|I| Canadian Natural Resources (CNQ)

Updated March 8%, 2019 by Aristofanis Papadatos

Key Metrics
Current Price: $36 5 Year CAGR Estimate: 14.4% Volatility Percentile: 65.6%
Fair Value Price: $19 5 Year Growth Estimate: 21.7% Momentum Percentile: 42.0%
% Fair Value: 185% 5 Year Valuation Multiple Estimate: -11.5% Growth Percentile: 99.6%
Dividend Yield: 4.2% 5 Year Price Target $52 Valuation Percentile: 0.9%
Dividend Risk Score: D Retirement Suitability Score: D Total Return Percentile: 78.1%

Overview & Current Events
Canadian Natural Resources is an energy company that operates in the acquisition, exploration, development,
production, marketing, and sale of crude oil, natural gas liquids (NGLs), and natural gas. The company is headquartered
in Calgary, Alberta. Canadian Natural Resources common stock is cross-listed on the Toronto Stock Exchange and the
New York Stock Exchange, where it trades with a market capitalization of US$33 billion. In this report, all figures
referenced are in Canadian dollars and the TSX-listed shares have been used for the purpose of valuation analysis.
In early March, Canadian Natural Resources reported (3/7/19) financial results for the fourth quarter of fiscal 2018.
During the quarter, the price of Canadian crude collapsed even more than the price of WTI. Consequently, the company
posted losses of $0.21 per share, much worse than the expected profit of $S0.14 per share. However, in early December,
Alberta enforced production cuts to alleviate the supply glut. As a result, the discount of WCS to WTI has shrunk from
about $39 to $12 in the first quarter. This development will certainly improve the results of the company in the
upcoming quarters. In 2018, the company grew its production by 12% to a record level of 1.08 million barrels per day
while it also reduced its operating costs to an all-time low of $21.05 per barrel. Moreover, the oil producer grew its
proved reserves by 12% in the year and thus it now has 27.7 years of reserves.

Growth on a Per-Share Basis
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2024
EPS $2.48 $2.36 $2.30 $1.47 $2.23 $3.47 $0.24 -S0.61 $1.19 $2.67 $1.50 $4.00
DPS $0.21 $0.30 $0.35 $0.42 $0.58 $0.90 $0.92 $0.94 $1.10 $1.30 $1.50 $1.90
Shares 1084.7 1090.8 1096.5 1092.1 1087.3 1091.8 1094.7 1101.0 1222.8 1205.0 1195.0 1150.0

As Canadian Natural Resources is an almost pure upstream company, its financial performance has been extremely
volatile over the last decade. Given its high sensitivity to commodity prices, it is nearly impossible to make accurate
forecasts. With that said, we believe the company’s performance is likely to improve considerably moving forward,
primarily due to higher prices of oil and natural gas. Moreover, management expects to grow production by 7.5% per
year on average until 2022. Therefore, we expect earnings-per-share to rebound to about $4.00 by 2024.

Canadian Natural Resources has compounded its per-share dividend at more than 18% per year over the last decade.
Due to its high payout ratio this year, we expect dividend growth to somewhat decelerate in the upcoming years.

Valuation Analysis

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Now 2024
Avg.P/E 122 15.7 17.3 215 14.3 12.1 === === 34.6 15.8 24.0 13.0
Avg.Yld. 0.7% 0.8% 0.9% 1.3% 1.8% 2.1% 2.7% 2.5% 2.7% 3.1% 4.2% 3.7%

Canadian Natural Resources has traded at an average P/E ratio of 15.5 over the last decade if we exclude the 2015 —
2017 period, in which the company’s valuation was not meaningful due to depressed earnings. If the company achieves
our anticipated earnings-per-share of $4.00 by 2024, we expect the stock to trade around 13 times its annual earnings in
that year. As a result, the stock will incur an 11.5% annualized drag due to contraction of its valuation level.

Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.
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Income investors should note that while the Canadian government applies a 15% withholding tax on dividends paid to
U.S. residents (including those paid by Canadian Natural Resources), this withholding tax is waived if shares are held
within a retirement account like a 401(k).

Safety, Quality, Competitive Advantage, & Recession Resiliency

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2024
Std. Dev. 404% 21.6% 31.4% 248% 19.0% 27.7% 33.6% 31.6% 23.9% 48.7% 100% 47.5%

The competitive advantage of Canadian Natural Resources is the high quality of its assets, which have a long life and low
decline rates. However, due to the almost pure upstream nature of its business, the company is greatly affected by the
price of oil and natural gas. This is evident from its depressed earnings during the period of low commodity prices in
2015 - 2017. Moreover, the standard deviation of the stock is far higher than the average stock in our investment
universe. Volatility-averse investors should take note of this before considering a position in this security.

Final Thoughts & Recommendation
Canadian Natural Resources was severely affected by the collapse of the price of Canadian crude in the fourth quarter.
However, thanks to high production growth and an expected rise in oil prices, the stock can offer a 14.4% average
annual return over the next five years. As a result, it earns a buy recommendation from Sure Dividend at current prices,
particularly for investors who expect higher prices of oil and natural gas in the upcoming years. On the other hand,
investors should note the high sensitivity of the stock to commodity prices and its huge downside risk in the event of a
recession or a plunge of the prices of oil and natural gas.

Total Return Breakdown by Year

Canadian Natural Resources (CNQ): Total Return Decomposition
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Click here to rate and review this research report. Your feedback is important to us.

Disclosure: This analyst has no position in the security discussed in this research report, and no plans to initiate one in the next 72 hours.
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Income Statement Metrics

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Revenue 11078 14322 15507 16195 17945 21301 13167 11098 17669 22282
Gross Profit 5937 3549 4190 3260 3804 5486 -225 -437 2952 5213
Gross Margin 53.6% 24.8% 27.0% 20.1% 21.2% 258% -1.7% -3.9% 16.7% 23.4%
SG&A Exp. 536 414 593 56 470 433 344 700 453 179
Operating Profit 2582 3012 4653 3053 3163 4860 -742 -1279 2335 4848
Op. Margin 23.3% 21.0% 30.0% 18.9% 17.6% 22.8% -5.6% -11.5% 13.2% 21.8%
Net Profit 1580 1673 2643 1892 2270 3929 -637 -204 2397 2591
Net Margin 143% 11.7% 17.0% 11.7% 12.6% 18.4% -4.8% -1.8% 13.6% 11.6%
Free Cash Flow 2827 947 42 105 151 -2939 1164 -345 2564 5680
Income Tax 395 1188 1267 717 766 1234 -30 -859 476 931

Balance Sheet Metrics

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Total Assets 41024 42954 47278 48980 51754 60200 59275 58648 73867 71559
Cash & Equivalents 13 22 34 37 16 25 69 17 137 101
Acc. Receivable 1148 1481 2077 1197 1427 1889 1277 1434 2397 1148
Inventories 584 477 550 554 632 665 525 689 894 955
Total Liabilities 21598 22586 24380 24697 25982 31309 31894 32381 42214 39585
Accounts Payable 240 274 526 465 637 564 571 595 775 779
Long-Term Debt 10301 8485 8571 8736 9661 14002 16794 16805 22458 20623
Total Equity 19426 20368 22898 24283 25772 28891 27381 26267 31653 31974
D/E Ratio 0.53 0.42 0.37 0.36 0.37 0.48 0.61 0.64 0.71 0.65
Profitability & Per Share Metrics
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Return on Assets 3.8% 4.0% 5.9% 3.9% 4.5% 7.0% -1.1%  -0.3% 3.6% 3.6%
Return on Equity 8.4% 84% 12.2% 8.0% 9.1% 14.4% -23% -08% 8.3% 8.1%
ROIC 5.2% 5.7% 8.8% 5.9% 6.6% 10.0% -1.5% -0.5% 4.9% 4.9%
Shares Out. 1084.7 1090.8 1096.5 1092.1 1087.3 1091.8 1094.7 1101.0 1222.8 1205.0
Revenue/Share 10.22 13.07 14.06 14.73 16.46 19.42 12.04 10.08 14.94 18.21
FCF/Share 2.61 0.86 0.04 0.10 0.14 -2.68 1.06 -0.31 2.17 4.64

Note: All figures in millions of U.S. Dollars unless per share or indicated otherwise.

Disclaimer

Nothing presented herein is, or is intended to constitute, specific investment advice. Nothing in this research report should be construed as a recommendation to follow any investment strategy
or allocation. Any forward-looking statements or forecasts are based on assumptions and actual results are expected to vary from any such statements or forecasts. No reliance should be placed
on any such statements or forecasts when making any investment decision. While Sure Dividend has used reasonable efforts to obtain information from reliable sources, we make no
representations or warranties as to the accuracy, reliability or completeness of third-party information presented herein. No guarantee of investment performance is being provided and no inference
to the contrary should be made. There is a risk of loss from an investment in marketable securities. Past performance is not a guarantee of future performance.
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