
December 14, 2021
Author: Stacey Morris, CFA

Summary 

• Unrelated Business Taxable Income (UBTI) is the income that can trigger Unrelated Business Income Tax
(UBIT) for tax-exempt organizations and retirement accounts.

• Investors can own MLPs directly in tax-exempt accounts but may have to worry about UBIT if UBTI
exceeds $1,000.

• Investors can own ETFs that predominately hold MLPs in tax-exempt accounts and not worry about UBTI
triggering UBIT.

What is UBTI and UBIT? Why does it matter for MLP investors and retirement accounts?

Financial advisors and MLP investors have likely seen UBTI or UBIT mentioned in their investment research 
but may not really understand what these acronyms mean. Unrelated Business Taxable Income (UBTI) is the 
income that can trigger Unrelated Business Income Tax (UBIT) for tax-exempt organizations and retirement 
accounts. In other words, UBTI is income that could be taxed for an otherwise tax-exempt entity. Employee 
benefit plans and Individual Retirement Arrangements (IRAs), including traditional, SEP, SIMPLE, Roth or 
Coverdell IRAs, are subject to the tax on unrelated business income. 

Why does this matter for MLP investors? Practically all of the taxable income from publicly traded 
partnerships is considered UBTI. Because MLPs are pass-through entities, for tax purposes, it is as if the owner 
of MLP units is directly earning the income generated by the MLP. MLP businesses, like operating pipelines, 
are not related to the purpose of a retirement account that allows it to be tax exempt, and therefore, taxable 
income from an MLP is considered UBTI. There is nothing prohibiting investors from owning individual MLPs 
in tax-exempt accounts, but they could incur taxes if UBTI exceeds the $1,000 deduction amount. To be clear, 
taxable income is not the same as distributions or net income. MLP investors can find taxable income on their 
Schedule K-1s. 

For investors that want MLP exposure in their retirement accounts but do not want to worry about UBTI, 
investment products can help. Exchange-traded funds (ETFs) that predominantly own MLPs can provide 
diversified exposure to MLPs and will not generate UBTI because they are structured as C-Corporations. A 
partnership can generate UBTI, but an ETF does not. To repeat, investors that own MLP ETFs in tax-exempt 
retirement accounts do NOT have to worry about UBTI triggering UBIT. For those whose eyes may be glazing 
over, the box below summarizes the discussion thus far. 

MLPs, UBTI, ETFs, and IRAs: What You Need to Know

• Investors can own MLPs directly in tax-exempt accounts but may have to
worry about UBIT if UBTI exceeds $1,000.

• Investors can own ETFs that predominately hold MLPs in tax-exempt accounts
and not worry about UBTI triggering UBIT.
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Not all that is permissible is beneficial.

While investors can own MLPs and MLP ETFs (for this discussion, MLP ETFs are those that mostly own MLPs 
and are structured as C-Corporations) in retirement accounts, it is arguably suboptimal. Remember, MLPs 
provide special tax advantages – most notably the potential for tax-deferred income. The distributions from 
MLP ETFs maintain the tax advantages of their underlying holdings, and typically, a significant portion of 
those distributions are tax-deferred. Using a tax-advantaged investment in a tax-exempt account is a bit like 
wearing both a belt and suspenders. Generally, investors only have so much money in tax-exempt accounts 
because of annual contribution limits. As such, it would be more optimal to own investments without tax 
advantages in accounts that are tax exempt. This is why MLP exchange-traded notes are better suited to 
ownership in tax-exempt accounts. Next week’s note will expand on this and explain more about ETNs.

Alerian is not a tax advisor or investment advisor. This piece does not constitute tax or investment advice. 
Please consult your tax advisor for information specific to your situation.  
Alerian’s disclaimers can be viewed here. 

Related Alerian Research:

Decisions, Decisions: Demystifying MLP Investment Options
Energy Infrastructure Investing
MLP Taxation: The Benefits and What You Need to Know

Additional Resources:

IRS Publication 598 – Tax on Unrelated Business Income of Exempt Organizations
Energy Infrastructure Council: MLPs and Retirement Accounts

Contact
www.alerian.com
info@alerian.com // 972.957.7700
3625 N. Hall St., Suite 1200, Dallas, TX 75219
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https://www.alerian.com/disclaimers/?_ga=2.43426533.1724501753.1639406884-1549772386.1632412471
https://insights.alerian.com/decisions-decisions-demystifying-mlp-investment-options
https://www.alerian.com/education/energy-infrastructure-investing/?_ga=2.220267857.814003588.1638800348-1549772386.1632412471
https://insights.alerian.com/mlp-taxation-the-benefits-and-what-you-need-to-know
https://www.irs.gov/pub/irs-pdf/p598.pdf
https://eic.energy/mlps-and-retirement-accounts/
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This Document Is Impersonal and Not a Solicitation. In 
jurisdictions where Alerian, S-Network Global Indexes, or 
their affiliates do not have the necessary licenses, this 
document does not constitute an offering of any security, 
product, or service. Alerian and S-Network Global Indexes 
receive compensation in connection with licensing its 
indices to third parties. All information provided by 
Alerian and S-Network Global Indexes in this document is 
impersonal and not customized to the specific needs of 
any entity, person, or group of persons. Alerian, S-Network 
Global Indexes, and their 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 or S-Network Global Indexes index.

No Advisory Relationship. Alerian and S-Network Global 
Indexes are not investment advisors, and Alerian, S-Network 
Global Indexes, and their affiliates make no representation 
regarding the advisability of investing in any 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. It is 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 invest in 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 investment in 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, or 
inclusion of a security in any Alerian or S-Network Global 
Indexes index is not a recommendation to buy, sell, or hold 
that security, nor is it investment advice.

No Warranties. The accuracy and/or completeness of 
any Alerian or S-Network Global Indexes index, any data 
included therein, or any data from which it is based is 
not guaranteed by Alerian or S-Network Global Indexes, 
and it shall have no liability for any errors, omissions, or 
interruptions therein. Alerian and and S-Network Global 
Indexes make no warranties, express or implied, as to 
results to be obtained from use of information provided 
by Alerian and S-Network Global Indexes and used in this 
service, and Alerian and S-Network Global Indexes expressly 
disclaim all warranties of suitability with respect thereto.

Limitation of Liability. While Alerian and S-Network 
Global Indexes believe that the information provided in 
this document is reliable, Alerian and S-Network Global 
Indexes 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 
and S-Network Global Indexes have been advised of the 
possibility of same.

Research May Not Be Current. This document has been 
prepared solely for informational purposes based on 
information generally available to the public from sources 
believed to be reliable. Alerian and S-Network Global 
Indexes make no representation as to the accuracy or 
completeness of this document, the content of which 
may change without notice. Alerian and S-Network Global 
Indexes expressly disclaim 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 and S-Network Global Indexes 
licenses its indexes to third parties for the creation of 
investment funds or other vehicles. Alerian and S-Network 
Global Indexes are not responsible for the information on 
these websites or for anything that they provide.

Policies and Procedures. Analytic services and products 
provided by Alerian and S-Network Global Indexes are 
the result of separate activities designed to preserve the 
independence and objectivity of each analytic process. 
Alerian and S-Network Global Indexes have established 
policies and procedures to maintain the confidentiality 
of material non-public information received during each 
analytic process. Alerian, S-Network Global Indexes, and 
their affiliates provide a wide range of services to, or 
relating to, many organizations, and may receive fees or 
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution. Alerian and 
S-Network Global Indexes © 2021. All rights reserved. This 
document, in whole or in part, may not be redistributed, 
reproduced, and/or photocopied without prior written 
permission.
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