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Instructor – Tom Miesner
• P rinc ipalP ipeline Knowled ge & D evelopment

– P ipeline Ed u c ation and Training

– S trategy and P rojec tD evelopment

– ExpertTes timony and A rbitration

– A pprais als and Ind epend entO pinions

– M anagementand ImprovementC ons u lting

• C hairman ofthe B oard ofL ineS tarS ervic es

• O ver35 years ofM id s tream experienc e

• P res id entC onoc o P ipe L ine C ompany

• N u merou s JV B oard s and C ommittees

• A u thor

– O iland Gas P ipelines in N onTec hnic alL angu age

– The Role ofP ipelines and Res earc hin the U.S .

– A P rac tic alGu id e to US N atu ralGas P ipeline Ec onomic s

– The Inters tate N atu ralGas Trans mis s ion S ys tem:S c ale,P hys ic alC omplexity,and B u s ines s M od el

– P ipeline Engineering forM c Graw H ill’s Trans portation Engineering H and book

– The FinalM ile,N atu ralGas D is tribu tion P ipelines in N onTec hnic alL angu age willbe releas ed in 20 0 6
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Session Outline

• W hatis M id s tream A nyway?

• W hybu ild new pipelines and othermid s tream as s ets ?

• M L P H is tory and S tru c tu re

• P rojec tEc onomic s

• M otivations ofthe L imited and GeneralP artners (L P & GP )

• Inc entive D is tribu tion Rights –ID Rs

• L imited P artnerRetu rns and C os tofC apital

• D ropd owns

• O ne Uniqu e A rrangement

• C hallenges forthe Fu tu re
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What is Midstream Anyway?
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Why Build Pipelines?
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Supply
– C ru d e oil

– N atu ralgas

– N GL

Demand
– Refined prod u c ts

– N atu ralgas

– C ru d e oil

– C hemic alfeed s toc ks

Supply Demand

Demand Supply

D emand has notc hanged mu c hbu ts u pply s ou rc es has .

S ome mid s tream entities are more expos ed to s u pply c hanges than others .
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The Birth of MLPS
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1981 - Apache Petroleum is formed as the firs tM L P

1986 - The Tax Reform Act

- enabled c ompanies organized u nd erthe M L P s tru c tu re to pas s allinc ome, los s es , gains , and
d ed u c tions on to limited partners withou tc orporate taxation.

- red u c ed s ome ind ivid u altax rates .

1987 - The Revenue Act

- limited the M L P s tru c tu re to c ompanies where atleas t90 % oftheirinc ome was c ons id ered
“q u alifying inc ome”.

- q u alifying inc ome is d efined as “inc ome and gains d erived from the exploration, d evelopment,
miningorprod u c tion, proc es s ing, refining, trans portation, orthe marketingofany mineralor
natu ralres ou rc e inc lu d ing fertilizer, geothermalenergy, and timber. ”

2015 - 7 0 % ofM L P marketc apis in oiland gas mid s tream –A s s oc iation ofP u blic ally Trad ed M as terL imited P artners hips
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General MLP Structure
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MLP Acronyms and Terms

• M L P –M aterL imited P artners hip

• Units –S hares

• GP –GeneralP artner

• L P –L imited P artner

• D is tribu tion –D ivid end s

• D C F –D is tribu table C as hFlow

• D P U –D is tribu tion P erUnit

• C overage –Ratio ofD C F to D C U

• M Q D –M inimu m Q u arterly D is tribu tion

• ID R –Inc entive D is tribu tion Rights

• D ropD own –A c q u is ition from P arent

8
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IPO Formation
• Form c orporate entity

• Trans feras s ets to the entity

• Trans ferGP , u nits and c as hto the parent

• IP O the M L P

9

C as h

Units

P arent
C ompany

A s s ets

M L P
Units

C as h

Inves tors
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© 2016 Pipeline Knowledge & Development

IRR Calculations – The “Old Way”
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Investment 10,000

Pretax Income 1,351 1,421 1,621 1,834 2,060 2,300 2,166 2,028 1,886 1,739

Inc ome Tax 47 3 497 568 642 7 2 1 8 0 5 7 58 7 1 0 660 60 9

Earnings 8 7 8 924 1 , 0 54 1 , 192 1 , 339 1 , 495 1 , 40 8 1 , 31 8 1 , 2 26 1 , 131

D eprec iation 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0 1 , 0 0 0

Cash flow 1,878 1,924 2,054 2,192 2,339 2,495 2,408 2,318 2,226 2,131

IRR 17%

IRR -P res entvalu e ofd is c ou nted c as hinflows =valu e ofinves tment
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Limited Partner Economics

Limited partners typic ally are looking for :

Income
– N ormally d is tribu te pretax inc ome les s ongoingmaintenanc e c apex

need s

– Typic ally trad e ata s pread to the 10 yearT bill

Tax Savings
– P ortion ofd is tribu tion s hield ed from c u rrenttax

– Retu rn ofc apitallowers tax bas is and taxes

Growth –P u rc has es and new inves tmentopportu nities
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General Partner Economics

The GP owns 2% ofthe c ompany and makes alld ec is ions

– A s longas d is tribu tions are below a c ertain amou ntperu nitthe
GP rec eives theirproportionate s hare ofthe d is tribu tions (2%).

12

As distributions grow the GP rec eives inc reas ingly largerperc entages
ofthe inc rementald is tribu tion (Inc entive D is tribu tion Rights – IDR)

From what is the IRR?
To

Is this project accretive?
Can we increase distributions?

Example IDR Chart

Tier DPU ($) LP (%) GP (%) IDR (%)

1 0 -. 60 98 2 0

2 . 61 -. 7 2 8 5 2 13

3 . 7 3 -. 93 7 5 2 23

4 . 94+ 50 2 48
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Distribution Accretion
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1 2 3 4 5 … 9 10

Cashflow 1 ,878 1 ,924 2,0 54 2,1 92 2,339 … 2,226 2,1 31

At$1 0 ,0 0 0 Interest @

8% 80 0 80 0 80 0 80 0 80 0 … 80 0 80 0

A ccretion 1,078 1,124 1,154 1,392 1,539 … 1,426 1,331

At$20 ,0 0 0 Interest at

8% 1 ,60 0 1 ,60 0 1 ,60 0 1 ,60 0 1 ,60 0 … 1 ,60 0 1 ,60 0

A ccretion 278 324 454 592 739 … 626 531

Accretion: The value created aftera transaction. Ifthe transaction addstodistributions,it
is accretive to distributions,thatis distributions can be increased afterthe dealorproject.
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Game Changer Summary
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• P artners hipagreements give GP s tremendous incentive to
increase distributions

• P ipeline M L P ’ s have a lower cost of capital than d o
pipelines owned by integrated majors

– Thes e two fac tors have driven a rotation of ownership to M L P s
from integrated majors

– P u rc has e mu ltiples have abou tdoubled over the past 20 years

A s ID Rs grow the GP rec eives a largerperc entage ofthe d is tribu tion

This d rives the retu rn to the L P s d own and the c os tofc apitalu p
meaningitis more d iffic u ltto ju s tify new projec ts .
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MLP Distributable Cash Flow
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Cash
Expenses
• Power
• People
• Maint
• Other

EBITDA

Interest

Distributable
Cash

Maint Capex

Income

Return
Of

Capital

Revenue

A portion ofD P U is taxable in
the c u rrentyearand retu rn of
c apitalportion red u c es the
tax bas is ofthe u nit.

© 2016 Pipeline Knowledge & Development

Tax Treatment
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Original
Unit
Price

Return
Of Capital

Tax
Basis

Tax
Basis

Return
Of Capital

Unit
Sale
Price

Tax
Basis

Ordinary
Income

Capital
Gains

The tax bas is ofas s ets in
es tates is s tepped u pto the
valu e on the d ate ofd eath.
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Asset Drop Down

• Trans ferad d itionalas s ets from parentto M L P

• Trans feras s etvalu e to the parent

• M u s tbe atfairmarketvalu e

1 7

C as h

Units ?

P arent
C ompany

A s s ets
M L P Units

C as h

Inves tors

C as h L end ers
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Potential MLP Structure

General

Partner

Public

Unit Holders

Master Limited

Partnership

Assets

This form keeps the incentivedistributionsinside the lim ited partners.



Forpermis s ion to forward c ontac ttom@ pipelineknowled ge. c om

10

© 2016 Pipeline Knowledge & Development

Headwinds

• Ris ingID Rs red u c e the L P perc entage from new projec ts inc reas ing
the c os tofc apitalto the entity.

• C onvers ions from M L P s to c orporations c reate a taxable event
triggeringu nexpec ted tax c ons eq u enc es .

• S hipperfinanc ialproblems may res u ltin renegotiatingc ontrac ts whic h
provid e for“c ommitted s ervic e”.

• The c os tofoperatingfailu res c ontinu e to inc reas e.

• Ris inginteres trates c ou ld inc reas e yield expec tations and negatively
impac tpric e.

19
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Tailwinds

• O iland gas mid s tream willbe a vitalpartofthe ec onomy formany
years .

• Trans portation infras tru c tu re expans ion and renewalwillbe req u ired
forthe fores eeable fu tu re.

• S tead y fee bas ed revenu es .

• C apitalintens ive bu s ines s generatingc as hflow.

• C ombination ofyield plu s growth(maybe).

• D eferred taxes (retu rn ofc apital)is nottaxed when u nits pas s into an
es tate.

• P otentialmove forM L P s to pu rc has e the GP .
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Questions or Comments?

Formore information tom@ pipelineknowled ge. c om


