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Summary

e Public producers have been committed to capital discipline and limiting growth, which could
actually set up a goldilocks US production scenario for midstream in 2022.

e Modestvolume growth by producers would contribute to a stronger macro backdrop and improved
sentiment for energy broadly while allowing midstream to potentially enjoy some incremental cash
flows.

e Forthelast several years, midstream equities have tended to trade more in line with oil prices than
production trends.

Earnings season is underway for energy companies, and for midstream, the updates from upstream
companies may be of particular interest this quarter as they make plans for 2022 against the backdrop of
multi-year highs for commodity prices. Public producers have been committed to capital discipline and
limiting growth, which could actually set up a goldilocks US production scenario for midstream in 2022.
Today’s note discusses the outlook for US production and how continued producer discipline with modest
growth could be supportive for midstream equities.

Producer discipline stems from hard lessons learned.

One of the contributing factors in today’s higher price environment for oil and natural gas is restrained US
production resulting from producer capital discipline. Energy equities have arguably been in the penalty
box foryears,and one of the key grievances forinvestors was that energy companies spent too much money.
Exploration and production companies (E&Ps) were particularly criticized for outspending cash flow and
growing production without focusing on returns. This dynamic was on full display in 2018 when oil prices
were last near today’s levels.

In October 2018, West Texas Intermediate oil prices reached $76 per barrel (bbl), but within a month, prices
had fallen back to $63/bbl and ended the year at $45/bbl. Unlike today, US oil production in 2018 was going
bananas. Production in 2H18 was up a massive 1.9 million barrels per day (MMBpd) or approximately 20%
relative to the same period in 2017. Ultimately, US oil production proved to be too good and contributed to
the subsequent downward spiral in oil prices. This is a stark contrast with today. The Energy Information
Administration forecasts that oil production will grow by 0.7 MMBpd to 11.7 MMBpd in 2022, representing a
6% increase relative to expected 2021 volumes but still 0.6 MMBpd lower than 2019 oil production.

With the context of the past and severe investor pressure, E&Ps have largely embraced capital discipline,
emphasizing returns and modest growth. Third quarter earnings season will provide an opportunity for
E&Ps to reinforce their commitment to discipline into 2022. Scott Sheffield, CEO of Pioneer Natural
Resources (PXD), recently said producers are going to be disciplined whether Brent - the international oil
benchmark-isat$75ors100 perbarrel. Shareholders havetold him thatany companies thatresume growth
will be punished. On theirearnings call last week, management of Kinder Morgan (KMI) noted that producers
remain extremely disciplined, and as a result, are not responding as much to price signals as in the past.

Admittedly, discipline is easier when prices are lower, and the recent improvement in commodity prices is
likely increasing the temptation for public E&Ps to grow in today’s commodity price environment. If
commodity prices were to continue to rise, there may be an oil price level where E&Ps would have a license
to grow, but prices are not there yet. Furthermore, with OPEC+ still holding back millions of barrels of daily
oil production, it makes sense for US producers to tread lightly. The need to rebuild investor trust and
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establish arecord of discipline and stronger returns - not to mention the potential

ire from investors if plans deviate - likely keeps public producers at modest growth rates for 2022.
Meanwhile, private companies will be more aggressive inincreasing drilling activity as has already been the
case, but the impact for overall US production tends to be more muted given their smaller footprint.

What does producer discipline mean for midstream?

Midstream is arguably a volume-driven business, but more production is not always a good thing for
midstream equities. This is exemplified by 2018 price performance for the Alerian MLP Infrastructure Index
(AMZI1) and Alerian Midstream Energy Select Index (AMEI) shown in the table below. US oil and natural gas
production grew tremendously in 2018, but midstream equities traded lower with oil prices. Looking at the
last several years, midstream has typically traded more in line with oil prices than production trends. With
this context, moderate growth from producers could result in a goldilocks production scenario for
midstream. Modest volume growth would potentially drive incremental cash flows and allow midstream
companies to enjoy some operating leverage in systems with excess capacity today, but ideally, the growth
is not high enough to drive oil prices down.

Qil Prices Trump Production Growth When It Comes to Midstream Equity Performance
2010 2011 2012 2013 2014 2015
17.1% 8.2% -8.1% 10.5% -45.4% -30.4%
26.2% 10.1% -1.8% 22.3% 2.0% -36.0%
29.1% 20.4% 6.2% 26.3% 9.7% -39.9%
0.13 0.18 0.85 0.97 1.30 0.66
2.4% 3.3% 15.1% 14.9% 17.3% 7.5%
201 453 3.42 0.76 5.30 3.49
3.4% 7.4% 5.2% 11% 7.6% 4.6%

2016
41.0%
9.4%
35.7%
(0.59)
6.3%
(1.02)
-1.3%

2017
12.5%
-4.3%
-4.3%
0.52
5.9%
230
2.9%

2018
-24.8%
-18.5%
-22.5%

1.58

16.9%
10.33
12.9%

2019
34.5%
-1.9%
14.6%
135
12.3%
9.61
10.6%

2020
-20.5%
-38.9%
-29.5%
(1.01)
-8.2%
(0.67)
0.7%

WTI Crude
AMZI Index (MLPs)
AMEI Index (Midstream)
Oil (MMBpd)
Qil %
Natural Gas (Bcf/d)
Natural Gas %

Price
Performance:

Annual
Production
Changes:

Natural gas
Annual production changes are based on average production for the year.
Source: Alerian, Bloomberg, Energy Information Administration

jonis based on

While midstream cash flows would be higher with greater growth, the potential negative implications of
lower commodity prices and worsened energy sentiment would likely weigh on equities and offset any
volume benefit. To the extent producer discipline drives a more stable oil price environment and helps bring
generalist interest back to energy broadly as companies reestablish a better track record with investors,
that could only be beneficial for midstream. While the current “energy crunch” is helping bring attention
back to energy investing, continued discipline, free cash flow generation,and generous shareholder returns
canalso help increase energy’s relevance for investors who have perhaps been sidelined for some time.

Bottom Line

Given the recent improvement in commodity prices, E&P commentary on production plans will be in focus
this earnings season, creating a prime opportunity for producers to recommit to discipline. Modest volume
growth by producers would contribute to a stronger macro backdrop and improved sentiment for energy
broadly while allowing midstream to potentially enjoy some incremental cash flow generation.

AMZI is the underlying index for the Alerian MLP ETF (AMLP) and the ETRACS Alerian MLP Infrastructure Index
ETN Series B(MLPB). AME!l'is the underlying index for the Alerian Energy Infrastructure ETF (ENFR).
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Disclaimers

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 thatis 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 nota guarantee of future returns. You
should not make a decision to investin any investment fund
or othervehicle based on the statements set forth in this
document, and are advised to make an investmentin 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 aninvestment 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, norisitinvestment 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 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
documentisreliable, 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-publicinformation 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 $-
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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