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Revisiting MLP Performance as Interest Rates Rise

With the 10-year Treasury yield touching levels in 2H18 that have not been seen
foryears, it seems like an opportune time to revisit MLP performance in arising
interest rate environment. We discussed this topic in detail in a 2015 white
paper, which provides historical context going back to the mid-1990s. This piece
focuses on how MLPs have performed in rising rate environments since 2013 and
key differences with the current environment that could have a bearing on MLP
performance as rates increase.

For MLPs, rising interest rates can be a headwind in two ways: 1) fixed income
investments become more attractive, increasing competition for investor dollars
among yield vehicles, and 2) borrowing costs rise. There are several factors that
have historically allowed MLPs to mitigate the negative effects of rising interest
rates, particularly in comparison to other yield vehicles such as REITs and utilities.
We discuss those factors as well as other tailwinds for the MLP space that may
help offset any negative impact from rising rates.

What can we learn from history?

MLPs have historically demonstrated a low correlation with Treasury yields. Using
the Alerian MLP Index (AMZ) as a benchmark, the weekly correlation for the past
ten years between MLPs and the 10-year Treasury yield is 0.2 as of October 2018,
and the 15-year correlation is even lower. Given historically low interest rate levels
over the preceding decade of less than 4.0%, the long-term correlation between
the AMZ and 10-year Treasury yield may be less meaningful than if we had
experienced more volatility at higher interest rate levels over the time period.

As an alternative, it’s informative to look at MLP price performance during periods
of rising rates. As shown below, MLPs significantly outperformed REITs and
utilities during both the taper tantrum in 2013, and when rates nearly doubled in
the second half of 2016.

Performance of Yield-Oriented Equity Investments During Recent Periods of Rising Interest Rates
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Source: Bloomberg
Note: MLPs represented by the Alerian MLP Index. Utilities represented by the S&P 500 Utilities Index. REITs represented by the Real Estate 50 Index.
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How is today’s environment different?

It's important to point out that each scenario of rising interest rates will have
its own nuances. Relative to the periods shown above, the 10-year Treasury yield
in October 2018 of more than 3.0% is at a higher absolute level, creating more
potential competition for yield. On the other hand, MLP yields are also at higher
levels in 2018 than they were for the time periods in 2013 (5.8%) and 2016 (7.3%).
MLPs’ higher yield may help insulate them from the impact of rising rates. MLPs
also boast a more attractive yield than Utilities and REITs as shown below.

MLPs Offer More Attractive Yields Than Utilities and REITs
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Source: Alerian, Bloomberg
Note: As of September 28,2018

Another contributing factor that helps MLPs offset the impact of rising rates
is MLP distribution growth. The MLP space is generally leaving behind the old
convention of 6-8% annual distribution growth in favor of more sustainable
distribution growth and stronger balance sheets. Despite the fact that growth
has generally moderated since 2013 as shown below?, most AMZ constituents
grew their 2Q18 distributions, and more than 80% of AMZ constituents grew
or maintained their distributions relative to 2Q17 (read more). The significant
increase for 2Q18 was largely driven by a 233.3% sequential increase in the
distribution of Hi-Crush Partners (HCLP), which accounted for half of the 2.9%
increase.

AMZ Quarterly Weighted Distribution Growth
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1// Quarterly weighted distribution growth is calculated by taking constituent-level growth rates and then multiplying by each constituent’s weightin the
index and summing the values. The distribution growth rate for 2Q18 reflects the distributions announced and paid in 3Q18 related to 2Q18 performance.
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In the wake of the oil downturn that began in 2014 and saw WTI crude prices
bottom in February 2016 at $26 per barrel, many MLPs have taken steps to improve
their positioning. MLPs have reduced their leverage, and balance sheet positions
have generally improved. Stronger balance sheet positions should help mute the
negative impact of rising interest rates on borrowing costs for MLPs.

From a fundamental standpoint, MLPs are also in a better position today with

US oil and natural gas production at record highs. As volume-driven businesses,
higher energy production supports high utilization of existing pipeline and
infrastructure assets and creates growth opportunities. MLP growth projects are
built with customer commitments largely in place under long-term contracts and
clear visibility to fee-based cash flows. Often, contracts will also include inflation
adjustments, further protecting MLP cash flows.

How have MLPs performed as rates have risen recently?

As rates have risen in 2018, performance among yield-oriented investments has
been mixed. As shown below, MLPs outperformed REITs and Utilities as the 10-year
Treasury yield gained 54 basis points (bps) at the start of 2018. However, when
rates increased in the fall, Utilities provided better performance. Utilities were

up slightly as the 10-year Treasury yield increased by 42 bps from August 24 to
October 5,2018, while MLPs and REITs traded lower. It’'s worth noting that Utilities
outperformed even before the flight-to-safety trade kicked in with the broader
market pullback on October 10th and 11th when the Dow Jones Industrial Average
fell by nearly 1,400 points over two days. Utilities have been perceived to be more
defensive and may hold up better in an environment of rising rates if the market
embraces a risk-off trade (read more).

Price Performance As Rates Increased in 2018 is More Mixed Among Yield-Oriented Equity Investments

December 29, 2017 to February 21, 2018 August 24,2018 to October 5,2018
Treasury Yield + 54 bps t0 2.95% Treasury Yield + 42 bps t03.23%
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Source: Alerian, Bloomberg
Note: MLPs represented by the Alerian MLP Index. Utilities represented by the S&P 500 Utilities Index. REITs represented by the Real Estate 50 Index.
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Bottom Line

Admittedly, past performance is only so helpful in evaluating how MLPs will
perform as rates rise, and rates are reaching levels not seen in years. Balancing the
higher level of interest rates with the advantages MLPs enjoy today, including a
strong fundamental backdrop with record high US oil and natural gas production,
improved balance sheets, higher yields than in past scenarios of rising rates, and
distribution growth at a more sustainable pace, the tailwinds seem to outweigh
the headwind of rising rates. These advantages may also support better relative
performance for MLPs as rates rise compared to other yield-oriented investments.




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
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 toinvest 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 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 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

index@alerian.com // 972.957.7700

4925 Greenville Ave, Suite 840, Dallas, TX 75206

= Revisiting MLP Performance as Interest Rates Rise

t~Alerian

Limitation of Liability. While Alerian believes that the
information provided in this documentis 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 for informational 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,
or relating to, many organizations, and may receive fees or
other economic benefits from these organizations.

Copyright. No Unauthorized Redistribution. Alerian ©
2018. All rights reserved. This document, in whole orin part,
may not be redistributed, reproduced, and/or photocopied
without prior written permission.



