended for public distribution. Please note that neither this material nor
the product referred to is authorized for sale by SFC. Please refer to product prospectus for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional and financial and other
interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which are managed by NBCFMA or its affiliates that may
purchase or sell such securities and instruments.
No other entity within the National Bank of Canada group, including NBF, is licensed or registered with the SFC. Accordingly, such entities and their employees are not permitted and do
not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively
market their services to the Hong Kong public.
Copyright – This report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, opinions or
conclusions contained in it be referred to without in each case the prior express written consent of National Bank Financial.
NBF is a member of the Canadian Investor Protection Fund.
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NBF quarterly ratings summary and the total ratings by month can be found on our website under Research and Analysis/Equities/About NBF Research/Quarterly Ratings Summary (link
attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=803&templateID=249
The NBF Research Dissemination Policy is available on our website under Legal/Research Policy (link attached) http://www.nbcn.ca/cmst/site/index.jhtml?navid=712&templateid=243
Click on the following link to see the company specific disclosures http://www.nbcn.ca/contactus/disclosures.html
Click on the following link to see National Bank Financial Markets Statement of Policies http://nbfm.ca/en/statement-of-policies/
If a company specific disclosure is not found herein for a listed company, NBF at this time does not provide research coverage or stock rating for the company in question.
Additional company related disclosures for Crius Energy Trust (2,3,4,5,6,7)
2
3
4
5
6
7

National Bank Financial Inc. has acted as an underwriter with respect to this issuer within the past 12 months.
National Bank Financial Inc. has provided investment banking services for this issuer within the past 12 months.
National Bank Financial Inc. or an affiliate has managed or co-managed a public offering of securities with respect to this issuer within the past 12 months.
National Bank Financial Inc. or an affiliate has received compensation for investment banking services from this issuer within the past 12 months.
National Bank Financial Inc. or an affiliate has a non-investment banking services related relationship during the past 12 months.
The issuer is a client, or was a client, of National Bank Financial Inc. or an affiliate within the past 12 months.

