\~Alerian

Size Matters
Defining and Comparing
Small-, Mid-, and Large-cap MLPs




t~Alerian

Table of Contents

Introduction 3
Constituent Growth 4
Average Market Capitalization 5
Performance 6
Historical Yields 8

Conclusion 8




// Introduction

They say that everything is bigger down here in Texas but
is bigger really better? What does bigger necessarily mean,
especially in the context of MLPs? In the finance world, the
“size” of a company is generally associated with its market
capitalization, but how do we define what the difference
is between a large-cap and a small-cap MLP? What'’s the
threshold? Is it $5 billion or $50 billion? If you ask five
peoplein finance their definition of a “large-cap” company,
yoU’ll likely get five different responses.

This gets especially confusing when one tries to compare
MLP sizes to the broader market. Did you know that as of
December 31, 2015, the entire energy MLP asset class had a
market cap of about $350 billion? It sounds like a lot, butin
reality the entire sector is smaller than Exxon Mobil (XOM)
alone. In practical application, pure size doesn’t mean
much. As Einstein would tell you, it’s all relative! That’s why
we came up with the Alerian MLP Size Indices.

At a high-level, we've sliced up the MLP space into three
indices based on relative market capitalization. We've
defined large-cap companies as those whose aggregate
market capitalization make up 70% of the MLP universe,

while mid-cap companies comprise the next 20%, and small-
cap companies fill out the final 10%. This method of division

Alerian Large Cap (AMLI)
Top 70% of MLPs by total
market capitalization

Alerian Mid Cap (AMMI)
The next 20% (essentially MLPs
that make up the 70-90% range
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dynamically adjusts with growth (and contraction) of the
sector, and avoids the pitfalls of defining a specific cut-

off value. Furthermore, within each index, the companies
are weighted by market cap, with the larger companies
receiving a higher relative weighting. In conjunction with
our recently released Energy MLP Classification Standard
(EMCS*M), we now have a basis for comprehensively sorting
and categorizing the space that has never existed before.

Looking at the table below, you’ll notice that there are

24 MLPs in the AMLI, which makes up around 70% of the
overall energy MLP market cap, showing just how top-
heavy this industry is today. While this is an interesting
data point, it’s just that, a single data point that just shows
how the industry is today. How did these size indices stack
up historically? What kind of story can you tell when you
peerinto the looking glass and take snap shots into the
past? Well, lucky for you we’ve done that work and back-
tested all of these indices for the past decade, meticulously
applying our methodology to provide the most accurate
picture of how our niche industry has grown.

Alerian Small Cap (AMSI)
The smallest 10% of MLPs

in total market cap)

Number of Companies: 24

Company Size by Market
Capitalization (millions)

Average  $10,524 Average
Median $8,221 Median
Largest  $51,307 Largest

Smallest $3,886 Smallest

% Investment Grade: 75.7%

Source: Alerian as of December 31, 2015

Number of Companies: 27

Company Size by Market
Capitalization (millions)

% Investment Grade: 10.2%

Number of Companies: 62

Company Size by Market
Capitalization (millions)

$2,336 Average $494
$2,478 Median $436
$4,012 Largest $1,548

$761 Smallest S84

% Investment Grade: 0.0%
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New IPOs have swelled the ranks of the small-cap index
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.
// Constituent Growth

The chart above shows the number of constituents in
eachindex on a quarterly basis. Between 2004 and 2008,
there was a more equal distribution among each segment.
After the 2008 financial crisis and recovery, the space
began to see an explosion of growth, coming primarily
from new IPOs, swelling the ranks of the small and mid-
cap indices. Recently, during the commodity collapse,
we’ve seen another adjustment in market capitalization
distribution, with both the number of small-and mid-cap
names falling. This redistribution of market capitalization
is aresult of more commodity-sensitive names facing
financial difficulties and falling from the grace of investors.
Although this chart ostensibly shows the number of mid-
cap names declining dramatically while the number of
small-cap names staying relatively constant, it fails to fully
communicate the changing dynamics of the space.

For example, in the most recent quarterly rebalancing

on March 18, 2016, seven names were removed from the
AMMI and two equities were added for a net loss of five
companies. One of the seven was added to the AMLI while
the other six dropped down to the AMSI. However, in the
AMSI, four equities were removed for failing to meet the
minimum market capitalization requirement of at least $75
million, giving it a net gain of two names. So while it may
seem like mid-cap names took the biggest hit for number
of companies removed, in reality, small-cap names were hit
almost as hard. The losses to the AMSI were just offset by
the addition of former AMMI constituents. Again, keep in
mind that this is only the number of constituents for each
index; it’s not a reflection of the actual performance or size
of the space, just how it has been divided.
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// Average Market Capitalization

Another way to look at the history of the size indices is to Some may look at the chart and interpret it as the large-cap
examine the average market capitalization of each index’s indices having the most growth during the good years, as
constituents, as shown below. As you can tell, average well as the steepest drop during the bad years. However,

market capitalizations of companiesin the AMSIand AMMI  the chart doesn’t reflect the return performance of the
have risen modestly in the past decade, while the AMLI has  index%; it only shows the quarterly change in average
skyrocketed, falling only during the most recent commodity market capitalization. The scale of the chart can be

collapse. This chart highlights the primary reason why a disproportionately misleading. In fact, from the September
specific cut-off value for each segment doesn’t make sense. 2014 peak to the March 2016 rebalancing, the average
As the space evolves, the definition of each cut-off point market cap for small-cap MLPs fell -57% versus -42% for

changes with it, which is why we’ve designed our indexina large-cap MLPs and -32% for mid-cap MLPs.
way that’s both all-encompassing and flexible.

- Market capitalization cutoffs dynamically adjust

518 A

516 4

514 4

512 A

510 4

58

Average Market Capitalization (in billions)
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Source: Alerian as of December 31, 2015

1. Keep in mind, each size index is market-cap weighted, not equally weighted.
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Small-cap names have exhibited the highest volatility
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// Performance

Now let’s pit the three indices against each other and
directly compare their performance. The best way to do this
is to look at the value of $1,000 invested in each index over
the past decade. This time period provides a comprehensive
view, as itincludes the 2008 great recession/ recovery,

as well as the current commodity crisis. As a point of
reference, the S&P 500’s performance is also included, along
with the benchmark for the space, the Alerian MLP

Index (AMZ). All of the data referenced hereisona
total-return basis.

AMLI AMZ S&P 500

As you can see from the graph above, the Alerian Large Cap
MLP Index (AMLI) came away with a middling performance,
even trailing during the boom years of the shale revolution.
However, it did seem to have the fewest peaks and troughs,
implying a low relative volatility. On the flip side, the
Alerian Small Cap MLP Index (AMSI) was all over the place,
with excellent performance in good times, but also the
steepest drop once the markets turned against them. Being
smaller equities, it takes far less to move the needle, but
the needle moves in both directions: they were the worst-
performing index over the past 10 years and exhibited the
highest volatility. The Alerian Mid Cap MLP Index (AMMI)
seemed to come away with the best balance of stability
and performance at the end of the day.




// Performance

Below is a tabulated view of each index’s performance data.

The numbers corroborate with what we can intuitively

see in the performance graph. The AMSI has the highest
standard deviation (most volatility) out of all of the indices.
On the flip side, the S&P 500, being compromised of some
of the largest and most liquid companies in the US, has

less volatility than any of the MLP indices. Compared to
the benchmark AMZ, over the 10-year period, the AMSI
underperformed, the AMMI outperformed, while the AMLI

Mid-cap MLPs outperform over a 10-year period

AMLI
3 Month -4.7%
6 Month -28.0%
YTD -34.1%
1Year -34.1%
3 . 3 Year -1.4%
3 . 5Year 29%
E 10 Year 8.9%
h Value of $1,000 $2,339
% Positive Months 60.0%
Standard Deviation 17.9%
Sharpe Ratio 051

Source: Alerian from December 30, 2005 to December 31, 2015
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followed the AMZ’s performance pretty closely. This makes
perfect sense, as the 24 names2in the AMLI represent
roughly 70%?3 of the total energy MLP market cap, while
the AMZ (designed to be representative of the spaceas a
whole), captures around 85%. When looking at the Sharpe
Ratio, which is a measure of risk-adjusted return, mid- and
large-cap MLPs look like a compelling investment, despite

the recent turbulence in the energy sector.

AMMI
-4.3%
-25.6%
-28.7%
-28.7%
-3.1%
2.3%
9.9%
$2,576
57.5%
21.4%
0.50

AMSI
-12.7%
-40.9%
-42.4%
-42.4%
-10.7%
-2.8%
7.3%
$2,015
63.3%
24.4%
037

AMZ
-2.8%
-24.3%
-32.6%
-32.6%
-3.4%
1.5%
8.7%
$2,311
58.3%
183%
0.49

S&P 500
7.0%
0.2%
1.4%
1.4%
151%
12.6%
7.3%
52,024
65.0%
15.1%
0.47

Percentage of positive months, standard deviation, value of $1,000, and Sharpe ratio comparisons are based on monthly data over the trailing 10-year period.

2.Some perennial market-cap leaders in the space include Enterprise Products Partners (EPD), Energy Transfer Partners (ETP), Magellan Midstream Partners (MMP), Buckeye
Partners (BPL), and Plains All American Pipelines (PAA). Prior to its 2014 reorganization as a C Corp, Kinder Morgan Energy Partners also played a leading role.
3.As areminder, we've defined large-cap companies as those whose aggregate market capitalization make up 70% of the MLP universe, while mid-cap companies comprise the

next 20%, and small-cap companies fill out the final 10%.



// Historical Yields

Around 2005 to 2008, the yields of the three indices were
relatively in-line; the spread between small-and large-cap
MLPs were rarely more than 100 bps from each other. At
this point, the market cap of the entire sector was around

$100 billion and investors in the space were less discerning.

MLPs were all valued generically, with few investors
rigorously researching the space. However, during the
financial crisis, yields blew out, and it became obvious that
the large-cap MLPs had the balance sheets to weather the
storm while the small-cap MLPs faced more challenges.
The AMSI’s yield peaked at around 23%, the AMMI’s hit 19%,
while the AMLI’s rose to a high of 13%.
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From 2010 and onwards, as the space grew, the yield gap
between small-, mid-, and large-cap names grew as well.
Anincreased interestin the asset class brought on a wave
of MLP-focused investment products, which brought
additional liquidity to the space. This increase in popularity
also meantincreased scrutiny, which further exacerbated
the spread between small-and large-cap names. There
was also an inherent bias towards large-cap names, as
larger MLP access products favored the liquidity that they
provided. As of December 31, 2015, the spread between the
AMLI and AMMI was 218 bps, while the spread between the
AMMI and AMSI was 410 bps.

Large-cap MLPs command premium yields

Yield

0%

13.6%

8.4%

2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: Alerian as of December 31,2015

// Conclusion

In the end, if we all had crystal balls, we could all buy low

and sell high and be rich. Unfortunately, that’s not the case.

Individual investors need to decide for themselves what
kind of risk/reward profile they’re able to stomach. In the
realm of MLPs, we’ve shown that while small-cap MLPs
may ramp up like a rocket when times are good, they also
fall the most when times are lean. Large-cap names may
have the least volatility, but with the lower risk also comes
lower overall reward. Mid-cap MLPs may hit that sweet
spotin terms of returns, but the overall Sharpe Ratio is still

AMLI AMMI AMSI

2014 2015 2016

slightly behind the AMLI. If you’re on the prowl for yield, be
wary of what you wish for. While the AMSI has consistently
had a higher yield than its peers, it’s important to keep in
mind that the high yield is there for areason, and does not
necessarily mean strong total returns in the long-run.

Whichever direction you go with your investments, we
hope to leave you with enough data and analysis to make
aninformed decision. Good luck!




// 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

1717 McKinney Avenue, Suite 1450 // Dallas, TX 75202
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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 ©
2016. All rights reserved. This document, in whole orin part,
may not be redistributed, reproduced, and/or photocopied
without prior written permission.



