the Numbers, Not Just
Management

nancial Statement Analysis Could Save Your Clients Big”

Brian Nelson, CFA
resident, Equity Research & ETF Analysis
brian@valuentum.com

Valuentum Securities
www.Vvaluentum.com
info@valuentum.com

Portfolio Management Institute
Naples, Florida
May 12, 2016, 11:15am-12:05pm




v

Valuentum
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Valuentum (val-u-n-tum) [val-yoo-en-tuh-m] Securities
Inc. is an independent investment research provider,
offering premium equity reports and dividend reports, as
well as commentary across all sectors/companies, a Best
Ideas Newsletter (spanning market caps, asset classes), a
Dividend Growth Newsletter, modeling tools/products, and
more. Independence and integrity remain our core, and
we strive to be a champion of the investor. Valuentum is
based in the Chicagoland area.

Valuentum serves money-management institutions,
financial advisors, and individual investors.
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ase Against Kinder
arron’s, Jun 11 2015

“5 Reasons Why We Think Kinder
Morgan’s Shares Will Collapse,”
by Valuentum

Published on TradingView.com, December 09, 2015 15:27 UTC
BATS:KMI, D 17.00 4 +1.28 (+8.14%) 0:16.03 H:17.35 L:15.90 C:17.00

(1)

KINDER MORGAN INC DEL, D, BATS
Vol (20, false)

But the bear arguments haven't gone away. In a Tumblr post that appeared Thursday
on Yahoo Finance, Brian Nelson, president of the independent investment-research
company Valuentum Securities, makes a five-point argument for why shares of Kinder
Morgan will “collapse.”

Stating that he is removing the stock from his firm’s dividend growth portfolio, Nelson
makes a number of points that touch on the argument Bary made in Barron’s and even
go beyond it.

Like Bary, Nelson thinks that the stock has
gotten way overvalued and also questions
the solidity of those underlying earnings
factored into the valuation

Brian Nelson’s Tumbir

5 Reasons Why Kinder Morgan Shares Will
Collapse

But Nelson also argues that the
company’s debt load “is downright scary ”

Nelson writes that debt, net of cash, was $42.8 billion in the first quarter of 2015, up
from $40.6 billion in the first quarter of 2014. “The company’s Debt-to-EBITDA ratio
stood at 5.8 times, up from 5.5 times in last year's quarter,” he adds. “This is junk
territory, in our view, but the company is rated investment-grade by the credit rating
agencies.”
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0O Reasons” of the KMI Call —
d June 2015

luation paradigm has changed.

Morgan's dividend growth endeavors will disappoint.
mpany's net debt load is $40+ billion.

mpany is trading at 40+ forward earnings.

_t#JraI reaction from shareholders will be skepticism and
ief.

Moagan's dividend is in part organic, in part financially-
ered.

aditional "blind" use of the dividend discount model does not
to Kinder Morgan.

m anl's implied leverage is 19 times after considering all
debt-like commitments, at least in the eyes of shareholders.

olders will start to care. Equity holders will start to care. They
nd then it all unravels.

-publicized insider purchases are not a sign of support, in the
f Kinder Morgan, but an admission of vulnerability.
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More Reasons Why We Think
organ’s Shares Will Collapse”

nbiased voice is saying: ‘Your stock is trading at
the trailing 3-year average of free cash flow,

s forward earnings, the company has implied
19 times after considering all of your cash, debt-
ments, and it has negligible cash on the books.
ody’ loves both your equity and your debt?’
ething is wrong.”

— June 2015, Brian Nelson, CFA




nding the Financial Statements

Valuentum Value Rating (VVR) UNDERVALUED
. "l;i]‘iﬁncial Discounted Caslh ValieRiskm™ o L‘;i*_mI.UED
] Flow Valuation Rati )
Model LS
A O OVERVALUED

B -
Historical ﬁ.m«sp&cit‘:;‘:ﬁ' Full annual forecasts of income A complete three-stage free The volatility of key valuation The firm's stock price is compared
financial data generates our  statement, balance sheet, and  cash flow to the firm valuation  drivers are estimated and a  to the suggested margin of safety.
ValueCreation™, ValueRisk™, cash flow statement items. Firm-  model generates an estimate margin of safety is If a firm's stock price falls below
and ValueTrend™ ratings. The  specific cost of equity, costof  of the firm's equity value per determined. the lower bound of our estimated
ata provides the basis for our  debt, weighted average cost of share based on estimated fair value range, it receives

financial forecasts. capital, and long-term growth future free cash flows. * Revenue Volatility Valuentum's highest Value Rating.
and profitability measures = Margin Volatility
estimated. = Earnings Volatility

= Cash Flow Volatility
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KINDER MORGAN, INC. AND SUBSIDARIES
CONSOLIDATED STATEMENTS OF INCOME
{In Millions. Except Per Share Amounis)

Revenwes
HNetuml gas sales
Services
Product sales and other
Total Revenwes

Opemting Costs, Expenses and Other
Costs of mles
Orperetions and maintenance
Depreciation, depledion and amortization
Geneml and administrative
Taxes, other than income taxes
Loss on impairments of long-lived asssts
(Other expense (fncome), net
Total Openating Costs, Expenses and Ocher

Opemting Income

(xher Income (Expenss)
Eamings from equity investments
Amortization of excess cost of eguity imvestments
Inbevest, net
Gizin on remeasarement of previcushy held equity investments o fair vales Note 3)
{Guin on sale of mvestments in Express pipeline system (Mote 3)
Othver, meet
Tatal Other Income (Expenss)

Tncome from Continuing Operations Before Income Taxes
Income Tax Expenss
Income from Continuing Operations

Discomtinued Openations (MNote 1)
Income from aperations of the FTC Natuml Gas Pipelines
dispesal group and other, net of tax
Loss on sele and the remzssurement of the FTC Natuml| Gas Pipelines dispasal group to fuir value, net of

bax
Loss from Discontinued Operations, Net of Tax

et Income

et Ivcome Atirbuiable to Noncontrolling nieresis

et Income Artribumble to Kinder Morgan, nc.

2015 Budgeted Segment
EBDA = $8.2 billion(?
Year Emded December 31,
m Pl k] 12
: : : CO, S&T
5 4005 8 1605 8 2511 CO, 0j
7650 6677 5013 Production
4461 3,788 2449 Natural Gas
16,226 14,070 9,973 Pipelines
6,278 525 3,057 Ter nals -
2,157 2,102 T2 /
2,040 1,804
610 f13 Canada'
418 3es
272
; Products Source: KMI
- Pipelines
11,778 10,080 p
4445 2920 ~86% of cash flows fee-based for 20
~95% fee-based or hedged
Ao X7
(45) 9y (23 |
ree Months Ended Nine Months Ended
S mber 30, /S'eﬂemher 30,
2015 014 [2015 \ 2014
Revenues
Natural gas sales $ 744 % 1,043 2,206 3,154
Services 2,015 2,050 5.948 5,655
Product sales and other 948 1,198 2,613 3466
Total Revenues 3,707 4291 10,767 12,275
Operating Costs, Expenses and Other
Costs of sales 1,106 1,642] 3,281 4 895
Operations and maintenance 612 557 1,707 1,580
Depreciation, depletion and amortization 617 520 1,725 1,518
General and administrative 160 135 540 461
Taxes, other than income taxes 108 105 339 326
Loss on impairments and disposals of long-lived assets, net 385 — 489 3
Other income, net 2) — (5) —
Total Operating Costs, Expenses and Other 2,986 2959 \ 8076 J 8783
Operating Income 721 1332 S 2,69! 3,492
g




KINDE R MOBGAS, INC.AND SUBSIIMARIES
COMNSOLIDATED BALANCE SHEETS
{In Millioms, Except Share and Per Share Amounts)

2015 Annualized Reported EBITDA = $5.9b

2014 Total Short and Long-term Debt = $43b
Q3’15 Total Short and Long-term Debt = $S44.6b

2014 Total Debt/EBITDA
Q3’15 Total Debt/EBI

| Source: KMI

December 31,
014 P k]
ASSETS
Cument assets
Cash end cash eqguivalents 9 ils 35 598
Accounds receivehle, net 1,641 1,721
Fair wvalue of derivative contmcts 515 116
Inventories 459 430
Defermred income taxes 56 567
Oxher current assets T 436
Toinl current nssets 1752 1868
Property, plent and equipment, net 38564 35847
Investments 6,036
Goodwill 24,654
(ther intangihles, nat 2502
Defermed income faxes L5651
Defermed charges and other nssets 2134
Total Assets $  ALI98 § |
LIABILITIES AND STOCKHOLDERS' EQUITY
Cument libilities
Curmrent potion of debt £ 2717 3 o117
Acconnts pryahles 1,558 1,676
Accrued interest 637 565
Accrued contingencies 3E3 S84
Ocher current liahilities 1,037 944
Toial cormment Habilities 6,362 6,075
Lomg-termm linhilities and defermed credits
Long-term deht
Crtstanding 18212 iLAl0
Prefered interest in geners| partner of KMP 1 0 110}
Dbt fair vahue adjwstments 1,934 1,977
Totnal long-term debt 40,246 13887
Defered income taxes 4651
{xher long-term linbilities and defemed credits 2164 23E7
Toial long-term lizbilities and defemed credics 42410 40,825
Toinl Linbilities £ 48772 § 46,900

KMI Net Debt to EBITDA™

Higher leverage supported by:
— Greater scale

— Greater business diversification
— No structural subordination

2011 2012 2013 2014 2015




KINIHE R MORGAN, [ AND SUTRSITMARIES AR R
COMEOL T AT B o1 o E AR TS (0F oS8 FL 0 Free Cash Flow Cash Dividends Paid
n M—) 2012: $786m 2012: S2.4b
Waid r Frfed Docsmbar 11,
— — — 2013: $753m 2013: $3.3b
(ot Pl P Cpwing e o 2014: $850m 2014: $3.8b
o ncoma 5 1441 3 15 5 417
Adlaorecan o reooned ke mat bewrns o ee caah proviicd by cperedsg acdeiicn
Deprecirin, dop ks n Bd ERomaEsan 1840 [ 1,428
S a3 - # | _ Free Cash Flow Less Dividends Paid < SO
Mmoo of of pyaly I ] =
o3 o Eepalrwanin oof ban g -Eoved e —
(R} o R (8 TR EUNC R ool Eat MARCTR i TAT vkt i the i oo S eod opacro EE
imact e oaak, aciling Copernace), oonof mwa o ¥ — 2015 2015
eitles Proem asds af pvemrean bs Topres pipcise meoe Mo 1) —
Lam an carly cuiagubbmenn of debe - - Growth capital Forecast Budget
B i s i | Natural Gas Pipelines $ 1,390 $ 2,002
o trom caskiy b caraloagn am W 1 CO; - S&T 175 713
Precoeds Bam wermmbasion of maoros ras ra gy BFICCERTET —_ o
Peagion carTibariond end fonsaeh BrASE N Tt il 131} CO2 -EOR 459 524
hurges I comparern of werking cuphul ret o8 de =Seow ol acguld Pr,oducts Pipe"nes 454 327
Ao rashvabis oy 131} e )
—— s _ Terminals 8 731
Iewversarics T e KM Canada 17
e e s L] L Subtotal - growth capital excl. large acq.® \ 3.474 4,381
Ricoosawn papabic my 4] . —TT
Aceicd Eesice . a | Hiland acquisition 8
Aeomied comagend e erber camem Lok 1an o Total growth capital $ 6,533 $ 4,381
Fasc soparmzions, rofonds sned ocbor Hogarion roscr s secas 20D 178 [
elr, me1 {HTy 1%} al
or Caal Pravided Uy Operaseg Aoivitcs 45T Fl ﬁ:\ 1,8
sk Fiorst Fredn Tow ordag Acxiviscn
Arqalides af TF, med 54,501 cnl arquired (Mo 1) —_ - Ry
Aojaliion of ydar s 5ad ipscemorn, oo of ok cgeled 1.3 (Faord] [LEF)
Precocds Bam mlon o smoe anad byeommcns _— a0 _— |
Frecccds Bam Spem] of diea epsipascd spcrniriesd (e 1) — — 1,1 .
S Source: KMI J
Sk or camaly of propermy, plane aed oy aipmey, [pscemorn and el bz BEn e al e 201 5 Budget
Coxibaricos 1 v comonim
::::f“"“”‘“" Brecmma o 4 e S = KMI 2015 budgeted dividend of $2.00 per m  KMI 2015 dividend of $2.00 per share

M O Wl s evemring Acdviicn share —  Excess dividend coverage of ~$300 mill

— 15% growth over 2014

— Excess dividend coverage of ~$654 million

m  Preliminary b dividend per share growth
projection of 6-10% over 2015




h Uncle and Your Poor Cousin

The Dividend Cushion Ratio
Helps Income Investors

5 A = cash flow from operations (from the
operating section of the cash flow statement),
z [A(t) — B(t)] + C (0) — D(0) B = capital expenditures or additions to
=1 property plant and equipment (from the

investing section of the cash flow statement),
C = cash and cash equivalents (from the
balance sheet),

D =long-term debt (from the balance sheet),
Z E(t) and
=1 E = cash dividends paid (from the financing

section of the cash flow statement).

“All else equal, a firm with billions of net cash on the balance sheet is
better positioned to keep paying a dividend than a firm with billions of
net debt on the balance sheet. More cash on the books relative to debt
reveals significantly more financial flexibility. The dividend payout ratio
ignores this important concept, while the Dividend Cushion ratio
embracesit.” — Valuentum’s Brian Nelson, CFA




Nng Key Sensitivities

ul Commod ity Price |$!/Bbl change in oil price = $10 million DCF

impact; 10¢/MMBtu change in natural gas price =

$3 million DCF impact
Do Source:

KMI

s in operating income |- T

B 33% CO, transport and sales

severe B G67% ail produption-related
— Production hedged:

re Rolling Off... 015 e S

2016 79% 72

re getting worse 0 % 573

nterest Rate Risk! e
ctionary monetary policy?!?!

Our large amount af variable rare debr makes us vulnerable 1o increases in interest rates.

As of December 31,2014, approximately $11 billion of our approximately $41 billion of consolidated debt (excluding debt fair value adjustments) was
subject to variable interest rates, either as shont-term or long<term debt of variable rate debt obligations, or as long-term fixed-rate debt effectively converted
to variable rates through the use of interest rate swaps.

£} |




Source: KMI
Long-term Debt Maturities(c-e) Original S/H® oat®
~316MM| (14%) ~1,921MM | (36%)
2015% $ 715 der Morga
2016 $ 1,667 ‘ ofp
2017 $ 3,041 =S e
2018 $ 2310 erprise Value $102.4B
2019 $ 2,800 ) , -
adit Rating BBB-/ Baa3/ BBB
EBITA / Operating  EBITA  EBITA / Interest (FFO+Int Expense) / eported RCF / Net Capex /
Average Assets  Margin Margin Expense Interest Expense  Debt/EBITDA Debt/Book Cap FFO/Debt Debt Depreciation Rev Volatility
25.8% 16.9% 20.2% 24.5 20.0 0.5 20.1% 126.6%  271.9% i 9.3
19.7% 12.4% 15.2% 17.5 16.9 0.7 25.9% 82.8% 97.3% 17 7.8
19.5% 19.2% 24.3% 14.2 13.3 14 47.7% 56.6% 69.4% 1.8 6.4
13.0% 20.4% 21.4% 8.4 5.0 17 39.9% 43.0% 37.6% 2.1 13.2
0
11.1% 27.3% 29.0% 43 6.2 2.3 45.0% 30.4% 26.8% 1.8 17.2
8.1% 13.8% 14.9% Fiz 4.1 3.8 55.4% 18.6% 16.5% 15 19.7
Caa-C 7.3% 14.0% 15.8% 1.8 45 3.0 51.4% 27.3% 28.8% 2.7 25.1
KMl (2014) 8.2% 27.4% ___ADO% 15 5 ol Sl aoau [ 6% 1.8 15.5
IG 1G/lunk 1G/lunk
f ";g
ody’s Financial Metrics™ Key Ratios by Rating and Industry for Global Non-Financial Corporations, December 2007,
an regulatory filings




ng Valuation in the Correct

L = T = R = s L =

Valuation Assumptions —— - _
In Millions of USI} (except for per share items) 5-year Projections KMI Rating History Price  Fair Value
Revenue CAGR % 2 6% 7-Dec-15 $1572  $20.00
Avg EBIT Margin % 30.2% 20-0ct-15 $2720  $26.00
Avg Cash Tax Rate % 21.0% 14-Aug-15 $33.96
Earnings Before Interest CAGR % 19.6% ;Q;J‘ml‘f $iz-i;
Eamnings Per Share CAGR % 5.9% e $40.
Free Cash Flow to the Firm CAGR % 68.6% 30-Jan-13 §41.05
Earmings befire interest = Net operating profits less adfusted trues Lone-term Projections 3-Oct-14 :38.36
Phase I - I FCEF CAGR % 1.8% () 3% () t-sepld 3776
Cost of Equity % 8.5% 23-May-14 $33.68
am ' 10-Jan-14 $35.00 _
After-tax Cost of Debt % 6.6% é41.00
Discount Rate (WACC) % 7.5% VEI Score Potential Action ’
Syarheric credit spread = 4% i $41.00
Phase [ Present Val T;S;;t; o Hphat $30.00
se =1 alue . 5

’ a We'dC der B $39.00
Phase I Present Value 32431 S A T ;
Phase III Present Value 32913 6to 8 Constructive (tactical add /trim)
Total Firm Value 77,982 ER Less Exctting {tactical add/trim)
Net Balance Sheet Impact* 34225 _1t02  WedConsiderSeling
Total Equity Value 43,757
Diluted Shares Cutstanding 2,158.0
Fair Value per Share £20.00
* The net balance sheet impact inchades a present-valne ~§3 hillion boost related to cash taxes, which we donot expect EMI to pay for the
nent 5 yEars




of Capital

m  New long-term hurdle rate for accretion = ~4% after-tax

— Analyst Day Hurdle Rate:  50% equity®® x 4.1% vyield®) Management

—

+50% debtld)  x 2.4%c debt Guidance
= 3.3% hurdle rate J

\
low models that we use to value every non-financial operating company in our

atch the duration of future free cash flows (from year 1 to perpetuity) with

age discount rate over this forecast horizon (from year 1 to perpetuity). We think the
ectations of the long-term future average rate of the 10-year Treasury (risk free rate)
erage of the historical 10-year Treasury and the current spot rate. The goal of using a
ee rate in our DCF process is to achieve balance with respect to the duration of future .
discounting a cash flow in Year 20 at the current spot rate doesn’t make much sense
nsider the yield curve in discounting future free cash flows, or use a long-term average
out considering near-term changes in the 10-year Treasury rate. We think the use of
year Treasury as the risk free rate in any valuation model would not only cause

atility but also result in a systematic overvaluation of companies relative to their true

“”

Source: KMI

rate + Spread Over 10-year = ¥“8%-10% weighted average cost of capital




the Valuentum Process

=
KMI [Read-Only] - Microsoft Excel
Home Inzert Page Layout Formulas Data Review Wiew Developer Acrobat o @ o &
i - > E e o, I AutoSum
& cut Times New Roma - 10 - A A E = Wrap Text Number ¥ i ﬂ g« = | n AR %? i?a
o £ E : ==] [ A
B copy - & Fill -
Paste . B /7 U - Sy A~ 5 Merge & Center - | % - % o+ | %3 8 Conditional Formatas Cell Insert Delete Format & . Sort & Find &
- & Format Painter — ” Formatting © Table = Styles » - . = <2 Clear Filter = Select ~
Clipboard £} Font m Alignment [ MNumber F] Styles Cells Editing
L77 v ¢ E | =L78*L70 4

4
B
1 1
z 'FAIRLY VALUED Fairly valued E
3 hittpsHua. adr corDRSearchiCustornDRSearch Exchange rates Programming color s;hj ]
4 | In Millions of LIS0 [reent for per shars items] Primary Alt. Maodel USDEUR 13859 Irported from data bas
5 |Phasel Present Walue 12638 12638 12633 ADR conversion rate LISDHMA 002223 Subscriber Input on wet
5 Phasell Present Yalue 32431 3BETS 3243 1 LISDiv=N 0.0827 Calculated, Frorn data bz
~ Phaselll Fresent Yalue 32913 39.445 32513 Pension and Fin Sub adjustment USDICLP 0.00203 Calculated, based on su
| Tatal Firm Walue 77982 B7ERR 77482 0 LISDICHY 0.15203 Diefault Forrnul a on webs
' het Balance Sheet Impact -34.2281 342281 -34,2251 a USDiJPY 0.0122 Programrmed forrmula or
] ?TD[&| Equity Value 43757 53433 437567 LISDIK AW 0.000883
27 USDERL 0.601148
|Exchanges rate, or 1if rmodeled in USD 1USD 20 USDICAD 1.029
13 LUSDITWD 0.02378
Fair Value 2476 LSDIGBEF 1632
Upside 135,005 7185 ¥ stock price iz awau From Upside
Downside B85 007 17.3% %% stock price iz away from Downside

0 General o] 25 Equity 4957
Shares Outstanding, used in valuation 0o 1137.0 Debt 50.5%
| Total Cash & Marketable Securities, used invaluation 4526 4 1} 3n Preferred 0.0
23 Total Debt, used in valuation [includes pension underfundednes. whers applic: 17518 1} 42,963 0.0%
4 Walue of Preferred Stock, used in valuation 0o 0o a
1}
“'Weighted Average Cost of Capital a
Rizk Free Rate, LT 10-year Treasuny LCashtaxadd
Stock Price
Estimated Value of Equity 33924
Estimated Value of Debt 34540 B Equity
1 Estimated Value of Preferred .00 S
Total Enterprize Value 66.464 2578312
|Cost of Enquity 85% 21541 w Preferred
Synthetic Credit Spread 4.0%
Sunthetic Credit Rating EBE-
| Cost of Debt 83%
After-tax Cost of Debt BE% a
rred - ,, 0% 00 . ’ T
XigniteFinancialinputs - Inputs -~ Annual | Engine - Output - CorporateBondSpreads - NormalFV__MFL -~ Industry Ou]ﬂ 4] il b Iﬂ

|




ream MLP “Fallout” Continues

Published on TradingView.com, December 09, 2015 18:52 UTC
BATS:AMLP, D 11.10 & +0.65 (+6.17%) 0:10.46 H:11.28 L:10.45 C:11.10

“Most, if not all, MLPs report distributable cash flow (DCF), which does not in the
calculation consider growth capex, an important driver behind the generation of
increased cash flow from operations in the future. When MLPs report distribution
coverage ratios, this particular calculation also backs out growth capex from the
equation, instead using only ‘sustaining capital expenditures.’

There are a number of contractual reasons why the data is presented in such a way, but
from a valuation standpoint, we’ve always taken an issue with the MLP universe being
implicitly valued on a future distributable cash flow stream that “covers” the
distribution than on future free operating cash flow, which is a better measure of the
free operating cash flow that a business generates.

The reason why free operating cash flow is more informative is quite straightforward.
Distributable cash flow does not deduct the investment associated with driving future
growth in an MLP’s cash flow from operations. Said differently, it’s like getting a free
pass on all of the future growth spending that is required to drive incremental cash flow
from operations, a severe imbalance in the valuation equation.

In valuing MLPs, we’ve circumvented the valuation imbalance by making the universal
assumption that MLPs will continue to have access to the capital markets and that they
will be able to issue equity and/or debt in such a way that is not value-destructive. Said
differently, in our valuation models, we give MLPs credit for the future growth in cash
flow from operations without deducting the growth capex that is required to drive it.
We disclose this dynamic in every one of our 16-page reports within the MLP space.”

— “5 Reasons Why We Expect Kinder Morgan’s Shares to Collapse”

10.00

ALERIAN MLP ETF, D, BATS
Vol (20, false)
: tﬁr
A e il i i Y — e o wal . BT il il ¥ “I i it
L R AT v ‘ [l I[ |I | I || | il I I [ [”
Jul Sep 2015 Apr Jul Sep Nov 2016
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Pipeline Cash Shortfall

Updated August 11, 2015 - Through the First Half of Calendar 2015 - 5 mil

A\
[\

Adjusted Cash from ree Cash Flo Met Debt/

Reported Operating Total Capital Dividendsy after Dividends, 5 Annualized

EBITDA Activities (CFO) Expenditures Distributic:lz Distributions \Net Debt | Adj EBITDA
Linn Energy (LINE) 517.0 673.5 -416.3 -2176 44.6 ‘0,320.6 10.0
Legacy Partners (LGCY) 46.4 0.21 -237 -7p.1 -99.6 i \s62.4 10.4
Energy Transfer Equity (ETE) 2,520.0 1,113.0 -4,181.0 -1,642.0 -4,710.0 .187.0 6.6
Kinder Margan (KMI) 3,182.0 2,538.0 -1,808.0 -2,0p6.0 -1,377.0 i 43,350.0 7.0
Spectra Energy (SE) 1,333.0 1,456.0 -985.0 -489.0 -32.0 13413.0 5.0
Williams Co [\WMB) 1,474.0 1,483.0 -1,654.0 -1,509.0 i 211459.0 | 7.3
Boardwalk Pipeline (BWP) 3713 285.5 -136.3 98.8 ' 4.7
Buckeye Partners (BPL) 392.2 2916 -258.4 -300.7 4.8
COME Midstream (CNMX) (1) 52.9 60.5 -138.2 -103.1 0.2
DCP Midstream (DPM) 148.0 350.0 -194.0 -85.0 8.1
Energy Transfer (ETP) 2,476.0 1,133.0 -4,143.0 -4,761.0 55
EnLink Midstream (ENLK) 313.0 2923 -348.2 -335.0 4.5
Enterprise Products (EPD) 2,471.2 1,%01.6 -1,638.0 -1,198.5 4.4
EQT Midstream Partners (EQM) 238.3 239.1 -208.9 -87.1 1.7
Genesis Energy (GEL) 105.5 11 -240.6 -286.9 1.7
Magellan Midstream (MMP) 509.7 414.8 -275.8 -182.3 3.2
Plains All American (PAA) 795.0 660.0 -1,031.0 -1,181.0 6.3
Spectra Energy Partners (SEP) 779.0 731.0 -604.0 -332.0 " 3.8
Tallgrass Energy Partners (TEP) 123.0 112.2 -48.5 -4.4 4 259
Western Gas Partners (WES) 381.0 301.5 -338.2 -296.0 2,589.3 | 3.4

{1} Unaudited; pending 10-0.
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How MILPs Want to Be "Priced”
2012A 2013A 2014A: 2015k 2016k 2017E 2018P 2019P 2020F 2021P ZDZZP[ 2023pP 2ﬁ2§P| 2025P 2026P 2027P
DCF + Maintenance Capital Exp. 604 746 958 965 1,023 1,084 1,138 1,195 1,255 1,280 1,306 1,332 1,359 1,38 1,414 1,442
- Maintenance Capital Exp. 64 76 78 85 88 90 93 96 99 101 103 105 107 109 i & 113
Distributable Cash Flow (DCF) 540 670 880 880 935 994 1,046 1,100 1,157 1,180 1,203 1,227 1,252 1277 1,303 1329
YoY % 241% 31.5% -0.1% 6.3% 6.3% 52% 52% 52% 2.0% 20% 20% 2.0% 20% 2.0% 2.0%
Distributions 403 475 569 675 783 869 956 1,004 1,054 1,075 1,097 1,119 1,141 1,164 1,187 1,211
DCF/Distributions 1.3 1.4 1.5 1.3 1.2 6 5 5 1Y 1.3 14 % 61§ b3 & 1.3 14 £ 51§ b & 1.4
Market Capitalization @ 6% DCF yield 14,667| 17,048 18,071 18,975 19,824 20,920 21,338 21,765 22,200 22,644 23,097 23,559| 22,144
Market Capitalization @ 8% DCF yield 11,000 11,692 12,426 13,070 13,747 14,458 14,747 15,042 15,343 15,650 15,963 16,282 16,608
Market Capitalization @ 10% DCF yield 8,800 9,354 9,941 10,456 10,997 11,566 11,798 12,034 12,274 12,520 12,770 13,026 13,286
How MLPs Should Be Valued
2012A 2013A 2014A; 2015k 2016k 2017 2018P 2019P 2020P 2021P 2022P 2023P 2024P 2025P 2026P 2027P
DCF + Maintenance Capital Exp. 604 746 958 965 1,023 1,084 1,138 1,195 1,255 1,280 1,306 1,332 1,359 1,38 1,414 1,442
Reconciliation to EBI -52 -41 16 -65 -69 73 -77 -81 -85 -86 -88 -90 92 -93 -95 -97
Earnings before Interest (EBI), @ 0% tax 552 705 974 900 954 1,011 1,062 1,115 1,171 1,194 1,218 1,242 1,267 1,292 1,318 1,345
- Maintenance Capital Exp. 64 76 78 85 88 90 93 96 99 101 103 105 107 109 i & 113
- Growth Capital Exp. 290 308 289 465 462 460 457 454 0 0 0 0 0 0 0 0
Return on New Invested Capital (RONIC) 12% 12% 11% 12% 12%
+ Depreciation 128 142 162 165 170 175 180 185 189 192 196 200 204 208 213 217
Free Cash Flow to the Firm (FCFF) 326 464 770 515 574 636 692 750 1,261 1,286 1,312 1,338 1365 1,392 1420 1,448
YoY % 42.2% 66.0% -33.1% 11.5% 10.8% 8.7% 8.4% 68.1% 2.0% 20% 2.0% 20% 20% 2.0% 2.0%
PV of FCFF, @ 10% WACC (long-term) 468 474 478 473 466 712 660 612 567 526 488 452 420
PV of Terminal Value @ 2% growth 5,349
PV of FCFF, incl Terminal Value + reinvested cash @ 10% CAGR 12,144 13,359 14,695 16,164 17,781 19,559 21,515 23,666 26,033 28,636 31,499 34,649 38,114
- (Net Debt + accumulated distributions) 3,298 4,081 4950 5,906 6,810 7,964 9,039 10,136 11,254 12,395 13,559 14,746 15,957
Intrinsic Value of Security 8,847] 9,278 9,745 10,258 10,871 11,595 12,476 13,530]14,778 16,241[17,941 19,904] 22,158
Current Market Price of Security - 15,501} Takeaway: MLPs are significantly overpriced today.
Notes
1) The intrinsic value calculation uses a conservative 10% hurdle rate for new projects. In the context of the long-term average yield on the 10-year Treasury note, 1962-2014 of
~6.5% and the implied equity risk premium on Oct. 1, 2015 = 6.63%, source: Damodaron, this can be considered a conservative measure over the long haul.
2) The present value of future free cash flows to the firm (FCFF) is increased annually by the discount rate, which assumes cash accumulated is invested at a 10% compound
annual return, a very generous assumption.
3) Since the publishing of the latest edition of this slide, the long-term growth rate of this illustration was lowered to 2% from 3% to better account for a growth rate, in the
absent of expansion capex, utility commissions may allow. The framework assumes annual pricing increases of 2% into perpetuity.
4) The analysis assumes no pipelines will ever have to be completely replace/overhauled, but only maintained into perpetuity, arguably the most generous assumption. If
an MLP has to completely replace a pipeline with new ‘growth’ capex, the economics of the business model breaks down.
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lue Estimates

te: For MLPs, we do not deduct growth capital
the valuation equation. We believe our fair
lue estimates would be substantially lower in
event that we did. The low end of the fair
lue range is a better approximate for most

Ps, in our view.
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can remain irrational longer than you can remain solvent.”
— John Maynard Keynes
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stering a Rating of 1 on the
Buying Index

Amazon.com AMZN Internet & Catalog Retail 1 $439.00
Bright Horizons Family BFAM Personal Services 1 $49.00
Brown-Forman BF.B Beverages - alcoholic 1 £65.00
Hyatt H Hotels 1 $39.00
J&J Snack 11SF Food Products 1 £76.00
Manhattan Associates Inc MANH Software 1 £34.00
Mettler-Toledo MTD Medical Instruments 1 $231.00
National Beverage FIZ7 Beverages - nonalcoholic 1 £22.00
Neogen NEOG Diagnostic Substances 1 $40.00
Netflix NFLX Specialty Retailers 1 £59.00
NewMarket NEU Chemicals - mid/small 1 $£311.00
Rollins ROL Chemicals - mid/small 1 £19.00
Starbucks SBUX Restaurants - Fast Food & Coffee 1 $47.00
Stonemor STON Personal Services 1 $17.00
Under Armour UA Luxury - Established Brands 1 £56.00

Ratings as of April 26, 2016.
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d Disclaimer

ned in this slide deck (presentation) is not represented or warranted to be accurate, correct, complete,
are for informational purposes only and should not be considered a solicitation to buy or sell any
mentioned herein may not be suitable for all types of investors. The information contained in this
nstitute any advice, and especially on the tax consequences of making any particular investment

is not intended for any specific type of investor and does not take into account an investor's particular
financial situation or needs. This document is not intended as a recommendation of the securities
icular investment strategy. Before acting on any information found in this document, readers should

an investment is suitable for their particular circumstances, perform their own due-diligence, and if
ional advice. Assumptions, opinions, and estimates are based on our judgment as of the date of the
ubject to change without notice. Valuentum is not responsible for any errors or omissions or for results
of this document and accepts no liability for how readers may choose to utilize the content. In no event
le to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or

s, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
nnection with any use of the information contained in this document. Investors should consider this
gle factor in making their investment decision. Redistribution is prohibited without written permission.

n about Valuentum's products and services, please contact us at valuentum@valuentum.com.




