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Dirty Little Secrets 2018.

e $7.2 billion (15%) in cash-flow growth from midstream companies in 2018
will be transformational for an industry beaten down in 2017.

e 17 of 28 companies covered in this report are expected to outperform market
consensus, highlighting East Daley’s positive outlook for midstream growth.

e Coverage and leverage are key metrics but they can mask insight into future
company performance that is only uncovered from detailed asset-level
analysis, such as the case with BWP and ETP.

e Gas and oil production is expected to surge across the country, boosting oil
output by 1.3 MMB/d and gas extraction by 5.6 Bcf/d YoY...bolstering
earnings across the sector.

e Supply growth has been underappreciated in basins like the Bakken, Powder
River and Marcellus. Growth in those basins is contrary to market sentiment
for rate and volume risk.

e The infrastructure of tomorrow could be in the ground today with old
infrastructure finding new life in the Permian, Bakken and DJ.

e Tax cuts have raised return on equity for natural gas pipelines, oil, and NGL
lines, increasing the risk of significant revenue cuts via rate cases or rate
freezes.

1 Introduction

Dirty Little Secrets is the definitive guide to uncovering investment opportunities in the U.S. midstream oil and gas
sector. The next 165 pages provide the most comprehensive review of upside and downside risk of 28 midstream
companies. This report is used by investors, institutional banks, fund managers, private equity, midstream companies
and E&Ps to understand how changing energy market dynamics will impact the midstream sector in 2018 and beyond.
This report is made possible by East Daley’s dedicated team of midstream analysts, leveraging the largest database of
U.S. energy infrastructure that delivers unprecedented clarity into the vast network of midstream assets. New to Dirly
Little Secrets 2018: Distributable cash flow (DCF), coverage and leverage based on EDC’s EBITDA forecasts and
summary data files for all the companies that show earnings per asset, segment and commaodity. If you have any
questions about the information in this report, please contact East Daley!

The midstream energy industry is complicated. From pipelines to storage to fractionation, the dynamics that impact the
future value of assets a midstream company owns are intricate and can be tortuous to delineate. However, the naked
truth is that each of these companies is no more than the sum of their parts which are, at their core, as simple as rate
times volume. Dirty Little Secrets breaks down the complexity of the space to uncover the immense opportunity in 2018.
2017 was a brutal year for equity valuation in the energy industry which at times seemed to be indiscriminately beaten
up. The Alerian MLP Index (AMZ), which is often used as a benchmark for the value of the midstream industry, fell 12.9%
against the backdrop of a 19.4% rise in the S&P 500. Despite growing cash flows and an oil price recovery, the market
keyed in on sluggish production growth and concerns about overextended capital structures. As a result, some
companies used 2017 as a transition year to realign their capital structure. Others may be looking to the success of their
operations to wash away the ashes of 2017, leveraging a 22.8% rise over the last year in the U.S. oil benchmark price
West Texas Intermediate (WTI). At today’s prices the industry is growing, which in general will lift all ships. However,
deciphering between operational and capital structure challenges will be a key distinction to assessing those
opportunities in 2018. Dirty Little Secrets dissects 28 prominent companies in the midstream space, laying out all their
parts and rebuilding the company asset by asset, rate times volume. In doing so, the “Naked Truth” of financials and
fundamentals are on the table to see and assess. After a brutal 2017, 2018 could be transformational, ripe with
opportunities.
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1.1 2018 Dirty Little Secrets Highlights

In many ways, 2017 was Midstream-ers versus Wall Street-ers. The improving midstream company operational outlook
was going head-to-head with Wall Street’s deteriorating view of the industries capital structure. As a result, despite a 10%
increase in cash flow from companies in this report, valuations were hammered. Of the 28 midstream companies
discussed throughout this paper, the equity value of all but five fell in 2017. This included 11 companies that decreased
by more than 20%, seven between 10%-20% and seven between 0%-10%. The downward pressure on valuation creates
a great opportunity as the oil and gas market is indeed growing and the industry has and will continue to need
infrastructure to move and process all the new supply. For the time being capital structure will still be a distinguishing
factor. Based on growth expectations, some companies have held fast to structures that include future distribution
growth and Incentive Distribution Rights (IDR), despite growing market consternation over both. Others have adjusted.
Figure 1.1.1 shows East Daley Capital’'s (EDC) 2018 asset-by-asset outlook for each company’s operations plotted in
terms of coverage (distributable cash flow relative to total distributions) versus the leverage (net debt relative to LTM
adjusted EBITDA). The matrix delineates the midstream market into four distinct zones: Danger Zone, Already Bit the
Bullet Zone, Mixed Bag Zone, Gold Star Zone. The graphic highlights which companies have tight coverage and/or high
leverage, helping to identify the companies that face the highest risk to restructuring capital to fix liquidity and leverage
issues. The size of the marker for each company reflects the distribution yield as of January 23, 2018. In general, the
higher the yield, the higher the market’s perception of risk.

2018 Coverage & Leverage Forecast

Coverage
0.9x 1.1x 1.3x 1.5x 1.7x 1.9x
3.0x
TEP
35x ! SEP
g Qp-wpz ~ MMP
4.0x ENLK €. enBL
nce DS MpLx o
4.5x EEP PAA
@ o

© 5.0x TRGP
&
o 5.5x
>
2 6.0 GEL

6.5x DANGER ZONE ALREADY BIT THE BULLET ZONE

7.0x (High Leverage and Low (Already recapitalized through IDR/distribution cuts)

' Coverage)
7.5x SEMG
8.0x

NOTE: Not All companies fall within the scale of the graph. Full table is available in figure 2.2.2
Figure 1.1.1: 2018 Coverage & Leverage Forecast
Source: East Daley Company Blueprints

A stark difference from the 2017 Dirty Little Secrets report is that there is a positive skew to the 2018 expectations
versus consensus on cash flow. Operationally, EDC estimates that 17 of the 28 company will have cash flows greater
than consensus estimates with six expected to be more than 5% above while three will be more than 5% below
consensus. Last year big names like EEP, PAA and TRGP were expected to heavily underperform. This year many of the
bigger names like DCP, MPLX, OKE, SEP and ETP are expected to outperform consensus cash-flow expectations.

A big piece of the outperformance expectation is tied to U.S. production growth. In recent weeks, the U.S. oil benchmark
price WTI surged close to $65 per barrel, a price not seen since 2014. Even before that, East Daley’s models were
showing substantial growth expectations across the country. Many market analysts have been, with good reason, focused
on the Permian, which EDC expects to grow 32% YoY, leading the charge for 1.3 MMB/d growth in domestic oil supply
across shale basins. However, the dirty little secret is that there is a quiet resurrection of other basins like the Bakken,
which will set new records in 2018, up 18% YoY. This growth is expected to fill recently constructed pipeline space,
changing the contract and rate risk paradigm many were anticipating for the region. Despite coming from a much smaller
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base, the Denver Julesburg (DJ) is expected to jump 23% and the Powder River will be up an astounding 70%. These
shifts present opportunities and in some cases, change the risk outlook for midstream companies.

Natural gas production, often now an afterthought in the oil conversation, is also expected to rise. New pipeline projects
out of the Northeast are expected to push an annual average of 5.5 Bcf/d more production into the market. At the same
time, gas production in the Permian and DJ are also anticipated to grow, supported by new processing and a thirst for oil.
Even the ArkLaTex (Haynesville and East Texas), which has struggled since 2012 due to low gas prices and a shifting
focus to the Marcellus, is expected to grow 34% YoY. This onslaught of production will be difficult for the market to
handle and is likely to depress both basis and outright prices but many midstream companies are sheltered by minimum
volume commitments (MVC’s).

Capital efficiency has been the latest buzzword around the industry as investors try to assess risk and returns. The focus
on capital efficiency is not without merit given the intense competition and persistently low commodity prices that have
resulted in impairments and led investors to question returns. The dirty little secret in understanding the risk and the
return will be in accurately delineating between companies. As an example, companies like ENLK and ENBL, both with
similar operational risk, have adopted different strategies to face low commodity prices and heightened competition. The
result has been two very different financial risk profiles. While both companies are focused on growth in the Anadarko,
ENLK is more leveraged to that growth and has a higher yield. Conversely, ENBL carries a lower yield but is less reliant on
production growth expectations. Therefore, ENLK is a levered version of ENBL given its dependency on the STACK growth
to earn its way out of low coverage and high leverage.

Companies are also getting creative about how they use their existing assets. While the 20% growth in crude production
and 45% growth in gas production in 2018 would usually translate into a slew of greenfield expansion projects, this push
for greater capital efficiency has companies getting more creative. The dirty little secret is that there is a vast network of
pipeline infrastructure already in place, which creates opportunities for new, lower CAPEX midstream projects through
reversals, conversions, and optimization. These projects could have a myriad of benefits for midstream companies,
including mitigating the impact of contract cliffs, improving returns on existing assets, and allowing midstream
companies to better compete with riskier and lower-return private equity-backed projects.

Tucked between the foundational mattress of operational fundamentals and the comforter of financial structure is a
blanket of regulatory risk. Often a dark cloud on the space, the dirty little secret on the regulatory front is that the recent
federal tax cuts have raised natural gas pipeline return on equity, increasing the risk of significant revenue cuts via
upcoming rate cases. Companies with heavy pipeline exposure like Spectra Energy, Kinder Morgan, and TransCanada
may now have assets where ROE has jumped into the high teens and even over 20%, when typically, the FERC targets
around 10-14%. Oil and NGL pipelines are also expected to face increased regulatory scrutiny from over-earning and
could face frozen rates starting this year.

2018 is lining up to be a great year for the midstream industry. However, deciphering between operational and capital
structure challenges will be a key distinction between good and great. Laying all the assets out on the table to reengineer
the financial metrics that define a company, uncovers the naked truth of risk and reward in 2018.

1.2 About East Daley

East Daley Capital is an energy asset research firm that exposes the complex risks in the midstream energy market. In
addition to using top-level financial data to forecast a company’s performance, East Daley delivers asset-level analysis
that provides comprehensive, fact-based intelligence. Supported by a team of unbiased, experienced research analysts,
East Daley provides its clients unparalleled insight into how midstream companies operate and generate cash flow. East
Daley uses publicly available fundamental data and intersects that data with a company’s reported financials to break
midstream companies down to asset-level cash flows. The result allows for more informed portfolio decisions.
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The purpose of Dirly Little Secrets is to make a very complex sector easily digestible. This report is a must read for the
seasoned veteran and for those who are looking to get into the midstream space. Dirty Little Secrets is a vital tool to help
you assess midstream risk, by providing you with non-biased and data-driven analysis made possible from the largest
database of U.S. energy infrastructure. At East Daley, we do the “heavy lifting” for you so that you can focus on strategy
and execution. Whether you are an investor, institutional bank, fund manager, private equity, a midstream company or an

E&P, this report will help you quickly understand how changing energy market dynamics will impact the midstream sector
in 2018 and beyond.

The Dirty Little Secrets package includes:

e 165-page detailed analytical report covering 28 U.S. midstream companies - including:
0 Asset-level earnings forecasts for all companies
0 Capital structure risk, capex efficiency and return on equity (ROE) analysis
0 Distributable cash flow (DCF) and coverage and leverage based on EDC’s EBITDA forecasts
o Crude oil, natural gas and natural gas liquids outlook, including sections on the Permian, Bakken,
Marcellus, Denver-Julesburg and the Powder River Basin
e Presentation from East Daley to your firm to review the report findings and answer questions

e Summary data files for all 28 companies covered that show earnings per asset, segment and commodity with
earnings forecasts through 2019:
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To order this report, please go to Dirty Little Secrets or contact:

John Lange
Vice President, Managing Director of Sales and Marketing
jlange@eastdaley.com
303-499-5940
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EAST DALEY CAPITAL (THE “COMPANY”) IS NOT AN INVESTMENT ADVISOR. THE COMPANY DOES NOT PROVIDE INVESTMENT,
FINANCIAL, TAX, OR OTHER ADVICE, NOR DOES THE COMPANY OPERATE AS A BROKER-DEALER. THE COMPANY DOES NOT
RECOMMEND THE PURCHASE OR SALE OF ANY PARTICULAR SECURITIES.

TERMS OF USE: THIS REPORT IS INTENDED SOLELY FOR THE INFORMATION AND USE OF CLIENTS OF EAST DALEY CAPITAL ADVISORS
AND IS NOT INTENDED TO BE AND SHOULD NOT BE USED BY OR DISCLOSED IN ANY MANNER TO ANYONE OTHER THAN THE
SPECIFIED PARTIES. DISCLOSURE OR REDISTRIBUTION OF DATA, INFORMATION OR REPORTS PROVIDED BY EAST DALEY CAPITAL
ADVISORS, IN WHOLE OR IN PART, TO ANY PERSON OR ENTITY OTHER THAN AN AFFILIATE SPECIFICALLY DESIGNATED AS A
PERMITTED USER IN THE AGREEMENT IS STRICTLY PROHIBITED WITHOUT THE EXPRESSED WRITTEN CONSENT OF EAST DALEY
CAPITAL ADVISORS.

DISCLAIMER: THIS REPORT IS FURNISHED ON AN “AS IS” BASIS. EAST DALEY CAPITAL ADVISORS DOES NOT WARRANT THE ACCURACY
OR CORRECTNESS OF THE REPORT OR THE INFORMATION CONTAINED THEREIN. EAST DALEY CAPITAL ADVISORS MAKES NO
WARRANTY, EXPRESS OR IMPLIED, AS TO THE USE OF ANY INFORMATION CONTAINED IN THIS REPORT IN CONNECTION WITH THE
RATING OF COMMODITIES, EQUITIES, FUTURES, OPTIONS OR ANY OTHER USE. EAST DALEY CAPITAL ADVISORS MAKES NO EXPRESS
OR IMPLIED WARRANTIES AND EXPRESSLY DISCLAIMS ALL WARRANTIES, INCLUDING BUT NOT LIMITED TO, MERCHANTABILITY AND
FITNESS FOR A PARTICULAR PURPOSE.

THIS REPORT AND THE INFORMATION AND ANALYSIS INCLUDED HEREIN DO NOT CONSTITUTE INVESTMENT ADVICE OR A
RECOMMENDATION TO ENTER INTO ANY SECURITIES TRANSACTION. EACH CUSTOMER MUST MAKE ITS OWN DETERMINATION AS TO
WHETHER AN INVESTMENT IS APPROPRIATE FOR THAT CUSTOMER BASED UPON ITS OWN INVESTMENT OBJECTIVES, RISK
TOLERANCE, FINANCIAL SITUATION AND OTHER INDIVIDUAL FACTS AND CIRCUMSTANCES. EAST DALEY CAPITAL IS NOT
RECOMMENDING OR ENDORSING ANY SPECIFIC SECURITY OR INVESTMENT STRATEGY. EACH CUSTOMER SHOULD CONDUCT
RESEARCH AND PERFORM A THOROUGH INVESTIGATION AS TO THE CHARACTERISTICS OF ANY SECURITIES THAT IT INTENDS TO
PURCHASE.

RELEASE AND LIMITATION OF LIABILITY: IN NO EVENT SHALL EAST DALEY CAPITAL ADVISORS BE LIABLE FOR ANY DIRECT, INDIRECT,
SPECIAL, INCIDENTAL, OR CONSEQUENTIAL DAMAGES (INCLUDING LOSS OF PROFIT) ARISING OUT OF OR RELATED TO THE ACCURACY
OR CORRECTNESS OF THIS REPORT OR THE INFORMATION CONTAINED THEREIN, EITHER BASED ON WARRANTY, CONTRACT, TORT OR
ANY OTHER LEGAL THEORY.
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