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In our July 2017 White Paper on the “Hidden Value in MLP & Midstream Credit,” we discussed how midstream
credit investments outperformed MLP equities over the past 1, 3, 5 and 10-year periods while experiencing lower
volatility and drawdowns due to their senior position in the capital structure. We anticipated further corporate
structure simplification, industry consolidation, deleveraging and cost of capital improvements to offset the
uncertainty associated with slower production growth and lower returns. These credit-positive trends persisted
in the second half of 2017 and we expect they will continue for the foreseeable future. The midstream sector
remains in a structurally uncertain and transitionary period as lower-than-expected production growth
trajectories and contract re-pricings bring additional headwinds for generating cash flow. Most management
teams recognize the need to increase coverage ratios, become less reliant on capital markets for funding, and
reduce leverage at the senior debt level. As a result, companies continue to cut distributions, simplify corporate
structures, sell assets and issue equity or hybrids to keep leverage from rising. These actions are positive for
midstream credits and often a negative for common equity or units.
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MIDSTREAM CREDIT OUTPERFORMS MLP EQUITIES

Midstream credits continue to provide solid total returns and more sustainable yields relative to MLP equities.
Between July 1, 2017 and December 31, 2017, the BofA ML HY Midstream Index returned 3.7% while the Alerian
MLP Index (AMZX) fell -4.0%, bringing their respective 2017 return to 8.4% and -6.5%.

HY Midstream Credit vs. MLP Equities Performance (Jan. 2008 - Dec. 2017)

2017 3 Year 5 Year 10 Year
BofA ML HY Midstream Index 8.4% 31.6% 43.1% 130.9%
Alerian MLP Index -6.5% -25.4% -0.3% 79.9%

Source: Bloomberg, BlackGold. As of 12/31/17
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The Alerian MLP Index declined -13.2% into November 29, 2017 before bouncing back into year-end. This poor
performance for much of the year restricted MLP access to capital markets through equity unit issuance. Retail
investors historically supported the midstream sector but are fatigued by poor equity returns and are less willing
to provide inexpensive equity capital for growth. Equity markets are effectively closed for many midstream
companies and cost of capital has risen. Institutional investors are partially filling the void but, unlike retail
investors, return on invested capital, less volatile returns, and better corporate governance are more important
than distribution yield. Thus, the midstream sector is transitioning towards greater capital discipline and balance
sheet improvement.
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MIDSTREAM CREDIT OFFERS BETTER DOWNSIDE PROTECTION THAN MLP EQUITIES
Midstream credits have historically outperformed MLPs on both an absolute and risk-adjusted basis while
experiencing dramatically less volatility and drawdowns. This trend continued in the latter half of 2017 as
midstream credits benefited from the sectors focus on improving balance sheets and deleveraging. Per the data
below, midstream credits are historically superior to MLP equities as they have a higher Sharpe and Sortino ratio

along with a low correlation to oil prices and the broad market.

Index Statistics (January 31, 2008 — December 31, 2017)
Statistics B:’[fizslgiaiY Ale;r;lei/mp Oil Natural Gas

Cumulative Return 130.9% 79.9% -37.0% -60.5%
Compounded Annual Growth Rate 8.7% 6.0% -4.5% -8.9%
Average Monthly Return (net) 0.7% 0.5% -0.4% -0.8%
Annualized Standard Deviation 9.6% 19.0% 32.3% 41.4%
Annualized Downside Deviation 9.5% 13.4% 22.4% 25.0%
Beta to S&P 500 Total Return 0.31 0.66 1.00 0.20
R-Squared to Oil 0.19 0.26 1.00 0.07

Sharpe Ratio (30-Day U.S. T-Bill) 0.61 0.25 -0.07 -0.10
Sortino Ratio (30-Day U.S. T-Bill) 0.62 0.35 -0.10 -0.16
Value of $1,000 $2,309 $1,799 $630 $395

% Positive Months 71.7% 55.8% 53.3% 48.3%

Max Drawdown -26.3% -48.5% -76.0% -87.2%

Source: Bloomberg, BlackGold. As of 12/31/17

MIDSTREAM CREDIT IS SENIOR IN THE CAPITAL STRUCTURE TO MLP EQUITIES

The primary structural advantage of investing in midstream credit is seniority in the capital structure which
insulates credit investors from distribution/dividend cut risk in a prolonged low commodity environment. In
fact, distribution/dividend cuts are almost always credit-positive events for bondholders as the company retains

more cash flow, and minimizes balance sheet burden.
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Distribution/Dividend Yield Cuts
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Midstream sector stress led to stretched balance sheets and tighter distribution coverage as earnings and cash flow

eroded. As a result, companies continue to cut distributions or engage in stealth cuts through “simplification”

transactions. The table above and chart below update “simplification” transactions since July 1, 2017.

Andeavor Logistics GP, LLC MLP units in exchange
Aug-17 And Logistics LP (ANDX N
8 ndeavor Logistics LP ( ) (Owned by ANDV) for removal of IDRs ©
HEP Logistics Holdings LP MLP units in exchange
-1 Holly E 12 HE N
Oct-17 olly Energy Partners (HEP) (Owned by HFC) for removal of IDRs ©
MPLX GP LLC (O db MLP units i h
Dec-17 MPLX LP (MPLX) (Owned by LIS I exchiange No
MPC) for removal of IDRs
Spectra Energy Partners GP MLP units in exchange
Dec-17 Spectra E Partners (SEP N
e e By [P (S22 (Owned by Enbridge) for removal of IDRs °
APLP (Unit t alread
Jan-18 Archrock Inc (AROC) owr(lecrlli):f ZORS(r:e)a ¥ GP acquires MLP Yes (-40%)

Source: Bloomberg and Company Reports

Capital discipline and self-funding are becoming the norm as too many midstream companies are over-levered

and can no longer rely on equity markets to fund growth. Poor equity returns, and high yields make equity
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expensive, while additional debt for a leveraged sector is not the solution. The issuance of preferred securities to
close the midstream sector’s funding gap has become popular as these securities are attractive to both
management teams and lenders since rating agencies give companies partial equity treatment for preferred equity.
Therefore, it is junior to debt and distributions are paid after debt service. This has enabled companies to issue
debt-like securities without jeopardizing credit ratings, a positive for bonds and often a negative for common

equity/units.

Hybrids Issued - Billions
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About BlackGold:

Source: Bloomberg, BlackGold. As of 12/31/17
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BlackGold Capital Management LP is an alternative investment firm focused on credit investments in the energy
industry. The firm’s team has decades of experience in finance and operations, expertise in energy, and extensive
long-standing industry relationships. Founded in 2006, BlackGold seeks to generate compelling returns for its
investors by employing a deep fundamental research-driven approach in analyzing energy assets and capital
structures. The firm manages capital across its product platform which includes opportunistic energy credit
strategies as well as an MLP credit-focused strategy.

BlackGold Capital Management LP is an SEC registered investment advisor located in Houston, TX. Registration
as an investment advisor does not imply any level of skill or training.

KKR & Co. LP, a global investment firm that manages investments across multiple asset classes, holds a 24.9%

passive minority interest in BlackGold Capital Management LP.

Disclaimers

This material is solely for informational purposes and is intended only for the named recipient. Nothing contained
herein constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other
decision.

This commentary, furnished on a confidential basis to the recipient, is neither an offer to sell nor a solicitation of
any offer to buy any securities, investment product or investment advisory services, including interests in a private
investment fund managed by BlackGold Capital Management LP. This presentation is a summary for informational
purposes only. The information contained in this commentary is not intended to be, and should not be viewed as
“investment advice” within the meaning of 29 C.F.R. §2510.3-21 or otherwise.

The views expressed in this commentary are the personal views of the author(s) and do not necessarily reflect the
views of BlackGold Capital Management LP (together with its affiliates, “BlackGold”). These views reflect the current
views of the authors as of the date hereof and neither the author(s) nor BlackGold undertake to advise you of any
changes in the views expressed herein.

Specific companies or securities described in this letter are meant to be illustrative of investment style and analysis.
Any such case studies are not meant to be, and may not be, representative of any portfolio or holdings of BlackGold
or its clients. There should be no assumption that any specific investments identified and described herein will
constitute an investment of BlackGold or its clients or that such investments were or will be profitable. The securities
described in the Case Studies are held by BlackGold or some of its clients.
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This commentary may contain forward-looking statements and projections that are based on current beliefs and
assumptions and on information currently available that the author(s) believe to be reasonable. However, such
statements necessarily involve risks, uncertainties and assumptions, and recipients may not put undue reliance on
any of these statements. Such forward-looking statements speak only as of the date they made and BlackGold
assumes no duty to and does not undertake to update such statements. Investments involve risk and unless otherwise
stated, are not guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before
implementing any strategy discussed herein. Investment concepts mentioned in this commentary may be unsuitable
for investors depending on their specific investment objectives and financial position. Nothing herein should be
interpreted as investment advice.

Figures provided herein are rounded as applicable. Information contained herein is believed to be accurate and/or
derived from sources which the authors believe to be reliable; however, the authors do not represent that the
information herein is accurate, true or complete, makes no warranty, express or implied, regarding the information
herein and disclaims any and all liability as to the completeness, adequacy, truth, use or accuracy of the information
contained herein and for any omissions of material facts.

© 2017 BlackGold Capital Management LP. All Rights Reserved. No part of this document may be reproduced,
stored, or transmitted by any means without the express written consent of BlackGold Capital Management LP.




