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OCTOBER MLP MARKET INSIGHTS
A very compelling buying opportunity for MLPs is emerging. The market usually presents small to
moderate drawdown windows about once in a 12 month period. Over the past 18 years, there have
been 3 periods with AMZX Index (Alerian Total Return) drawdowns greater than 10%. We are
experiencing the fourth now. Over this same time, there have been 7 drawdowns of 7% and 5
drawdowns of 5%. Currently, we are seeing the steepest drawdown since 2012, ‐15.4% through October
14, 2014 before bouncing approximately 5% the next day. Over the past 10 years, there have been 10
drawdowns for the AMX Index (Alerian price only index) greater than 10%. Historically, the faster an
MLP market drawdown has occurred, the faster the downturn has ended and the AMZ and AMZX have
achieved new highs. The MLP growth story is still solid.
Since September 1, the MLP market began entering a period of a nearly perfect storm, sparking a
correction in MLPs, more as a reaction to other markets than any material change in MLP fundamentals.
And the market is ignoring some of the very positive recent news in the MLP sector. For investors who
were waiting for better valuations, this sell off may be attractive. Yields are up (since prices are down) to
6.13% (as of October 14, 2014 close) for the AMZ. Earnings season and distribution increase
announcements are at our doorstep. With yields in other asset classes plummeting again, we believe it
is just a matter of time before MLPs regain their luster as investors once again seek the attractive and
growing yields.
We have many reasons to believe that most MLPs will have positive earnings and distribution growth.
Enterprise Products Partners L.P. (EPD) and Plains All American, L.P. (PAA) have both announced their
quarterly distribution increases, 5.8% and 10%, respectively, year over year. MLP M&A activity remains
busy. Two weeks ago, EPD announced its planned acquisition of Oiltanking Partners LP (OILT). Last week,
Global Partners LP (GLP) announced its acquisition of Warren Equities Inc, expected to be 12‐15%
accretive during year two. October 13, Targa Resources Partners LP (NGLS) announced its planned
acquisition of the midstream business of Atlas Pipeline Partners (APL) and its general partner Atlas
Energy LP (ATLS) for $5.87 billion. ATLS will spin‐off its general partner for ARP and its other business.
Vanguard Natural Resources LLC (an MLP E&P) has just announced a share buyback given the cheap
price of the equity. ETE mentioned if their shares stay so low, they would consider repurchasing units in
2015.
Let’s first analyze the recent influences that have had a significant impact on recent MLP performance.
The Sharp Fall in the Price of WTI and Brent. Recent oil price weakness reflects broad concerns about a
strengthening US dollar, a dimmer global growth outlook, robust US oil production growth, and seasonal
demand declines from refineries undergoing fall maintenance season. The fall in crude oil (20.73% from
its June high through October 10, 2014) has had the greatest impact on E&P equities and E&P MLPs
which are down 30.16 % and 30.8%, respectively, from their highs (see Exhibit 1).
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Exhibit 2
YEA
AR

CORRELATIO
ON

2009
2010
2011
2012
2013
2014 YTD*
*

0.27
0.66
0.57
0.51
0.16
0.29

MINIMUM OIL
PRICE
$33.98
65.96
75.67
77.69
86.68
85.77

MAXIM
MUM OIL
PR
RICE
$811.01
911.49
1133.93
1099.49
1100.53
1077.62

Source: Barcllays and PGS

AMZX(%)
76.41
35.85
13.88
4.8
27.58
9.74

*Through Octtober 10, 2014

Exhibit 3 shows
s
the correlation of th
he AMZX to the S&P, enerrgy equities, u
utilities, crudee oil and natu
ural
gas over various
v
time periods.
p
Overr the past month, correlatiions have increased signifiicantly compaared
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he downturn.
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pooked by the extreme voolatility in the sector. No doubt, MLP ETFs,
ETNs and mutual fund
ds (primarily retail
r
holderss) are being ssold as well. A
Another mateerial considerration
p
to liquid
dity: while th
he liquidity off MLP equitiees has impro
oved in recent years, it haas not
must be paid
matched the dramatiic increase in institution
nal ownershipp. Consequeently, sector moves (in eeither
direction)) tend to be exaggerated.
Through October
O
14, the
t AMZ was down 15.4% from its Auggust peak. Hisstorically, wheen we have sseen 4
large dow
wn days in a ro
ow, we have tended to see a significannt bounce. On
n the 14th, wee saw a strongg rally
fade. On the 15th, we saw a strongg bounce. It iss always hardd to know the exact mom
ment that a m
market
es, but MLPs are showing some signs. We
W have watcched major b
blue chip midsstream MLPss, with
capitulate
little to no
o midstream crude oil exp
posure and no
o negative neews, down ass much as 23%
% in Octoberr. MLP
liquidity has
h increased
d over the paast few yearss, but when tthere is a maarket sell‐off,, it takes big price
drops to attract buyers. For Octob
ber month to
o date througgh the 10th, the fastest growing MLP
Ps are
down the
e most (See Exhibit
E
8), and the most liquid MLPs (ttrading greatter than $50 million a dayy) are

east liquid MLLPs. We have
e seen weakn ess across sectors, markett caps, distrib
bution
down more than the le
dity.
growth raates and liquid
based
Most core
e infrastructu
ure MLPs posssess limited direct comm
modity price eexposure. Lon
ng‐term, fee‐b
contracts comprise a high
h
percentaage of overall revenue strreams. A few
w Gathering & Processing ((G&P)
o contracts that
t
participaate in the spr ead between
n crude oil an
nd natural gas, but
MLPs havve a portion of
most of the G&Ps are from 70% to
o nearly 100%
%+ fee basedd. Most of the E&P MLPs are close to 100%
hedged fo
or the price of
o their produ
uction. Over the past few
w weeks, nearrly all MLPs, b
both crude o
oil and
natural gaas focused, re
egardless of sector,
s
sold off.
o E&P have sold off the most. Interesstingly, naturral gas
prices havve been range bound over recent mon
nths, but we aare seeing weeakness in th
he MLP naturral gas
midstream
m space as we
ell.
PERFORMA
ANCE RANKED ACCORDING
A
TO
T DISTRIBUTIO
ON GROWTH
September 30‐ Octoberr 10, 2014

Exhibit 8
0.0%
‐2.0%
‐4.0%
‐6.0%
‐8.0%
(9.24%)
‐10.0%
‐12.0%
‐14.0%
‐16.0%
B
1 < Average 2 Between
1x
1 & 2x

Mthly Return
n

3 Betw
ween
2x & 3x

4 > 3x

Univerrse Average:

Ge neral Partnerr (GP) MLPs which managge the
old off
asssets of one or more MLPs have so
neaarly as much
h as E&P MLLPs. The GPss earn
inc entive distrribution rights which grow
expponentially ass the GP grows distributio
ons to
thee MLPs’ unith
holders. Succeessful GPs have the
fas test growth rate of any MLP sector. There
aree also corporrate general partners (C‐ccorps).
Perrformance haas been down
n over the paast few
weeeks, but mo
ost have outperformed the GP
MLLPs. We belieeve liquidity has played a role.
GP values appeaar rather com
mpelling now.

Performancce by MLP Sub
b‐Sector

Exxhibit 9

Weekly

M
Monthly

Occtober 6 through 10,
1 2014

0.00%
‐2.00%
‐4.00%
‐6.00%
‐8.00%
‐10.00%
‐12.00%

Exploration & Production

Marine Logistics

General Partners

Natural Gas Gathering &…

Coall

Sector Wklly Return

Liquids Midstream

Diversified Large Cap

Natural Gas Midstream

Other

C‐Corp

Chemicals

Consumer Discretionary

‐16.00%

Propane and Fuel…

‐14.00%

0 .0%
‐2 .0%
‐4 .0%
‐6 .0%
‐8 .0%
‐10 .0%
‐12 .0%
‐14 .0%
‐16 .0%
‐18 .0%

Septembeer 30 through Octo
ober 10, 2014

Universe Averagge:
Sector Mthly Reeturn

Un
niverse Average:

Unwind off Large Long AM
MZX (MLP Index) Short UTY Trade. One off the very crow
wded trades am
mong macro heedge
funds was long AMZX and short utilities as way to plaay rising rates. The week of O
October 6th, this trade went
nding, putting further
f
pressu re on MLPs.
terribly wrrong forcing siggnificant unwin

Exhibit 9

Sourcce: UBS

o we see the best opportu
unities? If we
e consider pa st MLP majorr corrections and rebound
ds, we
Where do
find historically that Laarge Cap Dive
ersified and Growth
G
MLPs have perform
med best. Givven the magn
nitude
of the sellloff, we see some very attractive valu
uations. Whille investors w
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