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 Editor’s Notes A unique research firm, KeyStone Financial has over a 20 year track record of successfully uncovering  
undervalued growth and value stocks. Real companies, producing real revenue and earnings growth, 
trading at low prices – How do we do it? We simply dig deeper and search further into areas where 
traditional big bank or large institutional research does not look – providing you with independent 
coverage on some of Canada’s most exciting and undervalued stocks. 

KeyStone’s Income Stock Report provides investors with independent, unbiased coverage on a wide 
variety of income producing stocks from a cross-section of industries. Our Model Portfolio section 
provides subscribers with ongoing coverage of up to 36 individual companies, categorized into 3 sepa-
rate risk profiles (Conservative, Moderate and Aggressive). Readers can use this information to assist 
with the construction of their own income portfolios as well as to analyze the investment performance 
of this publication.  
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Dividend Re-Investment Plans (DRIPs)
What is a Drip?

A dividend reinvestment program or dividend reinvestment plan (DRIP) is an equity investment option of-
fered directly from the underlying company (the stock you are investing in). The investor does not receive quar-
terly dividends directly as cash; instead, the investor’s dividends are directly reinvested in the underlying equity.

KeyStone’s Take: “DRIPing” can be a powerful long-term strategy – the key is to buy the right stocks, be pre-
pared for a little DIY work, and get ready to get rich…slowly. Unfortunately, it is one of the least talked about 
financial strategies on Wall Street - Why? Because a DRIP can be set-up so investors pay no ongoing brokerage 
fees. If Wall Street isn’t getting a cut, then you are not likely to hear about it. For a long-term investor, DRIPs can 
be great – not only do you pay no ongoing broker fees, you can buy shares in some great companies at a discount 
to their price on the market (often 2-5%!). It’s like being a member of an exclusive investment club and it’s FREE.

But DRIPs are not for all investors. In fact, if you do not like doing a decent amount of up-front do-it-yourself 
(DIY) work or have a short-term outlook, then you should probably find another strategy. DRIPing is DIY invest-
ing to the next level, but the benefits are real. In fact, after you have done the initial legwork, a DRIP portfolio is 
actually quite simple to maintain long term.

We see two types of investors well suited for DRIPing. Both have a long-term time horizon’s – investors who 
set up a DRIP, particularly in the traditional form, should be looking at holding periods of 5 years and beyond at 
minimum.

Mr. or Ms. Shoestring Budget or Parent/Grandparents

This individual typically has a very limited budget but wants to start investing outside of a registered account with 
a long-term investment horizon (5-years minimum). Mr. or Ms. Shoestring Budget can begin with 1 share in each 
company, set-up the DRIP with a Share Purchase plan and purchase more shares overtime as their budget allows 
without paying any additional commissions – plus they often will buy the shares at a discount to market prices. We 
will also include parents or grandparents who want to give 5-10 stock portfolio (1 share in each company) as a gift 
to their children or grandchildren to help teach them about money, finance, compounding, investing generally, and 
how the stock market works. This can be a very thoughtful, meaningful and ultimately very profitable exercise. 
Parent and grandparents can choose to add to the purchases each year as well and pay no ongoing commissions.

Mr. or Ms. Savvy & Frugal

We will focus more on these individuals for the purpose of this special report. This individual has a decent sized 
portfolio or is in the process of constructing one. His or her DRIP Portfolio of 10-12 stocks becomes one com-
ponent of their broader overall portfolio. To them, the ideal of saving money in commissions up front and paying 
none on an ongoing basis is appealing. They are also drawn to the idea of a disciplined systematic purchase of 
shares at a discount to the market price overtime. These individuals are willing to put in a little effort up front for 
the potential of long-term outperformance. They appreciate the DIY style but also recognize the value of great 
advice to point them in the right direction. Perhaps most importantly, for these investors, we see setting up a DRIP 
as a more efficient, disciplined, and cost affective plan for investing in solid long-term stocks.

Two Forms of DRIPs – Regular & Synthetic DRIP

Regular DRIP/Share Purchase Plan (SPP)

The DRIP/SPP strategy is where an investor can purchase one or more shares of a participating publicly traded 
company, and have the dividends reinvested automatically.

The advantages are that investors can reinvest dividends without any commission fees and the ability to purchase 
partial shares with even the smallest of dividends. The downside is that it is a bit of a process to get started in the 
DRIP program, and there are limited companies that offer this option. In terms of Regular DRIPs, one negative is 
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that you cannot use them under a registered account - TFSA, RRSP and RESP.

From a summary perspective (full details later in our report), the process is as follows:

Find companies that offer the DRIP/SPP program then purchase your share or shares with your discount bro-• 
ker.
Call your broker and request a share certificate (fee involved).• 
Mail certificate to the transfer agent.• 

Synthetic DRIP

The synthetic DRIP is a way for discount brokers to re-invest your dividends. There are a couple of distinctions 
between a regular DRIP and a typically synthetic DRIP that are worth noting.

Negatives:
Only full shares will be purchased versus the fractional shares that can be purchased immediately in a full • 
DRIP. For example; you own 10 shares in a stock trading at $100 per share ($1,000 value). The stock pays a 
12.5% dividend annually. After one year receive $125 in dividends. Under a full DRIP your money immediate-
ly goes to work and you get to purchase 1.25 additional shares (assuming the price is still $10 per share). Under 
a synthetic DRIP you buy one share for $100 and the $25 sits there for one year until you have enough to buy 
one more full share. This may not seem like much, but over 10-20 years it can really add up in missed returns 
if the stock performs reasonably well.
Some discount brokerages do not honour the “share price discounts” offered under some DRIPs. This is an-• 
other big minus.
You often need a minimum balance in a discount brokerage account – otherwise you will be charged addition-• 
al annual fees. This can be a big issue if you are Mr. or Ms. Shoestring Budget.

Positives:
You can DRIP in all of your accounts; non-registered, TFSA, RRSP and RESP. (Full DRIPs are limited to • 
non-registered accounts).
The process is far simpler than a Regular DRIP – easier to sell and manage.• 

Synthetic DRIP – Honour DRIP Discounts

From our research the following well-known Canadian online brokers will honour the share price discounts (typi-
cally 2-5% below market price) offered by stocks under their DRIP plans. The best way to confirm whether your 
broker will pass along the discount when Synthetically DRIPing a particular company is to simply contact them 
and ask.

CIBC - Investor’s Edge
Royal Bank - RBC Direct Investing
TD Bank - TD Direct Investing
Scotia bank - iTrade Canada
QTrade Financial Group - QTrade Investor

Pros & Cons of DRIP Investing vs. Regular Investing

Again, DRIP investing is not suited for all investors. In fact, most of the growth stocks in our Small-Cap Canadian 
Growth Stock Research do not offer DRIPs. On the other hand, many of the high quality dividend paying stocks 
in our Canadian Income Stock Research do offer full DRIPs and one can use a synthetic DRIP on most dividend 
paying stocks. We suggest DRIPing can become one tool in your overall portfolio. To help you further assess 
whether or not DRIPing is right for you, below we list some of the major Pros (Advantages) and Cons (Disadvan-
tages) of DRIPs.

Pros (Advantages)          
DRIPs provide dollar-cost averaging.• 
Most full and synthetic DRIPs have no ongoing commissions or fees.• 
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It can be an automatic savings method or even forced savings.• 
Some DRIPs & SPPs provide discounts to the market price.• 
DRIPs can help take the emotion out of investing – automatic purchases.• 
Full DRIPs allow partial shares to be purchased – helping put all of your money to work.• 
You can invest small amounts in a cost efficient way.• 
Full and synthetic DRIPs take advantage of compounding.• 
Many great stocks offer full DRIPs with Share Purchase Plans (SPPs).• 
Many great stocks have SPPs with no minimum purchase requirement. Meaning, you can buy partial stock • 
shares for as little as $10 or $15 or $20 for examples.
DRIPs can be used as a great learning tool for children or grandchildren.• 

Cons (Disadvantages)
No income stream – your dividends are reinvested, not paid out to you.• 
No control on valuation & timing of purchases (to an extent there is some control under the SPP).• 
No further diversification via reinvested dividends.• 
You cannot DRIP in a tax sheltered account (RRSP, TFSA. RESP).• 
A good deal more paperwork and snail mail.• 
The taxation can be complicated – good records should be kept.• 
Time consuming to setup.• 

Highlighted Pro’s (Advantages) & Cons (Disadvantages) of DRIP 
Investing Generally
Pros

#1 Dollar Cost Averaging: Since DRIPs make it feasible for you to invest small amounts on a regular basis, you 
reduce your risk of buying large chucks of shares at exactly the wrong time. You’re automatically buying more 
shares when the price is low and fewer shares when prices rise. That means you don’t need to pay much attention 
to market fluctuations, and you benefit from any temporary bargains that come along. This is called “dollar cost 
averaging” and it’s a simple and reliable way to build greater wealth over time – provided you pick the right stocks.

#2 No Commissions (low start-up, no ongoing fees): Using a DRIP is very cost efficient. We always say that 
commission is a concern, but with discounts brokerages offering relatively low cost purchasing, it should not be 
the determining factor. The quality and value proposition of the investment or stock in question should hold by far 
the most weight in your investment decision. All things being equal, if the stock you are considering buying and 
holding long term offers a DRIP, then it is the most cost effective strategy.

Once a DRIP is setup, there are usually no or very low ongoing fees – particular in Canada. In fact, DRIPs are 
one of the only areas of investing where Canadians appears to pay less fees – shocking! You can buy shares and 
reinvest your dividends without having to pay a commission or fee to your broker. This is one of the biggest advan-
tages of a DRIP & SPP. Depending on the plan you have you will either have to mail in a cheque/check or setup a 
pre-authorized debit from your bank account to buy more shares. If you have to mail in a cheque/check then the 
cost to buy more shares is the price of a stamp. If it’s a pre-authorized debit it should be free. All in, under a tradi-
tional DRIP, you pay very low fees.

In most cases to setup a traditional DRIP you will have two initial fees – the broker fee to buy your initial share(s) 
and the price to get your share certificate in your name.  If you are smart about it, the first should not cost you 
more than $10 to $25 and in most cases it should be closer to $10. Most brokers will charge you around $5 to $30 
every time you buy shares. The price tag for getting the certificate in your name is in the range of $50-$60.

For investors who don’t have a lot of money and want to accumulate shares slowly by investing a set amount on 
a regular basis (for example $100 per month), DRIPs and SPPs offer a great way to accumulate shares in a low 
cost manner. Investing $100 at a time with a broker means you lose a large portion of your investment initially to 
broker commissions which typically range from $5 to $30 per buy. In most cases, once a traditional DRIP and SPP 
are setup the fee to buy more shares should either be nothing or the cost of a stamp.
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In terms of a synthetic or broker run DRIP - most now offer DRIP for absolutely no cost, which means that one 
can purchase new shares in companies without any commissions.

#3 Very Small Amount to Start: In many cases, investors can begin a DRIP with 1 share in the company. This 
gives all investors, including those with relatively little capital to invest in stocks, to be able to benefit from the 
program all the same.

#4 Company/Fund DRIP Discount: Furthermore, many Canadian companies offer a discount when inves-
tors buy shares under their full DRIP or SPP program. This simply means that investors can purchase additional 
shares at a discount to the market price every time they use their dividends to do so. The discount ranges from 1% 
to around 5%. While this does not sound like much, it does add up over time, giving investors utilising the DRIP 
program an advantage. Some brokers will not match this DRIP discount in their synthetic DRIP. For Canadian 
investors, we have listed (above) the brokerages which will match the DRIP discount. Of course, this information 
is subject to change.

#5 Grows Shares Incrementally - Leading to Compounding: DRIP allows investors to grow the number of 
shares they have incrementally, allowing them to own partial shares (as mentioned above). These partial shares 
cannot be bought outright in the open market, which is an advantage in itself. This is since investors get to put all 
their money to work, instead of leaving the cash (that would have been used to purchase the partial shares) idling 
in their accounts.

Cons

Although DRIP investing sounds attractive, it is undeniable that there are some cons of reinvesting dividends. 
Here are just some disadvantages of DRIP investing.

#1 No Income Stream: This is a big negative point of DRIP investing, especially for retirees in the “distribution 
stage” of their lives. Although DRIP investing allows investors to increase the shares they have over time, this 
means that they sacrifice receiving their dividends. For retirees who require all the income they can get on their 
dividends to sustain their day-to-day expenses, utilising the DRIP program will not be feasible.

For younger investors, it may also be a negative point, since it eliminates this stream of passive income. However, 
it can also be looked at as a savings plan, which forces the individual investor to save this dividend income for the 
future so compounding of capital can take place.

#2 Cannot DRIP in a Tax Sheltered Account: One of the biggest complaints about the traditional DRIP and 
SPP is that they cannot be setup in a tax sheltered account. This means that investors looking to invest in a tax 
sheltered account usually just invest with their broker.

For Mr. or Ms. Shoestring Budget another option is to use the traditional DRIP and SPP to accumulate shares. 
When a meaningful amount of shares have been accumulated they can be transferred to a taxable broker account, 
and from there they are transferred to a tax sheltered account setup with your broker. This method can be time 
consuming, but transferring shares from your DRIP account with the transfer agent to your broker doesn’t usually 
involve any fees. Shares from a traditional DRIP can’t be transferred directly into a tax sheltered account, which is 
why you have to transfer them to a taxable account with your broker first and then move them into the tax shel-
tered account from there.

You can also use a synthetic DRIP within a tax sheltered account.

#3 No Control on Valuation & Timing: As an investor, when you buy shares, you take many factors into consid-
eration. After looking at the business, the primary concern is the valuation of the shares. You may only be willing 
to buy shares when they are below a certain multiple of earnings, or only when the market trend is in your favour. 
When utilizing a DRIP program, you have limited control (you can turn off and on additional purchases and the 
DRIP itself in many cases, but it is not typically as easy as hitting a button) over when you want to buy shares, 
since shares are automatically purchased when the dividend arrives. Hence, you might purchase shares at valua-
tions that are deemed high. The opposite is also true.
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 #4 No Diversification: When an investor utilises the DRIP program, dividends are continually reinvested into the 
company that paid the dividend. This means that there are no fresh funds for the investor to purchase new compa-
nies and diversify his/her portfolio. This might also cause some companies and sectors to be over-weighted within 
the portfolio, amplifying the negative impact of a price decline in the specific company or sector.

#5 More Difficult to Set-up: If you hate paperwork of any sort, then DRIPs may not be for you. See the descrip-
tion below in regards to setting up a Full DRIP.

Miscellaneous DRIP Info:

Transfer Agents

In Canada there are two main transfer agents Computershare and CST Trust Company (formerly CIBC Mellon). 
If you’re DRIP is administered by Canadian Stock Transfer (CST) you’ll be doing everything by mail in most 
cases, so again it will cost you the price of a stamp. Computershare is more computer friendly and they offer some 
DRIPs with pre-authorized debits, so depending on the DRIP it will either be free or the price of a stamp. The vast 
majority of Canadian DRIPs don’t have fees to reinvest dividends or purchase additional shares.

Computershare Contact

Phone: 1-800-564-6253 (toll free in Canada and the United States) between the hours of 8:30 a.m. and 8:00 p.m.
Website: http://www.computershare.com

CST Trust Company Contact

Phone: Shareholder Inquiries - 1-800-387-0825 or 416-682-3860
Website: https://www.canstockta.com/
Email:inquiries@canstockta.com

Selling DRIPS

Here are the steps to follow:

Before you sell your DRIP shares, make note of this common potential problem. When you purchase the initial 
shares needed to join the DRIP, the broker likely will have sent you the stock certificate representing those initial 
shares. Once you joined the DRIP, you are reinvesting the dividends on all your shares, both the shares held in the 
plan as well as shares you hold in certificate form. If you call to sell DRIP shares, however, the firm would then 
sell the shares held in the plan but will not sell the shares you hold in certificate form. Thus, you will be stuck try-
ing to sell the one or five shares (or whatever number you initially purchased) which would have been more costly 
and less convenient. Thus, before you sell your DRIP shares, you can send the stock certificate representing five 
shares to the company to hold for me in book-entry form in the DRIP.

Once all of your shares are held by the company, call the toll-free number provided by the company’s transfer 
agent. You can then give the instructions to sell all of your DRIP shares. In some cases you may be required to 
sign some documents, in others not.

It will take a few weeks to receive the sale proceeds.

As you can see, selling through the company may take some time. If you are concerned about speed on the sell 
side, make sure your DRIP is holding all of your shares. Also, an alternative to selling through the plan is to sell 
your DRIP shares through a broker. To sell through a broker, you’ll need to have the transfer agent send you a 
certificate representing all of the shares you own in the DRIP. Once you have the stock certificate, you may go to 
a broker and sell the shares immediately. Keep in mind it may cost you more to sell through a broker than through 
the dividend reinvestment program.

Tax Consequences of DRIPS
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In a non-registered account, the income from a dividend or distribution can be in the form of interest income, divi-
dend income, foreign income, capital gains, or return of capital.

When a distribution is reinvested in additional shares/units, it’s still immediately taxable in the exact same way 
as it would be if you had received cash. But additional care must be taken to ensure that the Adjusted Cost Base 
(ACB) is calculated correctly. If you neglect to factor the reinvestment into your ACB calculations, you’ll end up 
paying more than you need to in capital gains taxes when the shares are eventually sold.

When a reinvested distribution occurs, it’s best to think of it as 2 separate transactions:

You receive a cash distribution1. 
You purchase additional shares/units using the cash2. 

Although the cash may never physically pass through your hands or even get deposited into your account, a rein-
vested distribution is seen as two distinct transactions from a tax standpoint.

For calculating ACB, the reinvestment of the distribution is equivalent to a buy transaction. The total ACB in-
creases by the amount reinvested as follows:

New ACB = (Previous ACB) + (Total Reinvestment)
 = (Previous ACB) + ((Additional Shares Received) x (Cost Per Share of Additional Shares Received))

A reinvested distribution typically doesn’t involve any brokerage commission or any other transactions costs. But 
if you do incur these costs they should be added into the ACB.

You can find more information as well as links to calculators at: adjustedcostbase.ca.

A Great Idea - Set up a DRIP for your Child or Grandchild

While it may sound strange at first, it’s becoming more common for parents and grandparents to forgo an iTunes 
gift certificate or X-box game to purchase gifts of stock for their children and grandchildren.

It’s very easy to give the gift of DRIPs. One way is by transferring some shares you may have in a DRIP to another 
party (your favourite grandchild or child). This is the easiest and quickest way to enrol someone in a DRIP.

The process of transferring shares is relatively simple, although it may differ slightly depending on the company 
and its transfer agent.

I am setting up both my children with DRIPs to teach them about investing, compound growth, savings, and about 
the stock market generally. At their age, it’s not like they understand all those terms, but as they grow and learn 
more math, the compound growth is something we can start talking and I can show their dividend history over 
time compared with their contribution.

With annual contributions, which I match, they can think about saving and seeing their investment grow. By the 
time they are adults, years will have been at work. I hope to teach that time is a really important factor.

How to Set-up a Full DRIP
Step #1 – Select Your DRIP Stock(s)

In the end, this is the most critical step in your DRIPing journey. You can set up a DRIP perfectly and take advan-
tage of the low cost SPP associated with it effectively, but if the stock you have selected declines long term, all the 
cost savings, market discounts and compounding will amount to window dressing on a poor investment. While 
we cannot guarantee you success, KeyStone’s prudent dividend growth stock research is designed to assist you in 
your journey to find potentially great long-term DRIP stocks. Whether you use our research or not to build a DRIP 
Stock Portfolio, we highly recommend getting some independent advice and research into the stocks you are look-
ing to purchase before you make the most critical decision – which stocks to buy.
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Step #2 – Open a Discount Brokerage Account (if you do not already have one)

While there are other methods to obtain one share through share exchanges for example and some companies will 
even let you buy direct, we find this is the simplest way to start. The set-up should be free and all the big banks 
have solid options including CIBC - Investor’s Edge, Royal Bank - RBC Direct Investing, TD Bank - TD Direct 
Investing, Scotia bank - iTrade Canada, and BMO - BMO InvestorLine, and there are a number of independents. 
We do find the Big Bank brokerages in Canada tend to have a better chance at honouring the “discount” offered 
under DRIPs in their synthetic DRIP offerings so one of them may be the better choice.

By using a discount brokerage you should be able to make your initial share purchase for $5-$30 and your only 
other fee should be payment for putting the shares in your name (in the range of $50) – other than a stamp here or 
there, that should be all you pay for setting up the DRIP.

We have seen others suggesting you buy 1 share or the minimum amount of shares the company requires for you 
to participate in the DRIP.

Step #3 – Buy the Stock Via Your Discount Brokerage Account

How many shares should you buy? This is really up to you for the most part and depends on how much you can af-
ford to spend and whether or not you mind doing a little extra paper work. If you are thinking the process already 
sounds like a lot of paper work, then we suggest that if you have the budget and are serious about travelling down 
the DRIP journey long term, you look at making your initial purchase in any one DRIP stock in the $1,000 range 
at minimum ($5,000 plus is recommended). You have more control on the primary purchase price this way and 
may be able to take advantage of a market dip. This way you likely take advantage of lower initial trade fees in 
your brokerage account and have the “clout” to ask for the brokerage to wave the transfer of the shares in your 
name (the higher the balance in the account, the more power you have - $10,000 and above in most cases in terms 
of account value) and you do not have to initially bother with adding more money through the stocks SPP.

If you do not mind a little more paperwork, really like the idea of the share discount and dislike the idea of tak-
ing $5,000 to $10,000 worth of shares in your hot little hand, then you can often buy as little as one share. But not 
all companies will allow you to start DRIPing with one share, some have other minimums. Before making any 
purchase you can reference our Canadian DRIP list and find the Transfer Agent for the stock you are looking to 
buy. You need to determine the minimum amount of shares you have to buy to be eligible for the DRIP plan. In 
some cases it can be found on the Transfer Agents website, but you can always get it by calling up friendly people 
at Computershare or Canadian Stock Transfer Company for example, to confirm minimum purchase requirements. 
Remember, they are there to help you.

Step #4 – Have your Broker Transfer the Shares from Street Name to Your Name & Send them to You

You have made your buy and have 1 or more shares of your DRIP stock in your account. Remember to wait 2-5 
business days to allow the purchase to settle. Then you can call up your brokerage and ask your discount broker 
to change your share from “street name” (shares with a discount broker are held in this manner on your behalf 
without your name on any physical certificate) to be registered in your name. You may face some resistance as 
the broker will no longer profit from your future purchases. Just be firm and it will be done. There likely will be a 
registration fee charged by the broker of $25 to $50 – you are within your right to ask this to be waived – you can 
reference your account size, term as a customer or anything that benefits you in this regard and you may not have 
to pay it.

As soon as the registration has been changed, contact the company or company’s trustee to request the DRIP and 
SPP enrolment forms. Some of the trustees or transfer agents have these forms online and some you will have to 
wait for them via snail mail. These forms do not take more than a couple of minutes to complete.

After the first reinvestment of dividends, you’ll receive your first DRIP statement. Then you can proceed to make 
SPP contributions – many times at a 2-5% discount to the market price!

Quick Tips on this Step:
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If the transfer agent makes forms available online – use them! The process will be far quicker and there is • 
limited reliance on Canada Post.
Ensure you tell your discount broker (online, phone or written) to print the share certificate in the same name • 
you want to register your share with the transfer agent.
Expect to pay money for the share to be made in “certificated form” in your name. As we stated above, the • 
Big-bank discount brokers usually charge a fee of about $50 plus taxes or HST. Again, you are perfectly en-
titled to ask for this fee to be waived, but it may not happen.
Expect the certificate to take 2 or 3 weeks to arrive in the mail.• 

Step #5 – Start company transfer agent paperwork to enrol the stock in DRIP with SPP

Here is where the fun paperwork with the stock transfer agent starts. We suggest you start by googling the stock 
transfer agent website and go to it to find the required forms to initiate your full DRIP and SPP. The DRIP Cir-
cular or the company or transfer agents’ website will tell you what are the correct forms, but we suggest you just 
dial up the transfer agent and have them talk you through it if you are at all uncertain – again, that is what they are 
there for. The transfer agent will confirm what forms you should be completing and help enrol in the DRIP and 
SPP.

The typical forms are as follows:

The first associated with the dividend reinvestment plan; to state you want all fractional dividends reinvested.• 
The second associated with the share purchase plan; to state you want to submit cheques to buy more stock.• 
The third confirming this DRIP enrolment is not associated with any money laundering activities.• 

Step #6 – Mail Your Transfer Agent the DRIP and SPP Forms

You should now have your share certificate as you will need the share certificate number identified on it. Remem-
ber to handle this with care as it is a real share. Do not send it to your transfer agent. We suggest keeping it in a 
safe place. If it is a significant dollar amount, then keeping it in your safety deposit box is prudent.

Again, if you are unsure which number the share certificate numbers is on your share certificate, it’s a great idea 
to call the transfer agent. Mail your forms and letter direction to the address specified on the forms. It will take 
2-3 weeks to get your share enrolled in the DRIP and SPP. You can give the transfer agent (they will know you by 
name) a call in 3 weeks to confirm that everything is running smoothly.

Step #7 – Send a cheque as part of your share purchase plan (optional cash purchase) and enjoy!

Now that your share or shares have been registered with the transfer agent, you will get some mail from them in 
return including a form called an optional cash purchase form.

Every month or quarter based on what the DRIP Circular or Plan Brochure will allow, you can write a cheque, 
complete this optional cash purchase form and mail the form with your cheque to get your stock purchases com-
mission free. Some plans will allow you to set up direct deposit from your bank account (saving your stamp!) 
which you can turn off and on. As we have mentioned, you may also get those shares for a 2-5% discount from the 
market price.

Remember, you are not required to send any additional money through the SPP monthly, quarterly or annually. It 
is just an option you have to continue to add to your position in a stock – dollar cost averaging in overtime.

Depending on the company DRIP however, you must be careful to know the minimum purchase amounts re-
quired. Some stocks have no minimum, others have minimums of $100 and some companies are even higher.

After dividends are reinvested and/or each time your cheques are cashed, you will receive a statement from the 
transfer agent with transaction details. You will continue to receive regular statements detailing your holdings 
for each company you own as long as your stocks stay in the DRIP with SPP. Keep all statements/records for tax 
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purposes.

You’ll need this information to calculate your adjusted cost base for the stocks you’ll accumulate over the years.

Conclusion

Overall DRIPing has its pluses and minuses. In many cases and as a part of many Canadian investors’ portfolios, 
adding a DRIP element is a solid strategy.

DRIPs are great for the “set-it and forget it” percentage of your portfolio. This could include, for example, Cana-
dian Big-bank holdings as many of us buy them and hold them for years, if not decades. In this scenario, setting up 
a DRIP is a great way to continue to add to your holdings using dollar cost averaging (at a discount to the market 
price) without paying any ongoing commissions. This is provided you do not need the income.

Not all DRIP stocks are investment worthy.

As we stated above, the most important element of any investment strategy is the quality of the investments (in this 
case stocks) you select.

Just because a company offers a traditional DRIP doesn’t make it a great investment. In fact, there are some 
companies offering DRIPS that we would not touch with the proverbial “ten foot pole.” You need to understand 
the business behind the company you are buying and why you are buying it; understand what you’re investing in 
at all times.   Would you buy a new car without a test drive?  Would you buy a new computer without looking at 
the specs?  A TV without looking at the picture or select a spouse without a few dates?  If you answered “yes” to 
any of these questions, then DRIP investing is not the strategy for you. If you answered no, fortunately, there are a 
solid selection of good companies that happen to offer DRIPs in Canada – our Canadian Dividend Growth Stock 
Research is designed to help you find them.

Make sure you are in it for the long-haul.

Having said this, your DRIP investing must also align with your time horizon. DRIP investing works best for 
investors in it for the long-haul; years not months, otherwise, why start all the work in the first place?

In terms of the type of stocks we recommend DRIPing, at minimum;

Consistent and growing annual cash flow.• 
Consistent dividend track record.• 
Dividend growth.• 
Solid dividend yield.• 
Reasonable dividend payout ratio.• 
Solid management team with share ownership.• 
Industry with a stable or growing long-term path.• 

…and much more.

To help you get started on your path towards creating a 10-12 stock DRIP Portfolio of your own we have included 
a number of tools.

A list of over 125 Canadian stocks offering DRIPS with a number of key stats.1. 
3 recent BUY reports from KeyStone’a Canadian Income/Dividend Stock Research which continue to offer 2. 
good value long term and offer cost effective DRIPs with SPPs.
We have also highlighted another 8 stocks which we do not currently have coverage on, but consider relatively 3. 
high quality and have potential interest as DRIP stocks.
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COMPANY SYMBOL DRIP 
DISCOUNT

RECENT 
PRICE 

YIELD DIVIDEND MARKET CAP SECTOR TRANSFER 
AGENT

Ag Growth International Inc. AFN 4%  $53.97 4.4%  $2.40  $795,588,771 Industrials Computershare

Agellan Commercial REIT ACR.UN 0%  $10.65 7.3%  $0.78  $297,369,385 Real Estate Computershare 

AGF Management Limited AGF.B 0%  $5.14 6.2%  $0.32  $408,781,620 Financial Computershare

Agnico Eagle Mines Limited* AEM 5%  $58.06 0.9%  $0.40 $13,069,622,775 Basic Materials Computershare

Algonquin Power & Utilities Corp.* AQN 5%  $10.65 5.3%  $0.42  $2,910,798,626 Utilities CST Trust 

Allied Properties REIT AP.UN 0%  $33.31 4.5%  $1.50  $2,821,476,716 Real Estate CST Trust 

AltaGas Ltd. ALA 3%  $33.09 6.3%  $2.10  $5,419,402,108 Energy Computershare

Altus Group Limited AIF 4%  $30.21 2.0%  $0.60  $1,126,999,034 Technology CST Trust 

ARC Resources Ltd. ARX 3%  $23.94 2.5%  $0.60  $8,428,330,860 Energy Computershare

Artis REIT AX.UN 0%  $11.59 9.3%  $1.08  $1,733,419,466 Real Estate CST Trust 

Atrium Mortgage Investment AI 2%  $12.20 7.1%  $0.86  $329,922,648 Financial Computershare

Bank of Montreal BMO 2%  $88.34 3.9%  $3.44 $57,043,124,237 Financial Computershare

Bank of Nova Scotia (The) BNS 0%  $72.62 4.1%  $2.96 $87,612,844,306 Financial Computershare

Barrick Gold Corporation* ABX 3%  $20.65 0.5%  $0.08 $24,066,148,911 Basic Materials CST Trust 

BCE Inc. BCE 0%  $57.98 4.7%  $2.73 $50,463,338,692 Communication CST Trust 

Brookfield Asset Management Inc.* BAM.A 0%  $45.07 1.6%  $0.52 $44,506,671,242 Real Estate CST Trust 

Brookfield Canada Office Properties BOX.UN 0%  $25.14 5.2%  $1.31  $663,653,991 Real Estate CST Trust 

Brookfield Infrastructure Partners L.P.* BIP.UN 0%  $44.42 4.6%  $1.56 $10,822,478,095 Utilities CST Trust 

Brookfield Property Partners L.P.* BPY.UN 0%  $28.84 5.1%  $1.12  $7,545,587,518 Real Estate CST Trust 

Brookfield Renewable Partners L.P.* BEP.UN 0%  $39.00 6.0%  $1.78  $6,503,345,667 Utilities Computershare

BTB REIT BTB.UN 3%  $4.36 9.6%  $0.42  $184,260,842 Real Estate Computershare

CAE Inc. CAE 0%  $19.74 1.6%  $0.32  $5,300,217,557 Industrials Computershare

Callidus Capital Corporation CBL 0%  $18.01 6.7%  $1.20  $885,809,639 Financial Computershare

Canadian Apartment Properties REIT CAR.UN 5%  $30.48 4.1%  $1.25  $4,117,640,431 Real Estate Computershare

Canadian Imperial Bank Of Commerce CM 2%  $104.87 4.6%  $4.84  $41,456,061,647 Financial CST Trust 

Canadian REIT REF.UN 0%  $44.89 4.1%  $1.84  $3,285,607,554 Real Estate CST Trust 

Canadian Tire Corporation Limited CTC.A 0%  $141.75 1.8%  $2.60  $9,662,550,487 Consumer 
Cyclical

Computershare

Canadian Utilities Limited CU 2%  $36.69 3.5%  $1.30  $7,108,868,895 Utilities CST Trust

Canadian Western Bank CWB 0%  $27.85 3.3%  $0.92  $2,453,659,722 Financial Valiant Trust

Cara Operations Limited CARA 3%  $25.50 1.6%  $0.41  $1,499,910,000 Consumer 
Cyclical

Computershare

Cardinal Energy Ltd. CJ 0%  $9.54 4.4%  $0.42  $700,744,616 Energy Valiant Trust 

Caribbean Utilities Company Ltd.* CUP.U 0%  $12.61 5.4%  $0.68  $410,966,571 Utilities CST Trust

Cenovus Energy Inc. CVE 0%  $20.54 1.0%  $0.20  $17,113,816,899 Energy CST Trust 

Cervus Equipment Corporation CVL 5%  $15.84 1.8%  $0.28  $249,154,013 Industrials Computershare
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COMPANY SYMBOL DRIP 
DISCOUNT

RECENT 
PRICE 

YIELD DIVIDEND MARKET CAP SECTOR TRANSFER 
AGENT

Chartwell Retirement Residences CSH.UN 3%  $14.58 3.9%  $0.56  $2,788,476,438 Real Estate Computershare

Choice Properties REIT CHP.UN 3%  $13.01 5.4%  $0.71  $1,198,674,724 Real Estate CST Trust 

Cominar REIT CUF.UN 3%  $13.88 10.6%  $1.48  $2,516,226,500 Real Estate Computershare

Constellation Software Inc.* CSU 0%  $619.37 0.8%  $4.00  $13,125,397,936 Technology Computershare

Corus Entertainment Inc. CJR.B 2%  $12.01 9.5%  $1.14  $2,339,306,539 Consumer 
Cyclical

CST Trust 

Cott Corporation* BCB 0%  $16.08 2.0%  $0.24  $2,224,600,544 Consumer 
Defensive

Computershare

Crombie REIT CRR.UN 3%  $13.39 6.6%  $0.89  $1,172,290,483 Real Estate CST Trust 

CT REIT CRT.UN 3%  $14.82 4.6%  $0.68  $1,340,361,614 Real Estate Computershare

Diversified Royalty Corp. DIV 3%  $2.42 9.4%  $0.23  $276,493,439 Financial Computershare

Dream Global REIT DRG.UN 0%  $9.26 8.7%  $0.80  $1,158,237,763 Real Estate Computershare

Dream Hard Asset Alternatives Trust DRA.UN 4%  $5.58 7.1%  $0.40  $403,269,981 Real Estate Computershare

Dream Industrial REIT DIR.UN 0%  $7.65 9.1%  $0.70  $453,043,634 Real Estate Computershare

Dream Office REIT D.UN 0%  $17.62 8.5%  $1.50  $1,914,932,614 Real Estate Computershare

Edgefront REIT ED.UN 4%  $1.75 8.9%  $0.16  $62,533,951 Real Estate Equity 
Financial Trust 

Emera Incorporated EMA 0%  $44.84 4.7%  $2.09  $8,989,572,659 Utilities Computershare

Enbridge Inc. ENB 2%  $58.25 3.6%  $2.12  $54,667,320,469 Energy CST Trust 

Enbridge Income Fund Holdings Inc. ENF 2%  $33.99 5.5%  $1.87  $4,206,682,820 Energy CST Trust 

Encana Corporation* ECA 0%  $16.37 0.5%  $0.06  $15,927,369,245 Energy CST Trust 

Ensign Energy Services Inc. ESI 5%  $8.35 5.7%  $0.48  $1,278,052,102 Energy Computershare

Exchange Income Corporation EIF 3%  $42.48 4.9%  $2.10  $1,217,245,709 Industrials CST Trust 

Extendicare Inc. EXE 3%  $9.86 4.9%  $0.48  $873,141,168 Healthcare Computershare

Firm Capital Mortgage Investment FC 3%  $13.80 6.8%  $0.94  $309,712,669 Financial Computershare

First Quantum Minerals Ltd. FM 3%  $14.80 0.1%  $0.01  $10,208,118,522 Basic Materials Computershare

Fortis Inc. FTS 2%  $40.44 4.0%  $1.60  $16,169,265,122 Utilities Computershare

Franco-Nevada Corporation* FNV 3%  $78.20 1.5%  $0.88  $13,939,026,913 Basic Materials Computershare

goeasy Ltd. GSY 0%  $24.70 2.0%  $0.50  $329,052,610 Financial TMX Equity 
Transfer 

Goldcorp Inc.* G 3%  $18.24 0.5%  $0.08  $15,570,764,839 Basic Materials CST Trust 

H&R REIT HR.UN 3%  $21.00 6.6%  $1.38  $5,971,210,245 Real Estate CST Trust 

Hydro One Limited H 0%  $23.25 3.6%  $0.84  $13,833,750,000 Utilities Computershare

Imperial Oil Limited IMO 0%  $45.49 1.3%  $0.60  $38,557,279,010 Energy CST Trust 

Industrial Alliance Insurance IAG 2%  $56.43 2.3%  $1.28  $5,808,367,664 Financial 
Services

Computershare

Innergex Renewable Energy Inc. INE 2%  $13.57 4.7%  $0.64  $1,468,024,203 Utilities Computershare

Inovalis REIT INO.UN 3%  $9.31 8.9%  $0.83  $195,521,740 Real Estate CST Trust

Intact Financial Corporation IFC 0%  $94.10 2.5%  $2.32  $12,336,221,489 Financial Computershare
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Inter Pipeline Ltd. IPL 0%  $27.68 5.9%  $1.62  $9,952,717,403 Energy Computershare

InterRent REIT IIP.UN 4%  $7.10 3.2%  $0.23  $510,849,274 Real Estate TMX Equity 
Transfer

Keyera Corp. KEY 3%  $38.71 4.1%  $1.60  $7,157,888,165 Energy Computershare

Killam Apartment REIT KMP.UN 3%  $12.00 5.0%  $0.60  $811,769,184 Real Estate Computershare

KP Tissue Inc. KPT 3%  $14.34 5.0%  $0.72  $130,373,515 Consumer 
Defensive

Equity
 Financial Trust 

Laurentian Bank of Canada LB 2%  $52.42 4.6%  $2.40  $1,768,952,110 Financial Computershare

Liquor Stores N.A. Ltd. LIQ 3%  $10.59 3.4%  $0.36  $292,775,164 Consumer 
Cyclical

Valiant Trust

Magna International Inc.* MG 0%  $55.01 2.4%  $1.00  $21,146,354,658 Consumer 
Cyclical

Computershare

Mainstreet Health Investments Inc.* HLP.U 3%  $9.60 7.6%  $0.73  $309,299,328 Real Estate Computershare

Manitoba Telecom Services Inc. MBT 0%  $37.91 3.4%  $1.30  $2,820,442,927 Communication Computershare

Manulife Financial Corporation MFC 0%  $23.14 3.2%  $0.74  $45,657,641,948 Financial CST Trust 

MCAN Mortgage Corporation MKP 2%  $14.16 8.5%  $1.20  $326,745,214 Financial Computershare

Medical Facilities Corporation DR 0%  $18.19 6.2%  $1.13  $564,725,740 Healthcare Computershare

Morguard Corporation MRC 0%  $174.11 0.3%  $0.60  $2,078,144,576 Real Estate Computershare

Morguard REIT MRT.UN 0%  $13.96 6.9%  $0.96  $845,548,349 Real Estate Computershare

Mosaic Capital Corporation M 0%  $6.48 6.2%  $0.40  $55,752,948 Financial Olympia Trust

National Bank of Canada NA 0%  $49.60 4.4%  $2.20  $16,765,553,474 Financial Computershare

New Look Vision Group Inc. BCI 5%  $28.45 2.1%  $0.60  $385,920,779 Consumer
Cyclical

Computershare

Norbord Inc. OSB 0%  $31.77 1.3%  $0.40  $2,719,891,524 Basic Materials CST Trust 

Northern Blizzard Resources Inc. NBZ 0%  $3.76 12.8%  $0.48  $452,871,876 Energy Computershare

Northland Power Inc. NPI 5%  $21.37 5.1%  $1.08  $3,662,222,311 Utilities Computershare

NorthWest Healthcare Properties REIT NWH.UN 3%  $9.75 8.2%  $0.80  $675,679,700 Real Estate Computershare

Olympia Financial Group Inc. OLY 0%  $22.60 8.8%  $2.00  $54,383,555 Financial Olympia Trust

Osisko Gold Royalties Ltd OR 3%  $13.03 1.2%  $0.16  $1,389,347,217 Basic Materials CST Trust 

Park Lawn Corporation PLC 3%  $16.25 2.8%  $0.46  $180,262,258 Consumer 
Cyclical

TSX Trust 
Company

Parkland Fuel Corporation PKI 5%  $28.14 4.1%  $1.14  $2,700,253,955 Energy Valiant Trust

Partners Real Estate Investment Trust PAR.UN 3%  $3.66 6.9%  $0.25  $123,824,776 Real Estate Computershare

Pembina Pipeline Corporation PPL 3%  $39.37 4.9%  $1.92  $15,505,300,761 Energy Computershare

Plaza Retail REIT PLZ.UN 3%  $5.06 5.2%  $0.26  $496,262,637 Real Estate CST Trust 

Potash Corporation of Saskatchewan* POT 0%  $24.49 2.1%  $0.40  $20,562,868,678 Basic Materials CST Trust 

PrairieSky Royalty Ltd. PSK 1%  $31.15 2.3%  $0.72  $7,113,874,584 Energy TMX Equity 
Transfer

Pro REIT PRV.UN 3%  $2.03 10.6%  $0.22  $89,017,244 Real Estate TMX Equity 
Transfer

RioCan REIT REI.UN 0%  $26.26 5.4%  $1.42  $8,537,699,151 Real Estate CST Trust

Rogers Communications Inc. RCI.B 0%  $51.68 3.7%  $1.92  $20,795,723,625 Communication Computershare
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Royal Bank of Canada RY 0%  $88.95 3.7%  $3.32 $132,125,758,229 Financial Computershare

Secure Energy Services Inc. SES 3%  $8.79 2.7%  $0.24  $1,405,788,638 Energy Olympia Trust

Shaw Communications Inc. SJR.B 2%  $26.24 4.5%  $1.19  $12,188,472,443 Communication CST Trust 

Sienna Senior Living Inc. SIA 3%  $16.46 5.5%  $0.90  $757,849,411 Healthcare Computershare

Silver Wheaton Corp.* SLW 3%  $25.25 1.3%  $0.24  $11,141,412,843 Basic Materials CST Trust 

Slate Office REIT* SOT.UN 0%  $7.85 12.6%  $0.75  $325,374,650 Real Estate Computershare

Slate Retail REIT* SRT.UN 0%  $14.21 7.5%  $0.82  $457,918,785 Real Estate TMX Equity 
Transfer

Sprott Inc. SII 3%  $2.38 5.0%  $0.12  $591,353,324 Financial TMX Equity 
Transfer 

StorageVault Canada Inc. SVI 3%  $1.25 0.6%  $0.01  $330,989,585 Industrials Equity 
Financial Trust 

Stuart Olson Inc. SOX 5%  $5.30 9.1%  $0.48  $142,151,920 Industrials CST Trust 

Student Transportation Inc.* STB 3%  $7.66 7.6%  $0.44  $704,641,339 Industrials Computershare

Summit Industrial Income REIT SMU.UN 5%  $6.06 8.3%  $0.50  $211,571,392 Real Estate Computershare 

Sun Life Financial Inc. SLF 0%  $52.73 3.2%  $1.68  $32,315,920,345 Financial CST Trust 

Suncor Energy Inc. SU 0%  $42.80 2.7%  $1.16  $71,241,787,914 Energy Computershare

Tahoe Resources Inc.* THO 3%  $13.11 2.4%  $0.24  $4,078,098,648 Basic Materials Computershare

TELUS Corporation T 0%  $41.98 4.6%  $1.92  $24,825,751,851 Communication Computershare

Thomson Reuters Corporation* TRI 0%  $56.85 3.2%  $1.36  $41,873,286,598 Industrials Computershare

Timbercreek Financial Corp. TF 2%  $8.66 7.9%  $0.68  $639,614,601 Financial CST Trust 

Toronto-Dominion Bank TD 0%  $63.32 3.5%  $2.20  
$117,529,373,207 

Financial 
Services

CST Trust 

Torstar Corporation TS.B 0%  $1.65 6.1%  $0.10  $116,953,241 Consumer 
Cyclical

CST Trust 

TransCanada Corporation TRP 2%  $61.09 3.7%  $2.26  $52,581,146,549 Energy Computershare

Transeastern Power Trust TEP.UN 5%  $0.21 42.9%  $0.09  $10,034,156 Utilities Equity 
Financial Trust 

Tricon Capital Group Inc. TCN 0%  $9.26 2.8%  $0.26  $1,042,372,216 Financial Equity 
Financial Trust 

True North Commercial REIT TNT.UN 3%  $6.29 9.5%  $0.60  $182,553,840 Real Estate Equity Financial 
Trust 

Urbanfund Corp. UFC 5%  $0.32 1.3%  $0.00  $14,227,454 Real Estate Computershare 

Valener Inc. VNR 2%  $20.13 5.4%  $1.08  $777,695,515 Utilities CST Trust 

Veresen Inc. VSN 2%  $12.38 8.0%  $1.00  $3,882,725,225 Energy Computershare

Vermilion Energy Inc. VET 3%  $54.51 4.7%  $2.58  $6,415,422,917 Energy Computershare

WSP Global Inc. WSP 5%  $48.14 3.1%  $1.50  $4,854,374,151 Industrials CST Trust 

Yamana Gold Inc.* YRI 0%  $4.13 0.7%  $0.02  $3,913,585,510 Basic Materials CST Trust 

*Dividend paid in US currency.
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Algonquin power & Utilities corp (AQN:tsX) 
Recommendation: BUY 
Current Price (December 5, 2016)..........................................................................................................$11.04
Fair Value........................................................................................................................................... $13.30

algonquin Power & Utilities Outlines $9.7 Billion in Growth Opportunities in new 5-Year 
Plan – BUY Rating maintained

algonquin Power & Utilities Corp (aQn:tsX)
Recommendation: BUY
Fair value: $13.30 (from $12.00)
industry: Renewable Power Generation and Regulated Utilities
Recommended: February 2012
Recommendation Price: $6.15
Current Price (December 5, 2016): $11.04
Yield: 5.20%

COmPanY DesCRiPtiOn

Algonquin Power & Utilities Corp. (AQN) is a $6.3 billion North American diversified generation, transmission 
and distribution utility. The Distribution Business Group provides rate regulated water, electricity and natural 
gas utility services to over 564,000 customers in the United States. The Generation Business Group owns a 
portfolio of North American based contracted wind, solar, hydroelectric and natural gas powered generating 
facilities representing more than 1,300 MW of installed capacity. The Transmission Business Group invests in 
rate regulated electric transmission and natural gas pipeline systems in the United States and Canada. AQN 
delivers continuing growth through an expanding pipeline of renewable energy development projects, organic 
growth within its regulated distribution and transmission businesses, and the pursuit of accretive acquisitions.

HiGHliGHts

$9.7 Billion in Growth Opportunities Outlined in Five-Year Plan.•	
6 Straight Years of Dividend Increases Averaging 15%.•	
Targeting 10% Annual Dividend Growth Over Next 5 Years.•	
Commenced Listing on the NYSE on November 24th.•	

FinanCial ResUlts

AQN reported adjusted EBITDA growth of 30% in the third quarter of 2016 to $91.4 million. Adjusted EPS 
increased 50% to $0.09 in Q3 and funds from operations (FFO) per share were flat year-over-year at $0.22. 
The Distribution Business Group reported third quarter operating profit of $58.1 million, an increase of $15.6 
million, or 37%, compared to the same quarter last year. The division benefited from a $16.5 million contribution 
from the addition of new facilities and a $1.8 million contribution from base rate increases, which were partially 
offset by a decline of $2.5 million from existing facilities. The Generation Business Group reported operating 
profit of $44.8 million, an increase of $9.3 million, or 26%, compared to the third quarter of last year. The 
division benefited from a $2.5 million contribution from new facilities, and a $6.7 million increase in existing 
facilities, which was primarily due to the receipt of retroactive Global Adjustment payments of $5.4 million.

Adjusted EBITDA for the first 9 months of the year increased 27% to $338.6 million. Adjusted EPS was up 29% 
to $0.40 and FFO per share increased 11% to $0.95. The Distribution Business Group reported year-to-date 
operating profit of $215.6 million, an increase of $50.5 million, or 31%, compared to the same quarter last year. 
The division benefited from a $37.7 million contribution from the addition of new facilities, $9.1 million 
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contribution from base rate increases, and an $11 million contribution from foreign exchange, which were 
partially offset from a $7.3 million decline from existing facilities. The Generation Business Group reported 
operating profit of $155.4 million, an increase of $28.4 million, or 22%, compared to the third quarter of last 
year. The division benefited from a $9.6 million contribution from new facilities, a $4.0 million contribution 
due to foreign exchange, and a $14.8 million increase from existing facilities of which $8.4 million was from the 
receipt of retroactive Global Adjustment payments.

AQN ended the third quarter with debt-to-EBITDA of 6.0 times and interest coverage of 3.6 times. These 
leverage ratios are in line with industry averages.

ReGUlatORY OUtlOOK - ReneWaBles

The issue of Trump’s presidency and the possible loss of U.S. leadership in climate change initiatives were 
discussed at the company’s Investor Day on November 29th. Management’s opinion is that although the recent 
political developments in the United States have created some uncertainty they should not seriously impact 
the company’s business model. 29 states across the U.S. have renewable portfolio standards which are a more 
significant driver of renewable energy investment than federal government policy. Renewable portfolio standards 
are regulations that mandate the increased usage of renewable energy sources, such as wind, solar, biomass, and 
geothermal. Support for renewable power development has also been bipartisan with the top 12 wind producing 
States in the U.S. being evenly divided between Republican and Democratic. Management asserts that it is the 
policy at the State level as well as strong and improving economic fundamentals that are driving the success of 
renewable power.

KeY aReas OF GROWtH

AQN identified $9.7 billion in investment opportunities over the next 5 years which will more than double total 
assets. Through the execution of this plan, the company has estimated the following compound annual growth 
targets through 2021:

23-25% in adjusted EBITDA.•	
16-18% in adjusted EPS.•	
11-13% in FFO (cash flow) per share.•	
10% in dividends per share.•	

Included in AQN’s 5-year plan is the pending acquisition of Empire District Electric Company for US$2.4 
billion which was announced in February. The transaction is expected to close in early 2017 and is estimated to 
be accretive to EPS and cash flow per share, with 3-year average annual accretion of 7% to 9% and 12% to 14%, 
respectively. This marks AQN’s 9th successful regulated utility acquisition since 2009.

The company is also forecasting $4.3 billion of investment into new renewable energy facilities, including 
additional wind energy capacity that will lead to reduced customer electricity costs as Empire transitions away 
from coal-fired generation, a goal which is consistent with the objectives of the State regulatory agencies to 
modernize Empire’s generation mix and comply with state and federal environmental regulations.

An additional $2.0 billion in opportunities are expected to be pursued in the generation, transmission, and 
distribution businesses.
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DiviDenD POliCY

AQN currently pays a quarterly dividend of US$0.1059 per share (US$0.4235 annualized) which equates to a 
yield of 5.2% at the current price and exchange rate. The company has provided 6-straight years of dividend 
growth at an average rate of 15% per year. Going forward, AQN has set a target of continuing to increase 
the dividend by at least 10% per year. Currently the payout ratio is 44% of trailing FFO per share which is 
moderately above the company’s target range of 33% to 40% but still at a conservative and sustainable level.

FOReCast anD FaiR valUe assessment

For 2017, we are estimating that AQN will report FFO of approximately $1.40 per share. The revised fair value 
assessment of $13.30 per share is based on a justified price-to-FFO multiple of 9.5 times our 2017 estimate. AQN 
currently trades at a price-to-FFO multiple of 7.9 times our 2017 estimate.

Growth estimates in 2017 take into account future contributions from the acquisition of Empire as well as 
development projects in the current pipeline commissioned in 2016 and 2017. All estimates assume a relatively 
stable CND/USD exchange rate.

COnClUsiOn

AQN has been a staple dividend growth stock in our portfolios over the last 5 years. The company has 
transformed the traditionally boring, regulated utilities and power generation businesses into cash flow 
generating machines driving 6-straight years of dividend growth at an average rate of 15% per year. 
Underpinning this growing dividend are highly stable revenues and cash flows derived either from regulated 
rates of return or long-term contracts. Looking forward, the next 5 years may be some of AQN’s best as the 
company has outlined a very visible growth plan which consists of $9.6 billion in new projects through 2021.

In spite of the solid fundamentals and strong growth profile, we do expect there to be periods of share price 
volatility as the company falls in and out of favour with the market. We have seen several short periods over the 
past 5 years where the company’s share price has corrected abruptly due to short-term concerns, only to resume 
an upward trajectory once those concerns subsided and as AQN continued to produce strong financial results. 
Historically these pullbacks have been excellent times to acquire shares of AQN.

Today the share price is trading at 11% under its year high which we attribute to market fears over the 
possibility of higher interest rates and the incoming Trump presidency which is viewed as being unsupportive 
of renewables. Currently, we don’t have any imminent concerns over either of this issues but we do note that 
the company is now trading at a trailing price-to-cash flow valuation of 8.8 times which is near its lowest (most 
attractively valued) level since we commenced coverage on the company in 2012. This is in spite of very attractive 
and visible growth opportunities in front of the company and a management team in which we have high 
confidence due to their excellent track record of identifying and executing on accretive investment opportunities. 
For these reasons, we believe the current share price to be an attractive entry point and we continue to view 
AQN as a compelling dividend growth opportunity for investors with a 1 to 3 year minimum time horizon.

We are maintaining coverage on Algonquin Power & Utilities Corp (AQN: TSX) with a rating of BUY and a fair 
value assessment of $13.30 per share (from $12.00). Algonquin will remain in our Moderate-Risk portfolio and 
Hybrid portfolios.
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Brookfield infrastructure Provides security and stability of a Utility Combined with solid 
Growth in Cash Flow and income Distributions - BUY Rating maintained 

Brookfield infrastructure Partners lP (BiP.Un: tsX)
Recommendation: BUY
Fair value: $48.50 (from $46.26)
industry: Global infrastructure
Recommended: march 2011
Recommendation Price: $14.41
Current Price (December 6, 2016): $42.56
Yield: 4.88%

COmPanY DesCRiPtiOn

Brookfield Infrastructure (BIP.UN) operates high quality, long-life assets that generate stable cash flows, require 
relatively minimal maintenance capital expenditures and, by virtue of barriers to entry and other characteristics, 
tend to appreciate in value over time. Its current business consists of the ownership and operation of premier 
utilities, transport, energy and communications infrastructure assets in North and South America, Australia, 
and Europe. It also seeks acquisition opportunities in other infrastructure sectors with similar attributes. The 
company’s payout policy targets 5% to 9% annual growth in distributions.

HiGHliGHts

Same-Asset FFO Growth of 9%, on a Constant Currency Basis.•	
11% Growth in FFO per Unit in Q3; 12% Year-To-Date.•	
7-Consecutive Years of Distribution Increases Averaging 12% per Annum.•	
90% of Cash Flow Streams are Regulated and Contracted in Nature.•	
Commissioning US$1.5 Billion of Capital Backlog over Next 12-18 Months.•	
Completed Three Acquisitions in Q3 Totalling US$630 million.•	

FinanCial OveRvieW

Consolidated Performance: Third quarter funds from operations (FFO) was US$235 million, or US$0.68 per 
unit, compared to US$210 million or US$0.61 per unit, last year, up 11% on a per unit basis. Strong performance 
in the quarter was driven by organic growth of 9%, increased ownership in the North American natural gas 
transmission and Brazilian toll road businesses, and contributions from several acquisitions. This strength was 
partially offset by the impact of foreign exchange where the U.S. dollar strengthened compared to the various 
currencies that BIP.UN is exposed to globally.

Utilities: The segment generated FFO of US$102 million for the quarter, an increase of 3% over the previous 
year. Higher segment FFO was the result of the strength in connection activity in the UK regulated distribution 
business, inflation indexation across operations and the commissioning of capital into the rate base over the 
past 12 months. These contributions were offset by lower cash flow from a regulated terminal that experienced a 
reduction in its return as a result of its recent regulatory reset.

transport: The segment generated FFO of US$112 million for the quarter, an increase of 9% over the previous 

DRiP Discount: 0%
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year. Results were driven by higher tariffs and volumes across a number of the segment’s operations. Results also 
reflect the contribution from the incremental interest acquired in the company’s Brazilian toll road business in 
May, new toll road investments in India and Peru, and partial contribution from the recently closed Australian 
ports business. The impacts of these positive factors were modestly offset by foreign exchange and tariff relief 
that were extended to one of the Australian rail clients.

energy: The segment generated FFO of US$40 million in the third quarter, an increase of 110% compared to the 
previous year. This improvement reflects the incremental contribution from increased ownership and reduced 
leverage in the company’s North American natural gas transmission business, contribution from the newly 
acquired gas storage business in North America, as well as strong same-store growth of 15%.

telecom: The French communications infrastructure operations generated FFO of US$19 million in the third 
quarter, which is consistent with the prior year.

KeY aReas OF GROWtH

The company’s goal is to emulate the security and stability of a utility while also generating consistent, year-
over-year growth in cash flow per unit and income distributions. In the 6 years from 2009 to 2015, BIP.UN has 
averaged growth in FFO/cash flow per unit of 23% per year which has been driven by the company’s ability 
to generate visible organic growth of 6% to 9% per year as well as to deploy capital into new investments and 
acquisitions that have generated additional accretive growth for investors. Currently, more than 70% of operating 
earnings is indexed to inflation, producing 3% to 4% annual growth from these contracts alone before any 
additional growth capital investments.

Looking into 2017, management believes that they have the potential to meaningfully outperform the 6% to 9% 
same-store growth target due to a greater than normal level of capital projects underway. The company’s backlog 
has more than doubled over the past 2 years and approximately US$1.5 billion of capital projects are expected 
to be commissioned over the next 12 to 18 months. The company also estimates that there is an additional US$2 
billion of projects that have not yet been included in the backlog but that may be secured in the next 12-24 
months.

In the third quarter, BIP completed 3 acquisitions totaling US$660 million of capital, consisting of a group 
of Australian ports, Peruvian toll roads and a North American gas storage business. These transactions will 
contribute a full quarter of results beginning in the fourth quarter. On September 23rd, the company also 
announced an agreement, as part of a consortium, to acquire a 90% controlling stake in Nova Transportadora 
do Sudeste S.A., a system of natural gas transmission assets in the southeast of Brazil, for approximately US$5.2 
billion, of which BIP.UN’s portion would be approximately US$825 million.

DiviDenD POliCY

BIP.UN pays a quarterly distribution of US$0.39 per unit (US$1.56 annualized) which equates to a yield of 4.88% 
at the current share price and exchange rate. The company has set a target of long-term income distribution 
growth of 5.0% to 9.0% per year while maintaining a payout ratio in the range of 60% to 70% of FFO. Over 
the past 7 years, BIP.UN has increased the dividend at least once per year, at an average annual rate of 12%, 
significantly exceeding its long-term guidance.
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FOReCast anD FaiR valUe assessment

BIP.UN has reported trailing twelve month FFO of US$2.61 per unit and AFFO of US$2.16 per unit, which at 
the current exchange rate equates a price-to-FFO and price-to-AFFO valuation multiple of 12.3 times and 14.8 
times, respectively. The revised fair value assessment of $48.50 per unit (from $46.26) is based on a justified 
valuation multiple of 14 times trailing FFO per unit.

COnClUsiOn

BIP.UN’s goal is to emulate the security and stability of a utility while generating consistent, year-over-year 
growth in cash flow per unit and income distributions. To this end, they have been a tremendous success and 
investors have been rewarded with unit price returns and income growth substantially above the market average. 
Looking forward, the company continues to believe that some of its best times are ahead. The backlog of growth 
projects has more than doubled in the last 2 years, US$1.5 billion in growth capital is expected to be deployed 
over the next 12 to 18 months and acquisition activity remains strong. Based on this outlook, we are confident 
that the company will continue to meet or exceed its 5% to 9% annual income distribution growth target.   

Although the unit price has essentially tripled since our initial recommendation in 2011, the valuation on a 
price-to-cash flow basis is actually moderately more attractive today than when we originally recommended the 
company. BIP.UN trades at a premium to comparable utility style investments and has never been a cheap stock 
but we continue to view the valuation as very reasonable in the context of the excellent growth profile.  As has 
been the case in the past, there will be short-term periods where growth will temporarily stall, but for investors 
with a time horizon of at least 2 to 3 years, we continue to have a favourable opinion of the stock and we are 
maintaining our BUY rating.

We are maintaining coverage on Brookfield Infrastructure Partners LP (BIP.UN: TSX) with a rating of BUY and 
a revised fair value assessment of $48.50 per unit (from $46.26). Brookfield Infrastructure will remain in our 
Conservative-Risk and Hybrid portfolios.
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enercare Reports strong Performance in Q3 - stable and Defensible Business model, 
Consistent Dividend Growth, and Opportunities to Provide long-term shareholder value

enercare inc. (eCi: tsX)
Recommendation: BUY
Fair value assessment: $19.80 (from $16.80)
industry: Water Heater Rentals
Recommended: February 2012
Recommendation Price: $9.50
Current Price (December 12, 2016): $18.16
Yield: 5.09%

COmPanY DesCRiPtiOn 

Enercare is one of North America’s largest home and commercial services and energy solutions companies and a 
leading provider of water heaters, water treatment, furnaces, air conditioners and other HVAC rental products, 
plumbing services, protection plans and related services. With operations in Canada and the United States, 
Enercare serves approximately 1.6 million customers annually. Enercare is also the largest non-utility sub-meter 
provider, with electricity, water, thermal and gas metering contracts for condominium and apartment suites in 
Canada and through its Triacta brand, a premier designer and manufacturer of advanced sub-meters and sub-
metering solutions.

investment HiGHliGHts

Five-Straight Quarters Of Net Unit Rental Growth.•	
Stable, Defensible, Long-Term Business Model.•	
Visible Growth Profile Through Changing Product Mix.•	
Consistent Annual Dividend Growth; 10% Growth this Year.•	

FinanCial OveRvieW

Consolidated: ECI reported strong Q3 results with performance bolstered by contributions from the 
acquisition of Service Experts, slow but steady growth in Enercare Home Services and stable performance in the 
Submetering segment. Consolidated revenue increased 117% to $316 million and acquisition adjusted EBITDA 
increased 30% to $79.6 million. ECI reported third quarter free cash flow of $32.4 million, or $0.31 per share, a 
year-over-year increase of 15% on a per share basis. The payout ratio for the third quarter was 74% compared to 
76% in the same quarter last year. On a trailing twelve months basis, ECI reported free cash flow of $119 million, 
or $1.18 per share, equating to a payout ratio of 74% on dividends of $0.875 per share.

ECI ended the quarter with net debt-to-adjusted EBITDA of 3.0 times and interest coverage of 9.9 times. The 
debt leverage ratios have been generally consistent over the past year and remain within the target range.

Home services segment: The segment reported revenues of $111 million and acquisition adjusted EBITDA of 
$64.9 million, an increase of 3.9% and 2.5% respectively. EBITDA margins improved to 58% compared to 55% 
in the third quarter of last year. Customer additions were 10,000 units in the third quarter of 2016, an increase of 
11%, while customers lost to attrition declined 5% to 6,900. Q3 marked the fifth straight quarter of net unit 
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rental growth, a trend that the company has not experienced in a decade. The average monthly rental rate of a 
new customer continues to grow reaching $41.29 in the third quarter, an increase of 6.8% compared to the same 
quarter last year and 60% (or $15.48) over the average rental rate of a customer lost to attrition. The average 
monthly rental rate of a new customer is up 54% from 2014 primarily due to a changing mix towards higher 
value products like HVAC rentals.

submetering segment: The segment reported acquisition adjusted EBITDA of $3.39 million in the third quarter 
which was relatively flat compared to last year. The number of contracted units increased to 232,000 at the end of 
Q3 compared to 200,000 at the same time last year. The number of installed units increased modestly to 162,000 
compared to 161,000 and the number of billable units increased to 113,000 from 106,000.

service experts: Q3 2016 was the first full quarter of contribution from Service Experts which was acquired 
on May 11th. The segment reported Q3 acquisition adjusted EBITDA of $19 million which was higher than 
expectations largely due to favourably warm weather conditions across the United States and higher average 
dollars per contract. Performance at Service Experts is more seasonal than ECI’s other segments due to less 
recurring revenue streams and a significant increase in customer demand in Q2 and Q3 due to the geographies 
where it operates. ECI expects lower but still meaningful EBITDA in Q4 but likely negative EBITDA in Q1. 
ECI’s plan is to roll out its HVAC rental program to Service Experts locations which should add to recurring 
revenue streams and help to smooth out seasonal fluctuations over time while providing cash flow growth for the 
company.

OUtlOOK anD KeY aReas OF GROWtH

Going forward, ECI maintains a number of possible growth drivers in each of its three business segments.

Acquisitions have been a significant catalyst for growth over the past two years with the company most recently 
completing the purchase of Service Experts last May for a purchase price of US$340.75 million. Service Experts 
is a leading provider of HVAC repair, maintenance, new equipment sales and related services to residential and 
commercial customers in 29 states in the United States and three provinces in Canada. Management considers 
this to be a defining acquisition for ECI and an important part of the company’s North American expansion 
strategy. For 2016, ECI expects the acquisition to be 25% accretive to normalized pro-forma free cash flow per 
common share. ECI also expects to generate an additional $0.05 to $0.08 per share in free cash flow from cost 
saving synergies by the end of 2017. A key element of ECI’s strategy with this acquisition is to gradually roll out 
its HVAC rental program to Service Experts locations throughout Canada and the United States. This rollout 
began in Canada in October and management reports success so far with average transaction value and volume 
of rentals exceeding their expectations. The rollout in the United States is expected to begin in the first half of 
2017.

Within the Home Services segment, ECI reported its 5th straight quarter of net additions in unit rentals which is 
a trend that the company has not seen in 10 years. In recent years, changes in technology and consumer trends 
have led to an increase in the addition of higher value products. A component of ECI’s growth strategy has been 
to focus on single family and multi-residential HVAC rental units which provide three to five times more rental 
revenue than that of a water heater. The change in product mix has resulted in a substantial difference between 
rental revenue of new and lost customers over the past three years. In the third quarter of 2016, a new customer 
was worth approximately 1.6 times that of a lost customer based on average monthly rental revenue.

ECI’s Submetering business continues to make progress slowly but steadily. Contracted, installed and billable 
units grew 16%, 0.6% and 7%, respectively, in the third quarter compared to last year. The strategy is to continue 
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to grow the number of contracted units while transitioning contracted and installed units into billable units. 
ECI also continues to look for new adjacent products to offer, new markets to enter across North America and 
expects to continue to benefit from economies of scale. In Q3, the company launched a new capability that 
allows them to bill both residential and commercial units in the same building with multiple commodities.

DiviDenD POliCY

ECI currently pays a monthly dividend of $0.077 per share ($0.924 annualized) which equates to a yield of 
5.1% at the current share price. The company increased its dividend 5 times over the past 4 years at an average 
compound rate of 8.3%. Most recently, the dividend was increased by 10% in May. The payout ratio to free cash 
flow is currently at a reasonable level of approximately 74% and we have no concerns over the sustainability of 
the dividend. We believe that ECI’s strategy will continue to focus on annual growth in dividends.

FaiR valUe assessment

We are adjusting our fair value assessment upwards to $19.80 per share (from $16.80). The revised fair value 
assessment is based on estimated free cash flow of $1.32 per share for 2017 and a justified price-to-free cash flow 
multiple of 15 times.

The justified valuation multiple of 15 times is higher than we have used for ECI in the past. The increase is based 
on the continued improvement in the company’s key metrics as well as long-term growth opportunities across 
its three business segments. We are also using what we consider to be a highly conservative measure of free cash 
flow which includes a full deduction of capital expenditures associated with new customers notwithstanding 
their higher value relative to legacy customers.

COnClUsiOn

ECI has been a strong performer over the past 4 years with the share price more than doubling and the dividend 
growing 35%. The key to ECI’s success has not been fast paced and exciting growth but rather a slow and steady 
climb year after year with nearly all of the key metrics showing consistent improvement. Key to note in the third 
quarter was a significant contribution from the acquisition of Service Experts, continued growth in rental rates 
of new customers, and the fifth straight quarter where new customer acquisitions exceeded attrition. Looking 
forward, the company continues to maintain several very visible growth drivers which we believe can achieve the 
same steady growth that has been the source of the company’s success over the last half decade. An area we will 
be closely monitoring over the next 12 to 18 months is the rollout of the company’s very successful HVAC rental 
program to Service Experts locations throughout the United States. The acquisition of Service Experts provides 
an entry into the potentially lucrative U.S. market where ECI can offer its current product mix. As in the past, 
we don’t expect anything overly exciting from ECI on a quarter to quarter basis. Investors with a long-term 
time horizon should be able to take comfort in owning a company with a stable and defensible business model, 
consistent dividend growth, and opportunities to provide solid shareholder value. 

We are maintaining coverage on Enercare Inc (ECI) with a rating of BUY and a fair value assessment of $19.80 
(from $16.80) per share. Enercare will remain in our Moderate-Risk and Hybrid portfolios. 
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exchange income Continues to Provide a Compelling Proposition for Dividend Growth 
investors with a long-term time Horizon

exchange income Corporation (eiF:tsX)
Recommendation: BUY
Fair value: $44.10 (from $37.14)
industry: Diversified – specialty aviation and manufacturing
Recommended: march 2010
Recommendation Price: $14.24
Current Price (December 21, 2016): $42.60
Yield: 4.9%

COmPanY DesCRiPtiOn

Exchange Income Corporation (EIF) is a diversified acquisition-oriented company which uses a disciplined strat-
egy to identify already profitable, well-established companies that have strong management teams, generate steady 
cash flow, operate in niche markets and have opportunities for organic growth. The company currently operates 
two segments: Aerospace & Aviation and Manufacturing.

investment HiGHliGHts

Record revenue and EBITDA in Q3; continued organic growth.•	
Acquired CarteNav Solutions for $17 million in Q3.•	
Acquired Team J.A.S. for US$10 million subsequent to quarter-end.•	
Announced award of new government contract.•	
4 dividend increases in 24 months for total growth of 25%.•	

FinanCial OveRvieW

EIF reported record revenue and EBITDA for the third quarter of 2016. EBITDA for the third quarter was $60.0 
million, an increase of $6.0 million or 11% over the previous year. For the first nine months of the year, EBITDA 
was $161.3 million, an increase of $28.1 million or 21% over the same period in 2015. For both the third quarter 
and first nine months, higher EBITDA was the result of continued growth in the Aerospace & Aviation segment 
which was offset by lower performance in the Manufacturing segment.

The Aerospace & Aviation segment grew EBITDA by 16% to $57.6 million for the third quarter and by 22% to 
$155.6 million for the first nine months of the year.  Growth in the third quarter was mainly attributable to Re-
gional One and the Legacy Airlines. Regional One generated significant revenue and EBITDA growth in the third 
quarter, largely driven by the previous and ongoing investments made in additional aircraft and the resultant 
growth in Regional One’s portfolio of aircraft and components for lease. The Legacy Airlines generated sustained 
EBITDA growth over the prior period due to margin enhancement. For the nine month period, Provincial Aero-
space contributed strong revenue and EBITDA growth primarily driven by the Middle East operations resulting 
from the new multi-year contract announced in November 2015.

In the Manufacturing segment, EBITDA declined 22% to $6.2 million in the third quarter and increased 10% to 
$17.6 million for the first nine months of the year. Lower performance has been the result of weak economic con-
ditions in Alberta. For the first nine months of the year, weak conditions in Alberta were offset by contributions 
from the company’s acquisition of Ben Machine in the third quarter of 2015.

DRiP Discount: 3%
agent: Cst trust

Dividend Growth:
1 Year: 9.4%

3 Years (CaGR): 7.7%
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Free cash flow for the third quarter was $26.4 million, or $0.84 per share, compared to $25.0 million, or $0.89 per 
share, in the same quarter last year. On a per share basis, free cash flow declined 5.6% due to higher taxes and 
maintenance capital expenditures and a higher number of shares outstanding compared to the previous year. For 
the first nine months of the year, free cash flow was $68.7 million, or $2.26 per share, compared to $53.9 million, 
or $2.05 per share, in the same period last year. On a trailing twelve months basis, EIF reported free cash flow per 
share of $2.94 which equates to a dividend payout ratio of 67%.

Total debt (including senior and convertible debt) was $599.5 million as of the end of Q3. Based on trailing EBIT-
DA of $207.3 million, the company has a debt-to-EBITDA ratio of 2.9 and an interest coverage ratio of 7 times.

OUtlOOK anD KeY aReas OF GROWtH

During Q3, the company completed the acquisition of CarteNav Solutions Inc. for $17 million. CarteNav is a Hali-
fax based software developer which provides intelligence, surveillance, reconnaissance and situational awareness 
solutions to defense, security and commercial clients. The transaction is expected to be accretive on a stand-alone 
basis; however, the main purpose of the acquisition is to further strengthen the competitive position of Provincial 
Aerospace by leveraging CarteNav’s technology. CarteNav will allow Provincial to develop more-timely, cost effec-
tive solutions for current and prospective maritime surveillance customers.

Subsequent to the quarter end, EIF completed the acquisition of Team J.A.S. for approximately US $10 million. 
Team J.A.S. is a parts company specializing in the Twin Otter Aircraft which has recently gone back into produc-
tion. Although this is a small acquisition for EIF, it provides significant strategic value to the company’s Regional 
One operations. Team J.A.S will bring expertise in a new aircraft type to Regional One thereby expanding the seg-
ment’s portfolio of propeller aircraft expertise.

EIF continues to invest in Regional One’s portfolio of aircraft which has been the source of the majority of organic 
growth for the company overall. During the quarter, Regional One acquired net nine aircraft added to the com-
pany’s lease portfolio.

On December 8th, the company announced that Airbus Defence and Space, in partnership with EIF’s subsidiary 
Provincial Aerospace, had been awarded the Government of Canada contract for the Fixed Wing Search and Res-
cue (FWSAR) Aircraft Replacement Program. The contract award follows a commitment from the Government of 
Canada to replace the aging CC-115 Buffalo and the CC-130 Hercules aircraft. The Fixed Wing Search and Rescue 
contract includes a brand new fleet of Airbus C295W, sensor-equipped aircraft and up to 20 years of in-service 
support. The company stated that they are excited by this contract award which not only reinforces Provincial 
Aerospace’s strong relationship with the Government of Canada but also provides a sustainable, long-term revenue 
stream for the company with minimal capital investment.

DiviDenD POliCY

EIF pays a monthly dividend of $0.175 per share ($2.10 annualized) which equates to yield of 4.9% at the current 
price. EIF has increased its dividend 12 times in its history and twice in the last 12 months. Over the past 2 years 
the dividend has been increased by a total of 25%. The dividend was also increased subsequent to the third quar-
ter by 4.5%. The company has successfully reduced its payout ratio over the past 24 months in spite of significant 
growth in the dividend. The payout ratio which now sits at 71% is at a sustainable level and we anticipate further 
dividend growth in line with growth in underlying free cash flow.

exchange income corporation (eiF:tsX) 
Recommendation: BUY 
Current Price (December 21, 2016).........................................................................................................$42.60
Fair Value........................................................................................................................................... $44.10
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FaiR valUe assessment

On a trailing twelve months basis, EIF has generated free cash flow per share of $2.94 which equates to a price-to-
free cash flow valuation of 14.5 times at the current price. We have elected to increase the fair value assessment to 
$44.10 using a justified valuation of 15 times trailing free cash flow. The justified valuation multiple of 15 times is 
higher than we have used in the past; however, given the strong fundamentals and potential growth opportunities 
underlying EIF’s businesses, we believe that this valuation remains reasonably attractive for long-term investors 
relative to overall market valuations.

COnClUsiOn

EIF has been a star performer since we reinitiated our BUY rating on the company in December 2014 with the 
share price increasing 91% and the company growing the dividend 20% (3 increases). After such an amazing run 
in a stock it is important to take a step back and determine if the investment is still worth owning or if some of 
the profit should be realized. Looking at the fundamentals of EIF today, we would say that it still provides attrac-
tive long-term growth to investors but is likely fairly valued in the short term. Acquisitions provided a significant 
boost to cash flow in 2015 and early 2016. The company has reported that competition for quality assets in the 
acquisition market has increased. Considering this, we see less opportunity in the near term for EIF to acquire 
large businesses (like Provincial Aerospace) that would produce substantial step changes in cash flow per share. 
Two relatively small acquisitions have been completed recently and this is the kind of activity we expect to see in 
the near term. Long term, we believe the company will continue to opportunistically identify large and highly ac-
cretive acquisitions. This shifts the focus to organic growth and we think the company is continuing to perform 
well in this regard, primarily due to investments made in Regional One. Organic growth is not easy to find in an 
environment of lackluster economic conditions (as exist in Canada today) and this is one of the reasons that EIF’s 
share price has performed so well over the last year.

It is important to note that we are looking at EIF today as a long-term opportunity for investors looking to hold 
the stock for at least 3 to 5 years. We do not (as we have in the past) see the current price as a short-term buying 
opportunity (less than 12 months). Investors who already have large weightings in EIF due to the strong apprecia-
tion in the stock over the last 2 years, can look to take partial profits on 25% to 50% of their position and rebalance 
down to an average (or equal) weighting in the portfolio. Investors looking to purchase or hold a position in EIF 
over our long-term horizon should continue to benefit from an attractive yield and dividend growth underpinned 
by a relatively stable and diversified business model.

We are maintaining coverage on Exchange Income Corporation (EIF) with a rating of BUY and a fair value as-
sessment of $44.10 per share (from $37.14). Exchange Income will remain in our Aggressive-Risk and Hybrid 
portfolios.

exchange income corporation (eiF:tsX) 
Recommendation: BUY 
Current Price (December 21, 2016).........................................................................................................$42.60
Fair Value........................................................................................................................................... $44.10
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Brookfield Renewable Partners LP (BEP.UN)

Industry: Utilities - Renewables
Current Price: $39.00
Market Capitalization:$6,503,345,667
Yield: 6.2%
DRIP Discount: 0%

Company Description

Brookfield Renewable Partners operates one of the 
world’s largest publicly traded, pure-play renewable 
power platforms. The portfolio consists of hydroelec-
tric and wind facilities in North America, Latin Amer-
ica and Europe and totals more than 10,000 megawatts 
of installed capacity. Brookfield Renewable is the flag-
ship listed renewable power company of Brookfield 
Asset Management, a leading global alternative asset 
manager with $250 billion of assets under manage-
ment.

Areas of Growth

BEP.UN reports strong organic growth prospects with 
an approximately 6,800 MW of projects in its devel-
opment pipeline. The company has also been an ac-
tive acquirer of assets. Over the last ten years, BIP has 
acquired or commissioned 81 hydroelectric facilities 
totaling approximately 5,100 MW, 38 wind facilities 
totaling approximately 1,500 MW, three biomass facil-
ities totaling 120 MW and one 300 MW Co-gen plant. 
Over the last nine months, the company acquired or 
commissioned hydroelectric facilities, a wind facility 
and Co-gen facilities with total installed capacity of 
3,393 MW. Management is targeting $500-$600 mil-
lion of annual investments into growth projects.

BEP.UN is targeting long-term distribution increases 
of 5% to 9% annually and has averaged increases of 
7% over the last 3 years.

Recent Financials

$US Q3 2016 Q3 2014
Revenue $580,000,000 $337,000,000
Adjusted EBITDA $332,000,000 $242,000,000
FFO $73,000,000 $80,000,000
FFO per Share $0.24 $0.29

Revenue for the third quarter was US$580 million, 
representing an increase of US$243 million or 72% 
over the same period last year. Higher revenue was 
primarily the result of growth in the portfolio assets. 
Stronger generation and the depreciation of the U.S. 
dollar also contributed to revenue.  Year-to-date, rev-

enues increased 52% to US$1.9 billion.

Adjusted EBITDA for the third quarter was US$332 
million, an increase of 37% compared to the previous 
year. For the first nine months of the year, adjusted 
EBITDA was US$1.164 billion or 26.7% higher than 
in the same period last year.

Funds from operations (FFO) declined 17% in the third 
quarter and 6.6% for the first nine months of the year. 
On a trailing twelve month basis, BEP reported FFO 
per share of US$1.60 which equates to price-to-FFO 
valuation of 18.3 times and a payout ratio of 110%.

Over 90% of total cash flow is generated by hydro as-
sets and 90% of revenue is under inflation-linked con-
tract with an average term of 16 years. 

Conclusion

The main reason we are highlighting this company is 
because we get a lot of questions about it. Overall it is 
a solid business with stable revenues and cash flows 
underpinned by long-term, inflation-adjusted con-
tracts. That being said, cash flow per unit growth has 
been non-existent in recent years and the payout ratio 
is above 100% and well above the company’s target of 
70%. Growth in total revenue and EBITDA has been 
strong and the development pipeline should add to this 
growth over upcoming year. We would like to see this 
translate into higher cash flow per share.

Cara Operations Ltd (CARA)

Industry: Consumer Cyclical - Retail
Recent Price: $25.50
Market Capitalization: $1,499,910,000
Yield:1.6%
DRIP Discount:3%

Company Description

Founded in 1883, Cara is Canada’s oldest and largest 
full-service restaurant company.  The company fran-
chises and/or operates some of the most recognized 
brands in the country including Swiss Chalet, Harvey’s, 
St-Hubert, Milestones, Montana’s, Kelsey’s, East Side 
Mario’s, Casey’s, New York Fries, Prime Pubs, Bier 
Market and Landing restaurants.  As at September 25, 
2016, Cara had 1,127 restaurants, 1,080 of which were 
located in Canada and the remaining 47 locations were 
located internationally.  88% of Cara’s restaurants are 
operated by franchisees and 59% of Cara’s locations 
are based in Ontario. 

Highlighted Companies



28 Copyright 2016 KeyStone Financial Publishing Corp.

KeyStone’s Income Stock Report                    December 2016                  KeyStone’s Income Stock Report           December 2016KeyStone’s Income Stock Report                    December 2016                  KeyStone’s Income Stock Report           December 2016

Areas of Growth

CARA has undertaken significant acquisition activity 
over the past few months. 

On September 1, the company announced acquisition 
of a majority ownership interest in Original Joe’s Fran-
chise Group Inc. for $93.0 million. The transaction is 
for 99 full-service restaurants in Canada and the Unit-
ed States under the brands Original Joe’s Restaurant & 
Bar, State & Main Kitchen Bar and Elephant & Castle 
Pub and Restaurant. CARA expects the transaction to 
add $250.0 million in annual normalized System Sales 
and approximately $14.7 million in normalized Oper-
ating EBITDA before synergies. 

On September 2, 2016, the company completed the ac-
quisition of 100% of Groupe St-Hubert Inc. for a pur-
chase price of $538.1 million. Groupe St-Hubert is a 
leading full service restaurant operator in Quebec with 
117 locations and generates approximately $620 mil-
lion in System Sales and approximately $44.8 million 
in operating EBITDA. The transaction is expected to 
be immediately accretive to CARA’s adjusted EPS (be-
fore synergies are considered) with an additional $10 
million of expected annual run-rate synergies within 3 
years.

Recent Financials:

Q3 2016 Q3 2014
Revenue $94,600,000 $65,600,000
Operating Income $22,300,000 $20,700,000
Adj.  Net Income $24,300,000 $20,200,000
Adjusted EPS $0.43 $0.38

Operating EBITDA grew 27.7% to $36.9 million in the 
third quarter of 2016 equivalent to 7.4% of total sales. 
Growth resulted from net new restaurant openings 
and the acquisitions of New York Fries and St-Hubert. 
Year-to-date operating EBITDA was $97.3 million 
compared to $82.2 million in 2015, an improvement 
of $15.1 million or 18.4%. Adjusted earnings per share 
grew 13.1% to $0.43 for the third quarter and 40.4% to 
$1.32 for the first nine months of the year.

Same restaurant sales growth was -2.3% for the third 
quarter and -1.2% for the first nine months of the year.  
Same restaurant sales have been impacted by challeng-
es in the western provinces and uneven performance in 
certain restaurant banners. Approximately 9% of the 
company’s locations are in Alberta. Management is 
initiating strategies to improve same restaurant sales 
through renovations, greater menu innovation, en-
hanced guest experiences, and expanded e-commerce 

sales. The company also plans to launch several digital 
marketing initiatives in 2017 to reach new customer 
segments and to increase the frequency of existing cus-
tomers.

Following the closing of the recently announced acqui-
sition of Original Joe’s, the company expects to have a 
debt-to-EBITDA ratio of 2.4 times.

On a trailing twelve months basis, CARA has reported 
$1.70 in adjusted EPS equating to a price-to-earnings 
valuation of 15 times.

Conclusion

CARA has a lot of potential and is attractively valued 
relative to earnings given recent growth in revenues 
and profits. Generally, companies that own a diversi-
fied portfolio of restaurants/food service businesses 
tend to trade at premium valuations assuming underly-
ing fundamentals are strong. In the case of CARA, the 
share price has had a rough ride and it is down 14% 
over the past 3 months and 22% since the company 
went public in April 2015. Negative same restaurant 
sales growth is what has hurt the share price as this 
metric is perhaps the most important variable for in-
vestors in the restaurant or retail space. The company 
is implementing strategies to turn same restaurant sales 
positive and if they are successful then the stock has a 
lot of room to move higher from here.

 

Chartwell Retirement Residences (CSH.UN)

Industry: Real Estate – Senior Facilities
Current Price: $14.58
Market Capitalization:$2,788,476,438
Yield: 3.9%
DRIP Discount: 3%

Company Description

Chartwell Retirement Residences owns and operates a 
range of 175 seniors housing communities across four 
provinces in Canada. The company’s segments include 
Canadian Retirement Operations and Canadian Long 
Term Care Operations. Its portfolio of residences in-
cludes independent living residences for seniors that 
include retirement units/townhouses/bungalows pro-
viding meals and general services; independent sup-
ported living residences for seniors that include re-
tirement units/townhouses/bungalows with household 
general services; assisted living residences for seniors 
requiring personal care services; memory care units 
for seniors having Alzheimer’s or other forms of de-
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tions, partially offset by higher staffing costs, and sup-
ply and administrative expenses. Total NOI increased 
21% for the third quarter to $69.0 million and 25.8% 
for the first nine months of the year to $199.6 million. 
Total NOI benefited from contributions from acquisi-
tions and development as well as strong same property 
performance.

Adjusted funds from operations (AFFO) for the third 
quarter were $43.3 million, or $0.22 per unit, com-
pared to $33.0 million, or $0.18 per unit, in the third 
quarter of 2015, representing 22% growth on a per 
unit basis. Year-to-date AFFO was $121.5 million, or 
$0.64 per unit, compared to $82.2 million, or $0.46 per 
unit, in the same period of last year, reflecting per unit 
growth of 39%. Higher AFFO was due to higher same 
property NOI, and contributions from acquisitions and 
developments. For the nine-month period, AFFO from 
continuing operations was also positively affected by 
retroactive funding for three redeveloped long-term 
care properties.

As at the end of the third quarter, the company’s net 
debt-to-adjusted EBITDA ratio was 7.3 and the inter-
est coverage ratio was 3.75.

On an annualized basis, AFFO per unit was $0.88 
which equates to a payout ratio of 64% and a price-to-
AFFO valuation of 16.6 times. 

Conclusion

CSH.UN has generated impressive growth from its ac-
quisition and development strategy. Right now we see 
excellent momentum behind the business in the short 
term and the long-term demographic play of senior 
housing should support additional growth opportuni-
ties over time. From a valuation perspective, the shares 
are trading at a reasonable range relative to cash flow 
and investors who would like to get access to the se-
nior housing space can look at this name.

 

 
Diversified Royalty Corp (DIV)

Industry: Financial – Royalty Pools
Recent Price: $2.42
Market Capitalization: $276,493,439
Yield:9.4%
DRIP Discount:3%

Company Description

DIV is a multi-royalty corporation, engaged in the busi-
ness of acquiring royalties from well-managed, multi-

mentia and requiring personal care services, and long-
term care residences for people requiring professional 
nursing care on a daily basis and over 24-hour supervi-
sion.

Areas of Growth

Acquisition and development have been primary con-
tributors to CSH.UN’s growth strategy. The following 
initiatives have been announced or completed over the 
past year.

Sept 16, 2016 - Launched construction of Chartwell • 
Waterford Retirement Residence (128 suites).
July 28, 2016 – Announced agreement to acquire • 
the 121-suite Tiffin House Retirement Residence 
in Midland, Ontario for $31.5 million.
June 7, 2016 – Commenced construction (in part-• 
nership with Welltower Inc. and The Daniels Cor-
poration) for a new urban rental residence in down-
town Toronto (332 units).
April 22, 2016 – Increased ownership from 50% to • 
100% in Chartwell Kamloops Retirement for $11.1 
million.
April 21, 2016 – Entered into an agreement to ac-• 
quire the 127-suite Lord Lansdowne Retirement 
Residence in Ottawa, Ontario for $68.4 million.
April 20, 2016 – Announced agreement (in part-• 
nership with Island Health) to develop Chartwell 
Malaspina Gardens Care Residence.
April 18, 2016 - Announced acquisition of a pre-• 
mier retirement residence in Brockville, Ontario, 
for $37.1 million.
February 29, 2016 - Announced acquisition of a • 
premier retirement residence in Ottawa, Ontario 
for $63.6 million.

CSH.UN increased its income distribution 2% last 
March. The distribution has been increased for two 
consecutive years.

Recent Financials

Q3 2016 Q3 2014
Revenue $209,933,000 $188,431,000
NOI $69,034,000 $57,167,000
AFFO $43,260,000 $33,047,000
AFFO per Unit $0.22 $0.18

 
Same property net operating income (NOI) increased 
by $3.8 million or 7.3% in the third quarter of 2016, 
and by $12.2 million or 8.1% in the first nine-months 
of the year. Same property NOI growth was driven 
primarily by higher occupancies, regular annual rental 
rate increases in line with competitive market condi-
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location businesses and franchisors in North America. 
DIV’s objective is to acquire predictable, growing 
royalty streams from a diverse group of multi-loca-
tion businesses and franchisors. DIV currently owns 
the Sutton and Mr. Lube trademarks. Sutton is among 
the leading residential real estate brokerage franchisor 
businesses in Canada with approximately 7,900 agents 
and 200 offices across Canada. Mr. Lube is the leading 
quick lube service business in Canada with 170 loca-
tions across Canada and approximately $200 million 
of annual system sales.

Areas of Growth

DIV’s strategy is to grow revenue and free cash flow 
through the purchase of royalty streams in branded 
business.  The company first acquired a $12 million in 
initial royalty stream from Franworks Franchise Corp 
for $103.0 million in December 2014. The royalty 
rights were associated for restaurant brands in Alberta 
under the banners Original Joe’s, State & Main and El-
ephant & Castle.

On August 29th, 2015, DIV closed the acquisition of 
rights to the Mr. Lube brand for approximately $138.9 
million which were then leased back to Mr. Lube Can-
ada for an initial royalty payment of approximately 
$12.5 million per annum. On July 9th, 2015, the com-
pany acquired the rights to the Sutton Group Realty 
Services for $30.6 million in exchange for an initial 
royalty of $3.5 million per annum.

DIV has recently entered into an agreement to sell its 
royalty rights from the Franworks restaurants business-
es due to weakness in the Alberta market and declin-
ing same store sales from the restaurants in the royalty 
pool. Under the agreement, Cara Operations will pur-
chase the rights for $90.0 million in cash and the can-
cellation of 8,992,187 DIV common shares. Following 
the sale of the rights, DIV will have approximately $80 
million in cash which it plans to use to purchase new 
royalty pools. The transaction also reduces the com-
pany’s Alberta exposure from 30% to 17%.

Recent Financials

Q3 2016 Q3 2014
Revenue $7,318,000 $5,717,000
Operating Income $4,913,000 $3,893,000
Free Cash Flow* $6,314,000 $4,980,000
FCF per Share $0.06 $0.06

*Does not include litigation expenses which the company does not expect 
to recur.

For the third quarter of 2016, distributable cash was 
$6.3 million, or $0.0554 per share, compared to $5.0 
million, $0.0554 per share, in the same quarter last 
year. Total free cash flow increased as a result of the 
Mr. Lube royalty acquisition completed in August 
2015 and Sutton’s roll-in of 215 new agents on July 
1, 2016, which was partially offset by lower same res-
taurant sales in Alberta associated with the Franworks 
royalties. Free cash flow per share remained flat due to 
a higher number of shares outstanding resulting.

Same-store-sales-growth for the 117 Mr. Lube stores 
in the royalty pool was 1.4% for the third quarter and 
4.4% year-to-date. Same-store-sales-growth for the 
Franworks royalty pools was -9.7% for the third quar-
ter and -6.6% year-to-date.

Following the sale of the Franworks royalty, we are es-
timating pro-forma annual free cash flow of $0.136 per 
share after accounting for debt repayment and share 
cancellations. This falls well short of annual dividend 
of $0.22 per share, resulting in a payout ratio of 162%. 
The company’s plan is to employ the proceeds from 
the sale into new royalty streams which will reduce the 
payout ratio.

Based on pro-forma free cash flow of $0.136, DIV is 
trading at a price-to-free cash flow multiple of 17.8 
times (15 times on a cash out basis).

Conclusion

Right now the attractiveness of DIV as a royalty invest-
ment is completely dependent on how they reemploy 
the proceeds from the sale of the Franworks royalties. 
If they employ the $80 million in cash into a royalty 
that is similar to Mr. Lube then we would expect the 
share price to react positively. This is what we will be 
watching for over the upcoming quarters but as of now 
it is impossible to determine when the capital will be 
employed or what will be purchased. The high payout 
ratio is a concern in the near term and that makes the 
company somewhat speculative overall. From a valu-
ation perspective, the company is not that cheap (es-
pecially considering the uncertainties) but there may 
be opportunities to purchase the stock at a better price 
depending on how long it takes the company to employ 
its capital into new royalties. 
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goeasy Ltd (GSY)

Industry: Financial – Consumer Loans
Current Price: $24.70
Market Capitalization:$329,052,610
Yield: 2.0%
DRIP Discount: 0%

Company Description

goeasy Ltd. is a leading full-service provider of goods 
and alternative financial services that improve the lives 
of everyday Canadians. Today, goeasy Ltd. serves its 
customers through two key operating divisions, easy-
home and easyfinancial. easyhome is Canada’s largest 
lease-to-own company, offering brand-name house-
hold furniture, appliances and electronics to consumers 
under weekly or monthly leasing agreements through 
both corporate and franchise stores. easyfinancial is 
the leading provider of alternative financial services, 
offering consumer loans between $500-$15,000, and 
is supported by a strong central credit adjudication 
process and industry leading risk analytics. easyfinan-
cial also operates an indirect lending channel, offering 
loan products to consumers at the point-of-sale of third 
party merchants.

Areas of Growth

GSY’s strategy is to continue to pursue growth oppor-
tunities within the easyfinancial segment by expand-
ing the number of stores and increasing the total loans 
receivable through new originations. The segment has 
experienced substantial growth over the past 5 years 
with operating income increasing at a compound rate 
of 60% per year from 2012 to 2015. The company plans 
to add 10 to 20 new locations in 2016 and is targeting 
220 to 240 total locations by the end of 2018 (up from 
185 locations at the end of Q1 2016).

Within the easyhome segment, the company continues 
to feel the reduction in demand within the rent-to-own 
industry which has had a slow but negative impact on 
segment revenue and profitability. The company ex-
pects to continue to generate stable cash flow from the 
segment but sees little to no opportunities for expan-
sion.

GSY increased its dividend by 25% in March which 
was the second increase since the company initiated 
the dividend in June 2014.

Recent Financials

Q3 2016 Q3 2014
Revenue $87,788,000 $ 77,983,000
Adjusted EBITDA $20,454,000 $15,128,000
Adj.  Net Income $8,833,000 $6,256,000
Adjusted EPS $0.64 $0.45

 
The company reported record performance for the 
third quarter of 2016 with revenue increasing 12.6% 
to $87.8 million. Total same store sales growth in the 
quarter was 15.4% marking the 26th consecutive quar-
ter of same store sales growth. Strong performance 
was driven primarily by the expansion of easyfinancial 
and the related growth of its consumer loans receivable 
portfolio which reached $344 million by quarter’s end, 
up 35.5% compared to last year. Operating income, ex-
cluding one-time advisory costs, was $17.8 million, up 
$4.9 million or 37.9% compared to the third quarter of 
2015.

With the easyfinancial segment, revenue increased by 
34.0% to $52.6 million. Gross loan originations in-
creased by 23.5% from $81.8 million in the third quar-
ter of 2015 to $101.1 million in the current quarter. 
Net charge offs as a percentage of the average gross 
consumer loans receivable on an annualized basis were 
15.4%, within the targeted range of 14% to 16%. Op-
erating margin for the third quarter of 2016 improved 
from 32.4% to 39.9%. Cash generated from easyfinan-
cial customer payments was $89.0 million in the third 
quarter of 2016 compared to $65.9 million in the third 
quarter of 2015.

Within the easyhome segment, same store revenue de-
clined 4.1%. The number of delivered units declined 
by 2.1% in the quarter when compared to the third 
quarter of 2015. The operating margin for easyhome 
for the third quarter of 2016 was 14.4%.

Adjusted net income for the quarter was $8.8 million, 
up $2.6 million or 41.2% from $6.3 million in the third 
quarter of 2015. Adjusted net income was $8.8 mil-
lion, or $0.64 per share, compared to $6.3 million, or 
$0.45 per share last year, equating to per share growth 
of 42.2%. The company’s overall adjusted return on 
equity improved to 18.9% in the current quarter from 
15.0% in the third quarter of 2015.

On a trailing twelve month basis, GSY reported ad-
justed EPS of $2.32 which equates to price-to-earnings 
valuation of 10.6 times and a payout ratio of 20%.
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Conclusion

GSY has been producing exceptional growth through 
the expansion of its easyfinancial segment. From a 
growth and valuation perspective, this company looks 
solid. However, the underlying business is basically to 
provide higher risk consumer loans and we have been 
concerned about the cyclicality of this model. In any 
type of recessionary environment we would expect 
company’s like GSY to experience escalating loan 
losses and severely depressed profitability. That being 
said, the economy in Canada has been lackluster for 
the past few years and GSY continues to grow. Inves-
tors who are not concerned about the risk level of this 
business model should look at the company.

 

 
Parkland Fuel Corp (PKI)

Industry: Energy – Fuel Distribution
Current Price: $28.14
Market Capitalization:$2,700,253,955
Yield:4.1%
DRIP Discount:5%

Company Description

Parkland Fuel Corporation is a distributer and marketer 
of refined fuels and other petroleum products to retail 
and wholesale customers. The company’s segments in-
clude Retail Fuels, Commercial Fuels, Parkland USA, 
and Supply and Wholesale. The Retail Fuels segment 
consists of a network of over 1,055 retail gas stations 
throughout Canada. Its Commercial Fuels segment de-
livers petroleum and other related products and servic-
es to commercial customers. Parkland USA segment 
supplies and distributes refined petroleum products in 
the U.S. Supply and Wholesale segment manages fuel 
supply by providing contracting, purchasing and dis-
tributing to wholesale and reseller customers in North 
America.

Areas of Growth

PKI has been active with acquisition over the last sev-
eral years and more recently has been highly focused 
on growing its Retail Fuel segment which consists 
of gas stations and the attached convenience stores. 
Most recently, on August 22, the company announced 
an agreement to acquire the majority of the Canadian 
business and assets of CST Brands from Alimentation 
Couche-Tard for a preliminary purchase price of ap-
proximately $965 million. Management expects pre-
synergy accretion of over 20% to free cash flow per 
share on a trailing 12-month basis. The acquisition will 

add approximately 490 retail fuel station sites bringing 
the total to 1,555 and add more than 3.0 billion litres of 
annual fuel volume increasing PKI’s total annual run 
rate volume to over 13.3 billion litres.

The company increased its dividend 5% in March and 
has been growing the dividend on an annual basis at a 
modest average rate of 2.9% over the last 3 years.

Recent Financials

Q3 2016 Q3 2014
Revenue $1,638,100,000 $1,862,200,000
Adjusted EBITDA $60,400,000 $59,100,000
Adj.  Net Income $33,300,000 $34,600,000
Adjusted EPS $0.35 $0.38

Adjusted EBITDA for the quarter grew 2.2% to $60.4 
million, compared to $59.1 million in the third quarter 
of 2015. Modestly higher adjusted EBITDA was the re-
sult of growth in the Supply and Wholesale and Retail 
Fuels segments which was partially offset by weaker 
results in Commercial Fuels and Parkland USA, which 
continue to see softened demand in the market as a re-
sult of reduced economic activity in Western Canada 
and North Dakota, USA. Adjusted EBITDA in the first 
nine months of 2016 was $176.4 million, compared to 
$150.3 million in the same period of 2015. The growth 
in adjusted EBITDA was attributable to growth in the 
Retail Fuels segment as a result of the acquisition of 
Pioneer Energy and strong performance in the Sup-
ply and Wholesale segment. The growth was partially 
offset by weaker results in the Commercial Fuels and 
Parkland USA segments.

Free cash flow per share decreased 7.9% to $0.35 for 
the third quarter of 2016. For the first nine months of 
2016, free cash flow per share increased 2.7% to $1.15, 
equating to a payout ratio of 75%. On a trailing twelve 
month basis, PKI reported free cash flow per share of 
$1.49 which equates to price-to-free cash flow valua-
tion of 18.9 times and a payout ratio of 73%.

PKI ended Q3 with a debt-to-EBITDA ratio of 3.2 
times and interest coverage of 7.7 times.

Conclusion

PKI has been active with acquisitions particularly in 
its Retail Fuel segment which happens to be the part of 
its business that is performing quite well. One concern 
we have is that in recent years the company seems pri-
marily focused on growing total EBITDA as opposed 
to prioritizing growth in free cash flow per share. This 
recent acquisition can be very significant for free cash 
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flow growth over the next year. After the acquisition 
was announced the share price shot up from $25 to 
over $30 but has since pulled back after the release of 
disappointing Q3 results. There may be an opportunity 
to purchase this company over the next year depending 
on how well they integrate their new acquisition.

 

 
Magna International Inc. (MG)

Industry: Consumer Cyclical – Manufacturing
Current Price: $55.01
Market Capitalization:$21,146,354,658
Yield:2.4%
DRIP Discount:0%

Company Description

Magna International is a leading global automotive 
supplier with 312 manufacturing operations and 98 
product development, engineering and sales centers 
in 29 countries. They have over 155,000 employees 
focused on delivering superior value to customers 
through innovative products and processes, and World 
Class Manufacturing. They have complete vehicle en-
gineering and contract manufacturing expertise, as well 
as product capabilities which include body, chassis, 
exterior, seating, powertrain, electronic, active driver 
assistance, vision, closure and roof systems.

Areas of Growth

The company’s operating results are primarily depen-
dent upon the levels of North American and European 
car and light truck production by customers and the 
relative amount of content on various programs.

The company has increased the dividend every year 
since 2010 at an average rate of 18% per year (in U.S. 
currency). In 2009, the company suspended the divi-
dend for 12 months due to the financial crisis and sub-
sequent decline in activity.

During the three and nine month periods, MG repur-
chased 4.7 million shares for $191 million and 19.8 
million shares for $799 million, respectively, pursuant 
to an existing Normal Course Issuer Bid which expired 
in November 2016. The Board of Directors approved 
a new Normal Course Issuer Bid to purchase up to 38 
million of shares, representing approximately 10% of 
the public float.

Recent Financials

Q3 2016 Q3 2014
Revenue $8,849,000,000 $7,661,000,000
Adj. EBIT $715,000,000 $565,000,000
Adj.  Net Income $503,000,000 $470,000,000
Adjusted EPS $1.29 $1.13

MG reported record results for both the third quarter 
and first nine months of 2016. Third quarter sales in-
creased 16% to $8.8 billion. The strong year-over-year 
growth was achieved despite North American light 
vehicle production increasing only 1% and European 
light vehicle production declining 2%, compared to the 
third quarter of 2015. During the third quarter, income 
from continuing operations before income taxes was 
$692 million and net income from continuing opera-
tions was $503 million, increases of 2% and 7% re-
spectively, over the third quarter of 2015.  Earnings 
per share increased 14% to $1.29, which includes the 
favourable impact of a reduced share count due to the 
share repurchases.

For the first nine months of the year, the company post-
ed sales of $27.2 billion, an increase of 15% from the 
previous year.  Excluding the impact of foreign cur-
rency translation, sales increased 17%.  In comparison, 
North American and European light vehicle production 
increased 4% and 5%, respectively, in the first nine 
months of 2016. Income from continuing operations 
before income taxes was $2.1 billion and net income 
was $1.6 billion, increases of 5.3% million and 6.0%, 
respectively.  Earnings per share from continuing op-
erations increased 11% to $3.92.

On a trailing twelve month basis, MG reported adjusted 
EPS of $5.11 which equates to price-to-earnings valua-
tion of 10.8 times and a payout ratio of 26%.

MG maintains a very strong balance sheet with only 
$3.3 billion in debt resulting in a debt-to-EBITDA ra-
tio of 0.8 times and interest coverage of 43 times.

Conclusion

MG has a reputation as one of the largest and best run 
auto parts manufactures in the world. This is partially 
evidenced by the company’s ability to generate revenue 
growth well in excess of the industry average. The key 
risk is cyclicality with the company highly dependent 
on the auto sales cycle which many investors believe 
has hit its peak for this cycle. We think there is value 
in MG even if industry sales flat line. The company is 
attractively valued at this price with a very solid bal-
ance sheet and investors looking to gain exposure to 
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pany’s history.

Recent Financials

Q3 2016 Q3 2014
Revenue 35,860 27,863
Adjusted EBITDA 34,063 25,195
Adj.  Net Income 20,994 11,997
Adjusted EPS 0.17 0.10

 

Third quarter adjusted EBITDA increased 35% to $34.1 
million and adjusted EPS increased 70% to US$0.17. 
Strong performance was driven by growth in all five of 
the company’s investment verticals.

Tricon Housing Partners: Q3 investment income was 
US$6.1 million, an increase of US$1.0 million or 19% 
compared to last year. The increase in the quarter is 
mainly attributable to the contribution from new in-
vestments in Trinity Falls and THP US SP1 LP which 
was partially offset by lower investment income from 
THP1 US as distributions received in 2015 and 2016 
lowered the outstanding investment balance.

Tricon American Homes: Q3 investment income was 
US$20.7 million, an increase of US$5.6 million or 
37% from last year. The segment recorded a 29% in-
crease in net operating income mainly as a result of an 
increase in the number of properties owned within its 
single-family rental portfolio, as well as a higher fair 
value gain driven by strong home price appreciation 
reflected in BPO valuations completed in the quarter.

Tricon Lifestyle Communities: Q3 investment income 
was US$1.5 million compared to US$0.1 million for 
the same period in the prior year. The increase in the 
quarter is primarily attributable to higher net operat-
ing income from the recent year’s acquisitions of nine 
new communities comprising 2,138 residential pads, 
partially offset by an increase in interest expense from 
acquisition-related financing.

Tricon Luxury Residences: Q3 investment income was 
US$0.6 million compared to a nominal result in the 
prior year, primarily as a result of fair value gains rec-
ognized on TLR U.S. projects as development mile-
stones were achieved and the projects were advanced.

Private Funds and Advisory Revenue: Income de-
creased by 9% to US$7.0 million, reflecting a decrease 
in fee revenue as a result of fewer lots were sold to 
homebuilders, as well as lower management fees from 
existing private investment vehicles as projects were 
completed and capital was distributed.

the auto sector can look at this name.

 

 
Tricon Capital Group Inc (TCN)

Industry: Financial – Real Estate
Current Price: $9.26
Market Capitalization:$1,042,372,216
Yield: 2.8%
DRIP Discount: 0%

Company Description

Tricon is a principal investor and asset manager fo-
cused on the residential real estate industry in North 
America with approximately US$3.1 billion (C$4.2 
billion) of assets under management. Tricon owns, or 
manages on behalf of third party investors, a portfolio 
of investments in land and homebuilding assets, sin-
gle-family rental homes, manufactured housing com-
munities and multi-family development projects. The 
business objective is to invest for Investment Income 
and capital appreciation through Principal Investment 
business and to earn fee income through Private Funds 
and Advisory business.

Areas of Growth

TCN generates growth through increasing its total As-
sets under Management and return on invested capi-
tal. AUM was US$3.1 billion as at the end of the third 
quarter, an increase of 23% compared to the same 
time last year. The company has averaged 25% AUM 
growth since it went public in 2010.

The company undertook the following growth initia-
tives in Q3:

Continued to advance its existing development • 
projects and acquired Trinity Falls which was capi-
talized with a $74 million contribution.
Realized a 29% year-over-year increase in NOI at • 
Tricon American Homes and a consistent operating 
margin of 60%.
Acquired its eleventh age-restricted manufactured • 
housing community in Mesa, Arizona, and pro-
gressed on the enhancements of the existing 10 
parks.
Following quarter-end, completed a $363 million • 
securitization transaction, repatriating $60 million 
of equity to Tricon and substantially completed the 
previously-announced buyout of its minority-inter-
est partners for $65.7 million.

TCN announced a 7.7% dividend increase at start of 
year, marking the first dividend increase in the com-
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For the first nine months of 2016, adjusted EPS de-
clined 9% to $0.41 per share. Adjusted EBITDA was 
essentially flat at $85.2 million. Strong performance in 
the third quarter was offset by a weaker first half of the 
year with higher interest and tax expenses and a higher 
number of shares outstanding impacting adjusted net 
income and EPS.

On a trailing twelve months basis, TCN reported $0.52 
in adjusted EPS equating to a price-to-earnings valua-
tion of 17.8 times.

TCN ended Q3 with a debt-to-EBITDA ratio of 1.8 
times and interest coverage of 9.8 times.

Conclusion

One concern that we have about TCN is that the struc-
ture of the business is very complicated with many 
moving parts. That being said, the company is also 
completely unique in that it provides exposure to sin-
gle-family residential property in the United States. 
The underlying fundamentals do appear to be reason-
ably solid with a very strong quarter in Q3 (although 
some volatility earlier in the year). From a valuation 
perspective the stock is not cheap but within a reason-
able range. This is not a company that we would rush 
out to own but it is something to watch, especially if 
they can maintain the earnings growth momentum that 
they achieved in Q3. 
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2008a; 2009e
The term (a) refers to the actually results that a company has posted on 
its financial statements. The term (e) refers to analyst estimates of future 
results. 

Book value (BV) 
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities. Also referred to as Shareholder Equity. (The value of a com-
panies assets, on its Balance Sheet, does not necessarily reflect the true 
value of assets).

Cash Flow from Operations (CFO; Operating Cash Flow)
The cash inflow that a company recieves during a period, resulting 
from operating activities (does not include Cash Flow from Investing or 
Financing). 

Current ratio
One of many ratios designed to evaluate short-term liquidity of a 
company. Calculated as current assets divided by current liabilities, this 
ratio gauges the level of cash resources relative to current liabilities as a 
measure of cash obligations (the ratio should be greater than 1).

D/E: Debt-to-equity ratio 
A measure of a company’s financial leverage calculated by dividing long 
term debt by shareholders equity. It indicates what proportion of equity 
and debt the company is using to finance its assets (a lower ratio indi-
cates lower relative debt ratios).

EBITDA 
Earnings before interest, taxes, depreciation, and amortization. EBITDA 
is calculated as revenue minus expenses (excluding tax, interest, depre-
ciation, and amortization).

EPS: Earnings per share 
A company’s earnings available to common shareholders, also known as 
net income or net profit, divided by the number of shares outstanding.

Fair Value
The price at which an analyst believes a companies stock should be 
priced. Although this value is based on intelligent analysis, it in no way 
is a representation of what the companies share price will be trading at 
given any period of time. The analysis used to determine Fair Value is 
based on numerous assumptions and uncertainties. Fair Value should 
be used only as a general guide to investing and should not be depended 
upon. 

FCFE: Free cash flow to equity
Cash flow from operations less working capital requirements, sustaining 
capital expenditures and scheduled debt repayments. FCFE consists of 
cash inflows that are available to the shareholders of the company. 

Net working capital surplus (deficiency) 
A measure of the company’s ability to carry on its normal business 
comfortably and without financial stringency, to expand its operations 
without the need of new financing, and to meet emergencies and losses. 
Calculated by deducting current liabilities from the current assets (as 
positive figure is a surplus, whereas a negative figure is a deficiency).

P/B: Price-to-book ratio
Calculated as a stock’s market value (current closing price) divided by its 
latest quarter’s book value. While a lower P/B ratio could mean that the 
stock is undervalued, it could also serve as a sign of weak fundamentals, 
and as with most ratios, this varies a fair amount by industry.

P/CF: Price-to-cash flow ratio
Calculated as a company’s current share price divided by its cash flow 
per share (i.e., free cash flow divided by the number of company’s shares 
outstanding) over the last four quarters (called “TTM,” or “trailing 12 
months” calculation). It is a measure of the market’s expectations regard-
ing a firm’s future financial health.

P/S: Price-to-sales ratio
It is calculated as a stock’s current market price divided by its sales 
(revenue) per share. When calculating this ratio, we use the company’s 
revenue from its latest four quarters, or on a TTM basis.

ROE: Return on equity
A measure of a corporation’s profitability, calculated as net income 
divided by shareholder’s equity. ROE is often useful in comparing the 
profitability of a company to other firms in the same industry.

Tangible Book Value (TBV)
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities and intangible assets such as goodwill. Also referred to as Share-
holder Equity. (Also true asset values likely differ from Balance Sheet 
Values, Tangible Book Value is generally considered a more accurate 
representation of value).

Times Interest Earned
The multiple of Net Income (before interest and taxes) to interest pay-
ments during the period. This assesses a companies ability and margin of 
safety, with respect to meeting its interest obligations (a higher number 
is more attractive). 

Yield
The investment return resulting from income distributions. Calculated 
as the annual or annualized interest or dividend distribution, divided by 
the cost of the original investment. 

Disclaimer: The information in this publication is derived from sources believed to be reliable. Neither KeyStone Financial, its employees or any affiliated parties guarantee the accuracy of this information or accept any 
liability for losses, financial or otherwise, arising from using these reports. These reports contain forward looking data, which is based on estimates and assumptions. Actual results may differ significantly from the 
estimates contained in these reports. Recommendations contained in these report do not consider the risk tolerance or financial situation of individual users. For personal financial advice, it is recommended that you 
consult a qualified financial advisor.

Ratios and Definitions

Disclosure
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