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US Pipeline Sector Analysis 
 

Studies suggest the global pipeline market could grow from USD$170.6 billion in 2020 to USD$262.1 

billion in 2025 (a CAGR of 10%). Trouble is, globally, pipelines are often owned by governments or 

large conglomerates making it hard as investors to specifically invest in the market. 

 

Buffett investing into pipelines - Source: CNBC  

https://www.cnbc.com/2020/08/19/why-warren-buffett-is-betting-on-pipelines-evern-as-climate-fears-rise.html
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Recently, Berkshire Hathaway announced the purchase of Dominion Energies pipeline assets for $4 

billion (plus $5.7 billion of debt) which means US pipeline stocks might be worth considering. 

 

BRK pipeline transaction – Source: Dominion presentation 

Analysts project that the Dominion pipeline assets will generate $1 billion in EBITDA, for Berkshire 

Hathaway Energy’s pipelines unit, which will see mid-single-digit EBITDA growth. The $4 billion what 

Buffett paid, is thus at an estimated price of 4 times EBITDA, alongside the conveyance of the debt, 

which is equal to what you do when you buy a stock as you also get the debt a company has. From 

an EV/EBITDA perspective the price Buffett paid is 9. 

Commentators theorized Buffett bought because Berkshire, as always, wants quality assets and a 

steady stream of revenue. Words like ‘Toll booth cash flows’ being used (meaning getting paid no 

matter what just for transportation of commodities). 

So, quality assets, steady revenue streams, CAGR of 10%, license to print cash, what’s not to like!? 

Well, let’s first analyze the risks and rewards of investing in pipeline stocks. 

Company Structures and MLPs 
Many of US Midstream oil companies (pipelines) are natural monopolies. For example, few people 

campaign for a new pipeline through their towns. As a result, they are regulated and have expensive 

barriers for entry. Midstream businesses are cyclical, with profitability and growth driven by the 

supply and demand for various energy products. Typically, they are capital intensive with high cash 

flow margins. So, in the past the US Government has tried to encourage investment in the sector as 

a way of fostering competition. 

Often discussed in the same terms as REITs, many of these pipeline companies are Master Limited 

Partnerships (MLPs). Under US tax laws, only companies in certain industries – principally oil and gas 

infrastructure – are allowed to configure themselves as MLPs.  The need for new pipelines and 

storage facilities created during the shale boom fueled demand. MLPs helped meet this demand. 

https://s2.q4cdn.com/510812146/files/doc_presentations/2020/06/2020-07-05-DE-IR-investor-update-presentation-vTC.pdf
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Current US law, relating to MLPs, allows firms to pay no income tax, providing they are active in 

property or natural resources. They ‘distribute’ most of their cashflows direct to investors (like 

dividends). Instead of owning shares in energy companies, investors in MLPs receive ‘units’ that 

entitle them to the cash-flow from partnership-owned assets.  

Each individual MLP is different, but on average an MLPs distribution is usually around 80% to 90% 

return of capital, and around 10% to 20% ordinary income. 

MLPs tend to have plenty of depreciation and other non-cash charges. They’re tax efficient because 

depreciation on the assets becomes tax deductible at a partner level.  This means they often have 

income that is significantly lower than the amount of cash they can distribute. The cash distributed is 

a return of capital. 

If you are an accountant or taxman, a return of capital is not classed as income, instead, it is 

considered as the MLP returning a portion of its assets to unit holders. 

Returns of capital reduce your costs as a result. Returns of capital are tax-deferred, meaning taxes 

for returns of capital are only due when an investor sells their MLP units.  

However, taxes aside, most MLP investors have been encouraged to value their investments based 

solely on the distributions they receive, regardless of how they are financed and here lies the 

problem. An MLP might be tempted to pay out more distributions than can be supported by either 

profits or cashflow after capital expenditure. Instead, the MLP finances distributions through cheap 

debt and acquisitions. Leverage and risks may have increased as a result. 

What does this mean in practice, why might it be an issue and are there any other problems other 

than potentially lots of debt and deferred tax? 

General Partners and MLPs 

If there is a limited partner in an MLP, then legally there must be a ‘general partner’ (GP) running the 

business. This is a lucrative job to have for a company. Typically, a GP owns a 2% interest in the MLP 

(along with some “units”).  

Why might this be a problem?  

To provide the investors with growth and sustain the distribution the MLP needs to buy new assets 

leading to growth in the distribution. As the distribution grows, the GP gets a bigger slice of the 

distribution cake, called Incentive Distribution Rights (IDR).  

IDRs allow the general partner to get an outsized distribution should distributions grow. The aim, 

then, for the MLP is to keep issuing debt and equity to buy assets to expand the distribution, so the 

GP makes outsized gains. 

The problem is when the MLP gets so big that growing further from a large base naturally becomes 

more challenging (basic mathematics). And with a disproportionate cash flow being siphoned by the 

GP, there is less cash for MLP units and for funding growth.  

But with MLPs, the depletion and depreciation remains a real cost which must be capital accounted. 

While it is true that the charge is tax deductible, taxes are never avoided just deferred until the units 

are sold. 

So MLPs eventually struggle to grow, the pot gets smaller and there is a looming tax issue, unless 

you never, ever sell. 
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As a result, several MLPs have, in recent years, reverse financially engineered themselves back to the 

more normal US corporate structure. For example, Kinder Morgan and Williams. 

Comments on MLPs 

I have seen analysts using words like “Ponzi scheme” when referring to MLPs. Moody’s, the rating 

agency, recently commented that “MLPs provide less protection for investors than do typical public 

companies……checks and balances tend to be weaker”. 

Others, think they are the best thing since sliced bread!  Largely sold on their tax benefits, which 

increase returns. Only you can decide how you invest.  

A couple of things I would draw your attention to, however. Depending on where you live in the 

world, it may complicate your tax returns  

For example, if you are a US Citizen, holding MLPs in a retirement account is often mentioned as a 

good way of removing the tax issues. But, if a US investor, uses a retirement plan to conduct or 

invest in a business activity, they must file separate tax forms to report Unrelated Business Income 

(UBI) and may owe Unrelated Business Taxable Income (top rate 37%). In addition, if a US investor 

holds more than USD$1000 in UBI they must get their broker to file a separate tax form. In other 

words, its not straightforward. 

As a non US citizen, living in Europe, this tax issues might not affect me, I don’t know, I haven’t 

looked, but, as a rule “complicated” in investing often mean less liquidity and higher transaction 

costs.  

Some (foreign investors) may find the process of buying ‘units’ rather than shares through their 

brokers slightly more difficult (‘phone rather than online, volume levels etc). Brokers, especially 

based in other countries, are not always set up to deal with unusual share structures. They make 

money selling what everyone wants, not doing the unusual. 

As I say, I cannot give advice on what potential risks to take, advice on personal tax issues or on 

individual brokers. People must make their own mind up, consider speaking to an accountant AND 

DO THEIR OWN RESEARCH. 

Fortunately, not all pipeline companies are MLPs. 

  

https://www.forbes.com/sites/williampentland/2013/07/12/are-mlps-like-ponzi-schemes/?sh=4c38a290374e
https://www.barrons.com/articles/mlp-governance-structure-puts-investors-at-risk-moodys-1406041491
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US Pipeline Stocks 
If you look at the EIA website, you will see there are literally hundreds of pipelines and pipeline 

companies based in the USA. 

 

US pipeline companies - Source: EIA 

But 82% of the larger diameter pipelines are owned by 10 companies and are popular with investors 

for various reasons.  

To start with I will compare the metrics of some of these firms, to see if we can find value. If I do, I will 

dig deeper into an individual company. 

  

https://www.eia.gov/naturalgas/archive/analysis_publications/ngpipeline/AllUSPL.html
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US Pipeline stocks - Valuation 
Note: All these companies are shown as listed NYSE and all prices quoted are in USD millions (unless 

otherwise stated). For various reasons, I have included Dominion Energy. Berkshire now owns some of 

their assets. TC Energy was until recently called TransCanada. Some of these companies are utility 

companies, but my interest is largely natural gas. 

Stocks: Enbridge Inc ENB, Energy Transfer LP ET, Enterprise Products Partners LP EPD, TC Energy Corp 

TRP, Kinder Morgan Inc KMI, Williams Companies Inc WMB, MPLX LP MPLX, ONEOK Inc OKE, Dominion 

Energy Inc, D, PG&E Corp PCG, Enable Midstream Partners LP ENBL. 

Let’s start with a bit of fun (well fun if you like analysing stocks and don’t get out much). 

As mentioned earlier Berkshire Hathaway recently bought the pipeline assets of Dominion Energy for 

USD$4 billion in cash (9.7 billion assets, 5.7 debt). This price is 4 times EBITDA or 9 EV/EBITDA. 

Let’s apply this metric to the current EBITDA of the above companies and MLPs to see if their current 

share price is above or below their valuation of 4x EBITDA. This will give us a basic indication, using 

Buffett’s measurement, if they are cheap/expensive and of any margin of safety.  

US Pipeline Stocks Valuation 

 

Source: Authors data – Oct 2021 

From a margin of safety, compared to what Buffett paid and assuming equal debt to equity ratios, 

most companies are overvalued. The exception is Energy Transfer LP (ET) but it has had plenty of 

leverage issues in the past, it is not cash flow positive yet and therefore it is likely the market sees it 

as riskier. P&G is trading at a level what Buffett paid for his pipeline, but you never know what will be 

the consequences of the $59 billion restructuring plan for investors. 
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Of the non MLP structured companies, Kinder Morgan appears to fare best. Kinder is trading at 6.39x 

its Market Cap to EBITDA, slightly below the average of 6.75. At a Buffett valuation of 4x EBITDA it has 

a valuation price of USD$11.67 while its current share price is USD$18.65.  

The above shows how Buffett sticks to the value investing mantra; be greedy when others are fearful, 

and how he executes very well on that over time. 

Buying a pipeline in 2020, when most of the market’s sentiment was strongly oriented towards 

sustainability and against fossil fuels but when the economy was and still is, mostly using fossil fuels, 

shows exactly what value investing is and how it should be applied. Buffett liked the cash produced 

by the pipeline and the likely future cash flows streams, even in the worst case, ‘sustainable’ scenario 

for fossil fuels. Pure value investing, i.e. when you like the returns a business will deliver in the future 

even in the worst possible scenario. 

Of course, 2020 was an exceptional year and we all had great returns since, but we are now in 2021 

and some pipeline stocks haven’t gone up as much as the market or, especially other commodity 

stocks like copper miners, iron ore or aluminium producers.  

I’ll analyse Kinder Morgan to see whether it pays to dig deeper into the sector or not. But before 

analysing KMI, I have to discuss the elephant in the room when it comes to pipelines: debt. We must 

also consider that debt for Buffett is no issue because he can refinance whatever he wants with the 

$150 billion of cash on the balance sheet and Berkshire’s credit rating, but that doesn’t hold for most 

of pipeline businesses and Dominion being forced to sell its pipeline to Buffett to deleverage is a 

perfect example of that. Btw. they sold at the worst possible time in a market downturn when Buffett 

was happy to buy.  

Debt 
One of the accusations against MLPs and several other companies I could mention is that they have 

too much debt and cannot afford to operate at higher interest rates or with weaker cashflows. Debt 

and poor cashflow can be a killer. 
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Debt overview for pipelines – Author’s calculations 

However, many companies have been paying off debt in the last 12 months. Traditionally, midstream 

companies with their capex etc have had higher debt requirements. This is reflected in the high debt 

ratios. 

As can be seen most have ok coverage of interest payments, the lowest being PG&E. Personally, I like 

to see a company with an interest coverage greater than 5, but here an average of 3 is ok, especially 

in this low-rate financial system. But there is always the question what happens if the financial 

environment changes that we’ll touch a bit more on in the final conclusion on KMI stock. 
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Kinder Morgan Stock Analysis 
Let’s look at what is going on with KMI stock price, give a key factor business & financial overview, 

make a stock valuation, and conclude with the investment risk and reward thesis. 

Kinder Morgan Stock Price Overview 
KMI stock has been notorious over the last decade and hasn’t recovered from the 2015/2016 crash. 

However, as we will see in the fundamental and business analysis, a lot has changed from those 

overleveraged and overpromising early to mid 2010s. But, to add gas to the fire, the early 2020s are 

all in for sustainable energy where projections go as far as complete fossil fuel eradication which 

would be negative for KMI. 

 

KMI stock price overview 

The negative sentiment towards fossil fuels and uncertain long-term outlook is likely why KMI hasn’t 

done as good as many energy stocks did over the last 12 months. KMI stock is still below its 2020 

pre-covid peak.  

A sector that has lost money for many investors usually carries a stigma for a long time, but such a 

stigma often creates a great place to fish for investing opportunities.  

Plus, when it comes to sustainability one has to carefully differentiate between reality and noise. For 

example, while the sustainability talk is stronger and stronger, 2020 was the year where SUVs passed 

the 50% market share according to IHS Markit analysis. As investors we must eliminate emotions and 

focus on facts. 

https://www.repairerdrivennews.com/2021/01/06/ihs-markit-suvs-crossovers-likely-reached-50-market-share-in-2020-trucks-hit-20/
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Let’s give a business overview of KMI, make a fundamental analysis, a KMI stock valuation and 

investment conclusion based on the market outlook we have made above and the specific business 

factors. 

Kinder Morgan Stock Analysis – Business Overview 
KMI owns 70,000 miles of natural gas pipelines, 700 billion cubic feet (bcf) of gas storage capacity, 

1,200 miles of liquid gas pipe and roughly a combined total of 10,000 miles of oil pipeline among 

other things like CO2 transport capacity, 144 terminals and 16 Jones Act vessels. 

 

Kinder Morgan Business Overview – Source: KMI Stock Presentation 2021 

The company is not limited to what it already owns but is also investing for future growth. The 

pipeline is there, and we can expect further investments where the contracted return on investment 

is above the cost of capital. 

 

https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
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Kinder Morgan Business Overview – Source: KMI Stock Presentation 2021 

Another growth strategy is through acquisitions like the $1.2 billion acquisition of Northeast 

Transport & Storage and the $310 million Acquisition of Kinetrex Energy. 

 

Kinder Morgan Business Overview – Source: KMI Stock Presentation 2021 

If the environment for natural gas stays in the range of the EIA projections with slow and steady 

growth in natural gas demand over the next 20 years and longer, KMI will likely be a good 

investment.  

https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
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Natural gas demand outlook – Source: EIA Annual Energy Outlook 2021 

But, if the situation gets worse than the above projection for fossil fuels, then KMI might be in 

trouble alongside other pipeline investments due to debt issues. 

 

https://www.eia.gov/pressroom/presentations/AEO2021_Release_Presentation.pdf
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Natural gas demand outlook – Source: EIA Annual Energy Outlook 2021 

As shown above, in the worst-case scenario, there might be no growth ahead for natural gas, which 

could bring to new difficult times for KMI in relation to pricing power and returns on the investments 

made. On the other hand, in the best-case scenario, KMI’s toll-like pipelines will print money for 

decades and achieve great returns for investors. Let’s look at financials to get the right inputs for a 

KMI stock valuation. 

KMI Stock Analysis – Financials 
The key factors when it comes to KMI financials are: cash flows, growth ahead and especially long-

term business sustainability alongside the debt. 

 

Kinder Morgan Financial Strategy – Source: KMI Stock Presentation 2021 

The company is focused on natural gas growth, keeping debt levels stable and rewarding 

shareholders through dividends and buybacks.  

https://www.eia.gov/pressroom/presentations/AEO2021_Release_Presentation.pdf
https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
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Kinder Morgan Cash Flows – Source: KMI Stock Presentation 2021 

A high level of contracted cash flows offers stability and less volatility over the natural commodity 

cycles. Of course, when prices are low, KMI will have to make cheaper long-term contracts and vice 

versa, but given the low maintenance costs, it should make money. 

 

Kinder Morgan Cash Flows – Source: KMI Stock Presentation 2021 

The only long-term issue would be less and less natural gas production and consumption but that is 

not a scenario that is likely at the moment, especially if we focus on the EIA projections, but it is 

something to keep in mind. If cash flows start to decline, then the debt would immediately become 

an issue again, like it was the case in 2015/2016. 

https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf


Sven Carlin Stock Market Research Platform  October 2021 

15 
 

 

KMI Q2 2021 financials statements – Source: KMI investor relations 

Kinder Morgan has been lowering debt since the 2015 extreme levels, but the $30 billion currently 

on the balance sheet are still a mountain of debt, especially for a company that has very long dated 

assets. 

https://s24.q4cdn.com/126708163/files/doc_financials/2021/q2/KMI-06.30.2021-10Q-Final-as-filed.pdf
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KMI debt levels – Source: Macrotrends 

For me, of the non MLP companies, Kinder Morgan nudges it. Kinder appears fairly ok across debt 

measurements. Notice I said ok, not great. Rating agency Fitch in 2020 rated Kinder’s debt with a 

“generic bankruptcy assumption”. This has recently been removed in 2021. To me, they do not look 

like they are going bust soon. But in past difficulties they have cut their dividends by around 70%. 

Could this happen again? My guess is they would have done it by now if they were going to but I still 

feel the burden of the debt hanging above KMI. 

 

  

https://www.macrotrends.net/stocks/charts/KMI/kinder-morgan/long-term-debt
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-kinder-morgan-inc-at-bbb-outlook-stable-29-05-2020#:~:text=Fitch%20Ratings%20%2D%20New%20York%20%2D%2029,'%20The%20Outlook%20is%20Stable.
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KMI Stock Valuation 
However, from a cash flow perspective, KMI looks attractive at current prices. 

 

KMI stock financials – Source: Morningstar 

As the project pipeline has been lowered to $1.3 billion per year compared to much higher levels in 

the last 10 years, even reaching $4 billion in 2015, excluding acquisitions, we could estimate the 

company to reach free cash flows in line with those of the last 12 months, or $4.3 billion per year.  

 

KMI 2021 financials – Source: KMI investor presentation 

https://www.morningstar.com/stocks/xnys/kmi/quote
https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
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If I adjust the above for the Winder Storm Uri benefit and the Stagecoach acquisition, we get to $4.3 

billion of distributable cash flows per year. That is just shy of a 10% FCF yield on the current market 

capitalization of $45 billion.  

KMI will likely pay $2.6 billion for 2021 dividends and do buybacks alongside the acquisitions it made. 

Now, we have to find the best metric to use for a KMI stock valuation. One can use free cash flows but 

in this case, I will use dividends as pipelines are usually looked at through their yield. I will also keep 

in consideration the buybacks as those, if continued, will increase the dividend per share in the future.  

KMI has distributable cash flows of $4.4 billion, thus that should be the value created through either 

dividends, buybacks, debt repayments or new acquisitions. The last acquisition was made at 10 times 

EBITDA which is not cheap as Buffett paid 4 times EBITDA but while also assuming the debt. If we take 

KMI’s cash purchase, then it is equal to what Buffett paid as there was no debt involved.  

 

KMI $1.225 billion acquisition – Source: KMI investor presentation 

I am going to take the $1.08 dividend as a starting point which leaves around $2 billion of distributable 

cash flows per year. I will assume one billion will be used for organic growth and investments while 

one for acquisitions. A billion of buybacks a year gives a 2.2% buyback yield, a rate at which I will 

increase the dividend payment per year. $1 billion of investments at an EBITDA rate of 10 should likely 

return $70 million per year in distributable cash flows, or another 2.8% growth in dividend yield. If we 

assume another 2.5% inflationary growth, KMI stock now offers a 5.7% yield that is likely to grow at 

2.8% thanks to buybacks and 2.5% thanks to investments for a total dividend growth rate of 5.3%. 

https://s24.q4cdn.com/126708163/files/doc_presentations/2021/09/September-2021-Investor-Presentation-old.pdf
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KMI stock valuation – Source: Sven Carlin Research Platform (downloadable template) 

For an expected 10% return, which is the discount rate I used, with a long-term expected dividend 

yield of 5%, KMI is slightly undervalued as a stock. However, the above valuation implies that in 10 

years, KMI will still be pumping gas and that the valuation will remain close to the current one which 

is also the biggest risk I perceive when it comes to investing in KMI stock – an increase in the market’s 

required yield from KMI due to long-term fossil fuel outlook reasons or due to an increase in interest 

rates that would also put pressure on KMI’s debt costs. 

KMI stock risk and reward investing thesis 

The reward side of investing in KMI stock is pretty clear, if things work out well, you will be rewarded 

with an increasing dividend and stock price. There will definitely be periods of exuberance when your 

returns might be higher and you might want to rebalance but there will also be periods of pessimism 

where you will be able to reinvest the dividend at higher expected long-term returns. This is typical 

for a cyclical stock where I would argue we are in the middle of the cycle with KMI at the moment 

(analysis written October 2021). 

On the risk side, what if all looks well for the first 10 years, but then natural gas demand starts declining 

due to maybe a new technology that will be developed, you never know. If that happens, the terminal 

multiple on the dividend might be even higher lower than 10, especially if we see higher interest rates 

in general, which is another risk for KMI because of their debt and contractual cash flows. 
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If you invest in KMI, you have to keep in mind the two possible scenarios, the positive and the negative 

one and then balance your exposure accordingly. 

However, given the current situation within the energy sector, it is likely for KMI stock to do well over 

the short to medium term, which makes it a relatively good buy. However, as a value investor, I prefer 

investments without the long-term structural risks that might affect them. If I would have to estimate, 

I would say there is a 60% change KMI does really well over the next decade, but that there is also a 

20% chance it does badly.  

Therefore, the key things to consider before investing in KMI stock are: 

- Your portfolio exposure in relation to the above risks. 

- The timeline of the materialization of risks – if your investment horizon is shorter than forever 

and you are happy switching to something else if KMI stock goes up, then the upside is even 

more positive as the business develops in a stable environment. 

- How are you happy with holding KMI from a business perspective for the dividend and 

dividend growth alongside the debt? If it is better than other things in your portfolio thanks 

to the likely 11% long-term yearly total return – then it might be for you. 

On a personal note, I have put KMI stock on my watch list, and will check it here and there, you never 

know but for now I have better. 

 

 


