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Summary

- With double-digit yields common across midstream, payouts feel largely underappreciated by the
investment community, and those elevated yields make the case for stock repurchases all the more
compelling.

- Third quarter earnings announcements saw five new buyback authorizations in the midstream space,
bringing the total number of companies with buyback programs to 14.

- For midstream investors, the proliferation of buyback authorizations is a welcome development and
provides tangible benefits of the anticipated free cash flow inflection in the space. Importantly, buybacks
can help support midstream equity prices into a macro recovery.

The potential for midstream buybacks as free cash flow generation ramps has been a recurring commentin
Alerian’s research. With six repurchase authorizations announced since October, including five in the past

week or so, buybacks are a timely topic to revisit. Today’s note provides an update on buyback authorizations,
amounts spent on repurchases through the third quarter for those with existing programs, and the competition
between dividends and buybacks in capital allocation decisions.

Buybacks gaining traction.

Third quarter earnings announcements saw five new buyback authorizations in the midstream space - MPLX
(MPLX), Plains All American (PAA), EnLink Midstream (ENLC), Rattler Midstream (RTLR), and Western Midstream
(WES). With these additions, there are now 14 companies with buyback authorizations in the broad Alerian
Midstream Energy Index (AMNA), which has 42 total constituents. The companies with buyback authorizations
represent a diverse group in terms of size, structure, and sector classification. Of the 14, eight are structured

as MLPs, and only one Canadian corporation has a buyback program. The table below includes the midstream
companies with repurchase authorizations and their weightings in the AMNA Index, Alerian MLP Infrastructure
Index (AMZI), and Alerian Midstream Energy Dividend Index (AEDW).

Total Spent to Date
AMNA AMZI AEDW Authorization Through 9/30  Date

Company Name Ticker Weight Weight Weight (S millions) (S millions) Announced
Antero Midstream Corporation AM 0.83% - 2.26% 300 151 8/12/2019
Cheniere Energy LNG 6.13% - - 1,000 404 6/3/2019
Energy Transfer LP ET 6.28% 10.26% 10.25% 2,000 1,089 2/18/2015
EnLink Midstream LLC ENLC 0.30% 251% 0.65% 100 - 11/4/2020
Enterprise Products Partners LP EPD 9.59% 10.09% 10.15% 2,000 255 1/31/2019
Gibson Energy Inct GEICN 1.19% - 0.52% 208 - 8/27/2020
Kinder Morgan Inc KMI 10.15% - 8.45% 2,000 575 7/19/2017
Magellan Midstream Partners LP MMP 3.75% 10.22% 3.25% 750 252 1/21/2020
MPLX LP MPLX 3.10% 1031% 9.86% 1,000 - 11/2/2020
NGL Energy Partners LP NGL 0.21% 1.71% 0.35% 150 - 8/30/2019
Plains All American Pipeline LP? PAA 1.83% 9.42% 2.40% 500 - 11/2/2020
Rattler Midstream LP RTLR 012% - - 100 - 11/4/2020
Targa Resources Corp TRGP 160% - 0.33% 500 - 10/5/2020
Western Midstream Partners LP WES 0.73% 6.04% 1.86% 250 - 11/9/2020

Total 45.81% 60.55% 50.31%

AMNA and AMZI weights as of September 25. AEDW weights as of October 16

1 GElI's authorization is torepurchase and cancelupto 10% of public float as of 8/24/20. Dollaramount shown reflects share price as of 11/6.
2PAA's weighting In AMMA and AEDW represents the combined weighting of PAA and Plains GP Holdings (PAGP).

source Alerian. comnany Renorts asof November 6. 2020


https://ir.mplx.com/CorporateProfile/press-releases/news-details/2020/MPLX-LP-Reports-Third-Quarter-2020-Financial-Results/default.aspx
https://ir.paalp.com/profiles/investor/ResLibraryView.asp?ResLibraryID=94140&BzID=789&g=549&Nav=0&LangID=1&s=0
https://investors.enlink.com/news-and-presentations/press-releases/2020/11-04-2020-220612301
https://www.rattlermidstream.com/news-releases/news-release-details/rattler-midstream-lp-subsidiary-diamondback-energy-inc-reports-4
http://investors.westernmidstream.com/2020-11-09-Western-Midstream-Announces-Third-Quarter-2020-Results
https://www.alerian.com/indexes/amna-index/
https://www.alerian.com/indexes/amna-index/
https://www.alerian.com/indexes/amzi-index/
https://www.alerian.com/indexes/amzi-index/
https://www.alerian.com/indexes/the-alerian-midstream-energy-dividend-index/
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Buybacks vs. dividends.

With double-digit yields common across midstream, payouts feel largely underappreciated by the investment
community, and those elevated yields make the case for stock repurchases all the more compelling. From a
capital allocation standpoint, companies are weighing the best way to return cash to investors. As discussed in
anote earlier this month, Kinder Morgan (KMI) signaled flexibility in its approach to returning excess cash flow
to shareholders, mentioning dividend increases and/or share buybacks in its 3Q release and omitting the prior
target of achieving an annualized dividend of $1.25 per share. Perhaps the best example of weighing dividends
and buybacks is RTLR reducing its distribution by 31% while simultaneously announcing a $100 million
repurchase authorization. As reflected in the quote below from the 3Q call, the decision to cut the distribution
and deploy buybacks was an opportunistic move to reallocate capital in response to market conditions, and
management believes the decision will ultimately reward RTLR unitholders.

This quarter, the Board of Directors of Rattler's general partner elected to reduce the
annual distribution by 31% from $1.16 to $0.80 per unit. While we believe the current
outlook would have supported the distribution while keeping leverage around our 2x
leverage target, the current distribution yield of our equity indicated that such a view was
not supported by the market. Accordingly, we elected to reduce the distribution and
offensively reallocate the retained cash flow to a common unit repurchase program with
$100 million authorization through year-end 2021. To be clear, this is not a buy-in of Rattler
by Diamondback, and Diamondback will not be selling its position as part of this program.
This is instead a reallocation of capital to the best returning project in our portfolio,
which is retiring units with an over 18% forward return.

Travis D. Stice, CEO & Director of Rattler Midstream, November 5, 2020

J

Source: Refinitiv

While a case can be potentially made for reducing dividends to repurchase shares in some situations, it

seems unlikely that many names would follow RTLR’s example. For one, several midstream companies stand
to generate meaningful free cash flow after dividends, supporting both steady dividends and opportunistic
buybacks (read more). Additionally, many management teams are sensitive to investor desires or needs for
the income these companies provide. Instead of cutting payouts to repurchase shares, midstream companies
may continue to put dividend growth on hold until yields improve and prioritize buybacks over increases to
dividends. In the wake of macro headwinds and elevated yields, dividend growth has already been widely
suspended with only a few notable exceptions (read more). For those companies generating meaningful free
cash flow with comfortable leverage positions, buybacks will likely represent a more compelling way to return
cash to shareholders until equity values improve and yields return closer to historical averages.

What does this mean for investors?

For midstream investors, the proliferation of buyback programs is a welcome development and provides
tangible benefits of the anticipated free cash flow inflection in the space. Buybacks represent a significant
reversal from the old MLP model of issuing equity. Importantly, buybacks can help support midstream equity
prices into a macro recovery, which is self-help that was not available coming out of past energy downturns.



https://insights.alerian.com/midstream/mlp-earnings-so-far-ma-dividends-buyback-esg
https://www.kindermorgan.com/
https://s24.q4cdn.com/126708163/files/doc_financials/2020/q3/KMI-2020-Q3-8-K-Ex-99.1-for-IR.pdf
https://ir.kindermorgan.com/news/news-details/2020/Kinder-Morgan-Announces-0.2625-Per-Share-Dividend-and-Results-for-Second-Quarter-Of-2020/default.aspx
https://ir.kindermorgan.com/news/news-details/2020/Kinder-Morgan-Announces-0.2625-Per-Share-Dividend-and-Results-for-Second-Quarter-Of-2020/default.aspx
https://www.rattlermidstream.com/events-and-presentations/events
https://insights.alerian.com/free-cash-flow-a-tailwind-for-midstream-mlps-in-2021
https://insights.alerian.com/midstream-mlp-2q20-dividends-distributions-hold-steady
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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 documentis
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. 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, 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, norisitinvestmentadvice.

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.
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Limitation of Liability. While Alerian and S-Network
Global Indexes believe that the information provided in
this documentis 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 forinformational 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 © 2020. 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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