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Master Limited Partnerships - A Primer

A Short Guide to Master Limited Partnerships and the
S&P MLP Index

U Master Limited Partnerships (MLPs) are limited partnerships that are
publicly traded on a U.S. securities exchange. This combines the
tradability of common stocks with the corporate structure of

partnerships.
O The current size of the U.S. MLP market is over US$ 200 billion.

U The majority of MLPs operate in the energy infrastructure space. The
number of listed energy MLPs has increased by over 150% in the last

Six years.

U Master Limited Partnerships generally offer stable yields that are
higher than those of common stocks. This is useful for investors

seeking high current income.

O MLPs have returns that have low correlations with stocks and bonds,
making them good for portfolio diversification. Risk factors include

regulatory risk and interest rate risk.

U The S&P MLP Index is designed to serve the investment
community’s need for an investable benchmark representing the MLP
market. The index consists of leading, liquid energy MLPs trading on

a major U.S. exchange.
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Introduction to Master Limited Partnerships

What are Master Limited Partnerships (MLPs)?

Master Limited Partnerships (MLPs) are limited partnerships that are publicly traded on a U.S.
securities exchange. The limited partnership structure results in favorable tax treatment by
avoiding the corporate income tax. MLPs as an asset class originated in the 1980s through
laws passed by Congress designed to encourage investment in energy and natural resources.
Early partnerships that took advantage of these laws had mixed results. Many partnerships
were taking advantage of tax avoidance to extend their scopes beyond those originally
envisioned. In response to this, Congress strengthened regulations to ensure that an MLP
must generate at least 90% of its income from qualified sources, most of which pertain to
natural resources. As a result, the majority of MLPs in existence today operate in the energy
infrastructure industry, although recent issues have included companies operating in a variety
of different industries. This asset class has grown rapidly in recent years, with the number of
listed energy MLPs roughly tripling since 2000.

What are the distinguishing characteristics of Master Limited Partnerships?

1. Tax Treatment - Since MLPs are structured as partnerships they do not pay corporate
income taxes. Taxes are only paid when distributions are received, thus avoiding the
double taxation faced by investors in corporations.

2. Consistent Distributions — MLPs face stringent provisions including the requirement to
pay minimum quarterly distributions to limited partners, by contract. Thus, the
distributions of MLPs are very predictable.

3. Energy Infrastructure — The majority of MLPs operate in the energy sector, particularly
in energy infrastructure industries such as pipelines, which provide stable income streams.
The performance of companies in the energy infrastructure industry is not highly
correlated with the price of oil and other types of energy, but rather with the demand for
energy. The demand for energy is far less volatile than commaodity energy prices and
generally increases steadily over time, resulting in steady, predictable cash flows for
companies in these industries.

What are the similarities and differences between MLPs and LLCs (Limited Liability
Corporations)?

e Ingeneral, MLPs and LLCs are considered as belonging to the same asset class. Both
MLPs and LLCs enjoy the same tax treatment. They are non-taxable entities with a tax
shield on distributions, thus avoiding the double taxation of corporate profits.

e There are two types of partners in an MLP structure, general partners and limited partners.
The MLP is managed by the general partner. On the other hand, an LLC does not have a
separate general partner. Limited partners have voting rights in an LLC but not in an
MLP.

e The general partner in an MLP has what are called Incentive Distribution Rights (IDRS).
IDRs are terms defined in the MLP partnership, which allow for the general partner to
claim a higher proportion of incremental amounts of the distribution payments as these
payments grow over specified levels. This is designed to provide general partners with a
strong incentive to increase distributions, further enhancing the appeal of MLPs based on
large, growing distributions. On the other hand, it raises the cost of equity for the MLP
and can dilute the ownership claim of limited partners.
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What are the risks of investing in Master Limited Partnerships?

¢ Regulatory Risk - One of the most attractive characteristics of MLPs is the tax treatment
of this asset class. If MLPs were no longer able to pass through taxes to limited partners a
large benefit of investing in MLPs would be removed. Also, the fees that pipelines are
able to charge are highly regulated by the government resulting in additional regulatory
risk.

¢ Interest Rate Risk - As with high-yielding equities, MLPs are often more appealing to
investors at times of low interest rates, as this results in higher yields for MLPs relative to
bonds and money market instruments. Increasing interest rates would result in lower
relative yields versus other alternative assets.

What are the advantages of investing in Master Limited Partnerships?
e The partnership structure of Master Limited Partnerships results in favorable tax treatment
due to the avoidance of double taxation.

e High, consistent distributions make MLPs an attractive asset class for investors looking
for high yielding securities. Average yields have recently been in the 6% range and have
been as high as 8-10% in the past.

e Historically, MLPs have been able to steadily increase their cash flows and, thus,
distributions over time. High distribution growth provides MLPs an advantage over other
high-yielding assets.

e MLPs have returns that have low correlations to both stocks and bonds. This makes them
good for diversification in a stock/bond portfolio.

e Cash flows and distributions are relatively stable and immune to the business cycle.

What is the breakdown of Master Limited Partnerships by Sector?

The energy sector represents 73% of listed MLPs

@ Consumer Discretionary
O Consumer Staples

@ Energy

O Financials

m Industrials

@ Materials

m Utilities

Sources: Standard & Poor’s.
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How big is the Master Limited Partnership market?

As of July 2007, the total market capitalization of Master Limited Partnerships was over
US$ 200 billion.

The Number Of Listed Energy MLPs Has Increased
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Sources: Standard & Poor’s.

What is the return and volatility profile?

Master Limited Partnerships can complement stock and bond portfolios

Bonds Common Stocks MLPs

Annualized Returns 4.92% 5.57% 17.10%

Annualized Volatility 3.76% 12.89% 12.40%
Correlation 8.99% 33.92%

Sources: Standard & Poor’s and Lehman Brothers. Figures are from July 31, 2001 through July 31,
2007. Common stocks refer to the S&P Composite 1500, bonds refer to the Lehman Brothers U.S.
Aggregate and MLPs refer to the S&P MLP Index. Compound ROR and Standard Deviations are on
an annualized basis.
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Is investing in energy-related Master Limited Partnerships a proxy for investing in
energy stocks or commaodities?

No. Income from Master Limited Partnerships is dependent primarily upon the demand for
energy rather than on the price of oil and gas. As energy demand is mush less volatile than
energy prices the performance of MLPs is not highly correlated with the short-term price
changes of oil and gas or with the performance of energy stocks. Over the last six years the
correlation between the S&P MLP Index and the S&P Composite 1500 Energy Sector Index
has been only 31.05%. Also, over the same time period the correlation between the S&P MLP
Index and spot oil prices, as measured using West Texas Intermediate Crude, has been only

8.39%.
Energy Stocks Crude Oil MLPs
Compound ROR 18.31% 19.88% 17.10%
Standard Deviation 18.78% 29.36% 12.40%
Correlation 31.05% 8.39%

Sources: Standard & Poor’s and Bloomberg. Figures are from July 31, 2001 through July 31, 2007.
Energy stocks refer to the S&P Composite 1500 Energy Sector, Crude Oil refers to West Texas
Intermediate Crude and MLPs refer to the S&P MLP Index. Compound ROR and Standard Deviations
are on an annualized basis.

What are the yields of Master Limited Partnerships?

MLPs Have Attractive Yields Relative to Stocks & Bonds
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Source: Standard & Poor’s, Lehman Brothers. Yields for common stocks are for the S&P Composite
1500, yields for bonds are for the Lehman U.S. Aggregate Index, yields for MLPs are for the S&P MLP
Index. Data as of July 31, 2007.
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How have distributions of Master Limited Partnerships grown over time?

Index dividends for the S&P MLP index have increased at an annualized rate of 6.87% over
the last five years.

MLP distribution growth has outpaced that of
other high yield assets, such as REITs.
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Source: Standard & Poor’s. Data from July 31, 2002 through July 31, 2007. Indices rebased to July
31 2002 = 100.
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The S&P MLP Index

What is the S&P MLP Index?

The S&P MLP Index is comprised of the largest Master Limited Partnerships trading
on a major exchange in the United States, which meet specific investability
requirements and operate in the energy industry.

How are constituents selected and weighted?

The index is calculated with a modified capitalization-weighted scheme based on the
following principles:

e At each rebalancing all Master Limited Partnerships trading on the NASDAQ, NYSE or
AMEX exchanges are screened based on market capitalization and liquidity. All MLPs
meeting these eligibility requirements are included in the index.

o Constituents are market capitalization-weighted with adjustments being made, if
necessary, so that no single stock has a weight of more than 15% in the Index.

How many constituents are there in the index?
The index does not have a set number of constituents. Rather, the number of

constituents floats based on how many companies are eligible at each rebalancing. As
of August 15 2007, the index had 40 constituents.

What types of Master Limited Partnerships assets are included in the index?

The S&P MLP Index focuses on energy companies. MLPs must be classified in
either the GICS Energy Sector or the GICS Gas Utilities Industry to be considered for
inclusion in the index.

How do the constituents break down as far as size?

The weighted average market capitalization of index constituents was US$ 5.1 billion as of
July 31, 2007 and ranges from US$ 340 million to US$ 13.5 billion. There is, however, no
specific targeting for size distribution in the index. Therefore, this measurement will change
over time.

How does this index compare to the U.S. equity market and the U.S. energy sector?

S&P S&P
Composite Composite
S&P MLP 1500 1500 Energy
Compound ROR 17.10% 5.57% 18.31%
Standard Deviation 12.40% 12.89% 18.78%
Maximum Drawdown -11.31% -30.19% -23.29%
Sharpe Ratio 32.56% 8.04% 24.55%

Source: Standard & Poor’s. Figures are from July 31, 2001 through July 31, 2007. Compound ROR
and Standard Deviations are on an annualized basis.
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Index Performance
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How has the yield of the index changed over time?

The yield of the MLP index has ranged between
5% and 8% over the last five years.
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How often are constituents added and removed from the index?

The index is reviewed and rebalanced once a year, after the close of the third Friday in July.
Throughout the year, constituents may be deleted due to corporate events such as mergers,
acquisitions, takeovers or delistings. There are no intra year additions to the index. The
complete methodology is available on the web at www.indices.standardandpoors.com.

What are the ticker symbols for the index?

Index Bloomberg Reuters
S&P MLP Index SPMLP .SPMLP
S&P MLP Total Return Index SPMLPT .SPMLPT
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Disclaimers

This report is published by Standard & Poor’s, 55 Water Street, New York, NY 10041. Copyright ©
2007. Standard & Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc. All rights reserved.
Standard & Poor’s does not undertake to advise of changes in the information in this document.
"Standard & Poor's" and "S&P" are trademarks of The McGraw-Hill Companies, Inc. Other index
names are trademarks of respective index providers.

These materials have been prepared solely for informational purposes based upon information generally
available to the public from sources believed to be reliable. Standard & Poor’s makes no representation
with respect to the accuracy or completeness of these materials, whose content may change without
notice. Standard & Poor’s disclaims any and all liability relating to these materials, and makes no
express or implied representations or warranties concerning the statements made in, or omissions from,
these materials. No portion of this publication may be reproduced in any format or by any means
including electronically or mechanically, by photocopying, recording or by any information storage or
retrieval system, or by any other form or manner whatsoever, without the prior written consent of
Standard & Poor’s.

Standard & Poor’s does not guarantee the accuracy and/or completeness of the S&P MLP Index, any
data included therein, or any data from which it is based, and Standard & Poor’s shall have no liability
for any errors, omissions, or interruptions therein. Standard & Poor’s makes no warranty, express or
implied, as to results to be obtained from the use of the S&P MLP Index. Standard & Poor’s makes no
express or implied warranties, and expressly disclaims all warranties of merchantability or fitness for a
particular purpose or use with respect to the S&P MLP Index or any data included therein. Without
limiting any of the foregoing, in no event shall Standard & Poor’s have any liability for any special,
punitive, indirect, or consequential damages (including lost profits), even if notified of the possibility of
such damages.

Standard & Poor’s does not sponsor, endorse, sell, or promote any investment fund or other vehicle that
is offered by third parties and that seeks to provide an investment return based on the returns of the S&P
MLP Index. A decision to invest in any such investment fund or other vehicle should not be made in
reliance on any of the statements set forth in this document. Prospective investors are advised to make
an investment in any such fund or vehicle only after carefully considering the risks associated with
investing in such funds, as detailed in an offering memorandum or similar document that is prepared by
or on behalf of the issuer of the investment fund or vehicle.

Analytic services and products provided by Standard & Poor’s are the result of separate activities
designed to preserve the independence and objectivity of each analytic process. Standard & Poor’s has
established policies and procedures to maintain the confidentiality of non-public information received
during each analytic process.
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