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Introduction

The Alerian Midstream Energy Dividend Index (AEDW) and the Alerian
MLP Infrastructure Dividend Index (AMDW) are two fundamentally-
weighted indexes based on the liquid, dividend-paying portion of the
North American energy infrastructure universe. AEDW includes both
midstream MLPs and North American C-Corporations, while AMDW only
includes midstream MLPs. This piece will provide an introduction to the
new indexes and the implications of weighting by dividend payments
rather than the more traditional weighting by market capitalization.
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Introducing Alerian's midstream dividend indexes

The Alerian Midstream Energy Dividend Index (AEDW) and Alerian MLP
Infrastructure Dividend Index (AMDW) are fundamentally-weighted indexes,
meaning that constituents are selected and weighted based on a fundamental
equity valuation criterion. While AEDW and AMDW are weighted by dividend
payments, other common fundamental-weighting methodologies may include
revenues, free cash flow, or book value.

The process of weighting fundamentally by dividend payments is straightforward.
Each company’s total distribution is calculated as shares outstanding multiplied

by its annualized dividend based on the most recent dividend®. Each constituent’s
weightis then calculated by taking its total distribution and dividing by the sum

of all index constituent distributions. Finally,a 10% cap is applied to constituent
weights. Simply put, companies that pay out more cash flow per share are weighted
higher relative to peers that distribute less.

While their weighting scheme is unique among Alerian indexes, AEDW and AMDW
share similar constituent universes with the Alerian Midstream Energy Index (AMNA)
and the Alerian MLP Infrastructure Index (AMZI). The table below compares AEDW
with AMNA and AMDW with AMZI. Note that the comparisons contain backtested
data. Unlike AMNA, AMZI,and the rest of Alerian’s index suite, it is important to

note that AEDW and AMDW are rebalanced quarterly and reconstituted annually.
Quarterly rebalancings occur in January, April, July,and October, with only the
weightings of constituents adjusted. Excluding spin-offs, companies can only be
added to AMDW or AEDW during the annual reconstitution in October. However,
constituents can be removed from the index between reconstitutions due to special
situations such as mergers, acquisitions, or bankruptcies.

Methodology Overlap AEDW AMNA AMDW AMZ|
Number of Constituents 33 54 18 20
Universe MLPs + C-Corps MLPs + C-Corps MLPs only MLPs only

Constituents Capped at 10% Q Q Q o
Minimum Trading Volume Requirement? Q Q Q Q
Distribution Requirement3 Q Q Q
Rebalancings Quarterly Quarterly Quarterly Quarterly

Reconstitutions Annually Quarterly i Annually Quarterly

Number of Constituents as of 1/31/2020

2Minimum Trading Volume Requirement: Stocks must have a median daily trading volume of at least $5 million for the trailing six-month period to be included in AEDW, AMDW, and AMZI.
Stocks must have a median trading volume of at least $1 million to be included in AMNA.

3 Distribution requirement: Stocks must have declared a cash dividend or distribution for each of the trailing two quarters

1//The most recent dividend is defined as the last dividend to have gone ex-dividend before the date of analysis. o



https://www.alerian.com/indexes/amna-index/
https://www.alerian.com/indexes/amzi-index/

t~Alerian

An Introduction to Alerian's Midstream Dividend Indexes

The dividend-weighted indexes outperform in the long-term despite overlap

As reflected in the Methodology Overlap table [on page 2], AEDW/AMNA and AMDW/
AMZI clearly have similar characteristics. As of January 31,2020, AEDW and AMNA
had an overlap of 77.4% by weighting. AMDW and AMZI had an overlap of 81.1%. This
overlap is further evident in the comparison of top ten holdings below. Cheniere
Energy (LNG), which currently does not pay a dividend, is the only top ten AMNA
constituent notincluded in AEDW’s top ten, while AMDW and AMZI share seven top
ten holdings.

Top 10 Constituents as of 1/31/2020

AEDW Ticker Weight AMNA Ticker Weight
Enbridge Inc ENBCN 10.9% TC Energy Corporation TRP CN 10.5%
Energy Transfer LP ET 10.1% Enbridge Inc ENB CN 10.4%
Enterprise Products Partners LP EPD 9.7% Kinder Morgan Inc KMI 10.3%
MPLX LP MPLX 7.9% Enterprise Products Partners LP EPD 9.5%
Kinder Morgan Inc KMI 7.3% ONEOK Inc OKE 8.2%
TC Energy Corporation TRP CN 7.1% Energy Transfer LP ET 7.8%
The Williams Companies Inc WMB 5.2% The Williams Companies Inc WMB 6.7%
ONEOK Inc OKE 5.0% Pembina Pipeline Corporation PPLCN 5.6%
Pembina Pipeline Corporation PPLCN 3.1% Cheniere Energy Inc LNG 4.0%
Plains All American Pipeline LP PAA 2.9% Magellan Midstream Partners MMP 3.7%
AMDW Ticker Weight AMZ| Ticker Weight
Energy Transfer LP ET 10.6% Energy Transfer LP ET 10.5%
Enterprise Products Partners LP EPD 10.1% Magellan Midstream Partners MMP 10.3%
MPLX LP MPLX 9.9% MPLX LP MPLX 10.0%
Plains All American Pipeline LP PAA 8.9% Enterprise Products Partners LP EPD 9.6%
Magellan Midstream Partners MMP 8.4% Plains All American Pipeline LP PAA 9.4%
Phillips 66 Partners LP PSXP 7.9% Phillips 66 Partners LP PSXP 6.7%
Western Midstream Partners, LP WES 7.6% Tallgrass Energy LP TGE 5.6%
Cheniere Energy Partners LP CcQP 7.2% Western Midstream Partners, LP WES 5.4%
EQM Midstream Partners, LP EQM 6.4% NuStar Energy LP NS 4.3%
Enable Midstream Partners LP ENBL 4.8% Shell Midstream Partners LP SHLX 3.9%

Given the significant overlap, one may expect similar performance between the
fundamentally-weighted and market capitalization-weighted indexes. However,
depending on the period, performance differences have been somewhat significant
(see chartand table below). AEDW and AMDW have outperformed AMNA and AMZ|,
respectively, in the long-term. However, in the recent periods, AMZI and AMNA have
performed better than their dividend-weighted counterparts. This performance
difference alludes to the statistics that will be covered in the following section -
among them, AEDW and AMDW have higher standard deviations, reflecting more
volatility.



https://www.cheniere.com/
https://www.cheniere.com/
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Value of $1,000 Invested on 1/30/2015 through 1/31/2020
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Performance Data
3 Month 6 Month YTD 1VYear 3 Year 5 Year
AEDW 0.0% -4.6% -4.9% 16.4% 1.9% 7.1%
AMNA 3.0% -1.3% -3.0% 20.3% 1.4% 6.4%
AMDW -6.5% -15.9% -7.3% -0.2% -3.1% 1.2%
AMZI -3.8% -14.4% -5.9% 0.4% -4.0% -0.9%

Total return performance as of 1/31/2020

Dividend-weighted indexes have generated higher risk-adjusted returns

To better evaluate the risk-return profile of AEDW and AMDW relative to AMNA and
AMZ|,itis informative to look at the metrics in the table below. Based on standard
deviations alone, the dividend-weighted indexes suggest more risk than their
capitalization-weighted peers. However, despite having a higher standard deviation,
AEDW and AMDW generated higher risk-adjusted returns over the five-year analysis
period as evidenced by their Sharpe ratios displayed in the table below. Even
though AEDW’s standard deviation is 0.5% greater than AMNA’s, its Sharpe ratio is
higher by 0.04. AMDW’s standard deviation is 0.8% higher than AMZI’s and its Sharpe
ratiois 0.07 higher.

Comparison Statistics

AEDW AMNA AMDW AMZI
Value of $1,000 $919 $895 $710 $675
% Positive Months 53.3% 51.7% 50.0% 46.7%
Standard Deviation 19.6% 19.1% 21.2% 20.4%
Sharpe Ratio -0.04 -0.08 -0.27 -0.34

Calculated as of 1/31/2020 using historical data trailing 5 years
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Dividend-weighted indexes screen attractively for yield

Compared to their capitalization-weighted counterparts, the dividend-weighted
strategies also screen more attractively in terms of yield as shown below. The
midstream MLP space is known for its steady cash flows and tax-advantaged
distributions, which may lend itself to an indexing strategy that emphasizes the
total dividend payout of its constituents.

Current and Historical Average Yields
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Utilities are represented by the S&P 5% Utilities Index, a composite of utility stocks in the S&P 5%, Real Estate Investment Trusts (REITs)
arerepresented by the Real Estate 5° Index, a supplemental benchmark to the FTSE NAREIT US Real Estate Index Series to measure the
performance of larger and more frequently traded equity REITs. The S&P 5 is a capitalization-weighted index of 5 stocks designed to
measure performance of the broad domestic economy. Bonds are represented by the Barclays US Aggregate Total Return Bond Index.

While these strategies emphasize dividends, it is important to not view yield in a
vacuum. Large swings in equity prices can quickly inflate yields. Capitalization-
weighted indexes rely on the theory that market capitalization is the best measure

of acompany’s value. As the price rises, so does the company’s weightingin a
capitalization-weighted index. Weighting by total distribution (dividend multiplied by
shares outstanding) does not take into account price; instead it deems a company’s
ability to pay out distributions as more deterministic of its long-term value.

Bottom line

The addition of AEDW and AMDW to the Alerian index suite provides stakeholders
with new benchmarking tools and an index strategy based on dividends. Although
they have historically carried slightly higher risk than their market capitalization-
weighted counterparts, AEDW and AMDW have delivered higher long-term returns,
higher long-term Sharpe ratios, and higher average yields.
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// Disclaimers

This Document Is Impersonal and Not a Solicitation. In
jurisdictions where Alerian or its affiliates do not have the
necessary licenses, this document does not constitute

an offering of any security, product, or service. Alerian
receives compensation in connection with licensing its
indices to third parties. All information provided by Alerian
in this documentis impersonal and not customized to the
specific needs of any entity, person, or group of persons.
Alerian and its affiliates do not endorse, manage, promote,
sell, or sponsor any investment fund or other vehicle that
is offered by third parties and that seeks to provide an
investment return linked to or based on the returns of any
Alerian index.

No Advisory Relationship. Alerian is not an investment
advisor,and Alerian and its affiliates make no
representation regarding the advisability of investing
inany investment fund or other vehicle. This document
should not be construed to provide advice of any kind,
including, but not limited to, tax and legal.

You Must Make Your Own Investment Decision. Itis not
possible to invest directly in an index. Index performance
does not reflect the deduction of any fees or expenses.
Past performance is not a guarantee of future returns. You
should not make a decision to investin any investment
fund or other vehicle based on the statements set forth in
this document, and are advised to make an investment in
any investment fund or other vehicle only after carefully
evaluating the risks associated with investmentin the
investment fund, as detailed in the offering memorandum
or similar document prepared by or on behalf of the issuer.
This document does not contain, and does not purport

to contain, the level of detail necessary to give sufficient
basis to an investment decision. The addition, removal,
orinclusion of a security in any Alerian index is not a
recommendation to buy, sell, or hold that security, noris it
investment advice.

No Warranties. The accuracy and/or completeness of any
Alerian index, any data included therein, or any data from
which itis based is not guaranteed by Alerian, and it shall
have no liability for any errors, omissions, or interruptions

therein. Alerian makes no warranties, express or implied, as

to results to be obtained from use of information provided
by Alerian and used in this service, and Alerian expressly
disclaims all warranties of suitability with respect thereto.

Contact

www.alerian.com

info@alerian.com //972.957.7700

3625 N. Hall St,, Suite 1200, Dallas, TX 75219

Limitation of Liability. While Alerian believes that the
information provided in this document is reliable, Alerian
shall not be liable for any claims or losses of any nature
in connection with the use of the information in this
document, including but not limited to, lost profits or
punitive or consequential damages, even if Alerian has
been advised of the possibility of same.

Research May Not Be Current. This document has been
prepared solely forinformational purposes based on
information generally available to the public from sources
believed to be reliable. Alerian makes no representation
as to the accuracy or completeness of this document,

the content of which may change without notice. Alerian
expressly disclaims any obligation to update the contents
of this document to reflect developments in the energy
Master Limited Partnership sector. The methodology
involves rebalancings and maintenance of indices that
are made periodically throughout the year and may not,
therefore, reflect real-time information.

Linked Products. Alerian licensees its indexes to third
parties for the creation of investment funds or other
vehicles. Alerian is not responsible for the information on
these websites or for anything that they provide.

Policies and Procedures. Analytic services and products
provided by Alerian are the result of separate activities
designed to preserve the independence and objectivity of
each analytic process. Alerian has established policies and
procedures to maintain the confidentiality of material non-
publicinformation received during each analytic process.
Alerian and its affiliates provide a wide range of services to,
orrelating to, many organizations, and may receive fees or
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution. Alerian
© 2020. All rights reserved. This document, in whole or
in part, may not be redistributed, reproduced, and/or
photocopied without prior written permission.




