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Solving the Frustrations of Investing in MLPs 

Master Limited Partnerships (MLPs) can be compelling investments, but investors in these 

securities face a daunting array of challenges, including complex tax reporting, unrelated 

business taxable income, under-exposure to the asset class, double taxation, and single-issuer 

principal counter-party credit risk. Direct investment in MLPs or in various MLP investment 

vehicles may solve one or more of these issues, but each comes with its own drawback or 

limitation.  

Here is a quick review of the challenges faced by MLP investors seeking to capture the 

investment opportunities in the asset class: 

Complex Tax Reporting 

Direct investment in MLPs involves complicated K-1 reporting for each individual MLP. In 

addition, direct investment may also require investors to file state tax returns for each state in 

which the MLPs operate. K-1s are notorious for being delivered late in the tax preparation 

season, which can force direct MLP investors to file extensions with the IRS.  

Unrelated Business Taxable Income 

Another potential drawback of direct investment in MLPs is that they can generate unrelated 

business taxable income (UBTI) for tax-exempt entities and retirement accounts. An 

organization that is recognized as a tax-exempt entity may be liable for tax if it engages in and 

derives income from unrelated business activity such as an MLP.  

Double Taxation 

Shareholders of MLP funds organized as C-Corporations may achieve full exposure to MLPs but 

can be double-taxed because, unlike Regulated Investment Companies (RICs), such funds pay 

fund-level corporate tax. This double taxation can be a drag on total returns over time.  
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Under-exposure to the Asset Class 

To maintain their status as Regulated Investment Companies (RICs) under the Tax Code, some 

MLP-oriented mutual funds and ETFs limit their exposure to MLPs to 25%. While such funds 

are not taxed at the fund level, they typically do not provide broad exposure to MLPs, 

which investors may be seeking, and they may not track the index as closely as an all-MLP 

portfolio, potentially distorting investment results over time.  

Single-Issuer Principal Counter-Party Risk 

This risk is faced by Exchange-traded note (ETN) investors, as these securities are general debt 

obligations of the issuer, subjecting the noteholder to the principal counter-party risk of that 

issuer.  

Solving all these obstacles collectively may seem an insurmountable task, but there is a 

potential solution. By using a portfolio approach that combines direct MLP investment with 

securities designed to replicate the returns of major MLP indices, such as total return swaps, 

investors can potentially gain fuller access to the returns and yield of the MLP market through 

a mutual fund that retains its RIC status for tax purposes.  
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In this way, broad exposure to the return and yield profile of MLPs can be targeted in a portfolio 

that provides simplified tax reporting and avoids double taxation, UBTI, and single-Issuer 

principal counter-party risk.  

To learn more about MLP investing, visit our website at Liberty Cove 

 

DISCLOSURES: The information contained herein has been prepared solely for informational purposes by Liberty 

Cove LLC (“Liberty Cove”) and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security 

or to participate in any trading strategy. If any offer of securities is made, it will be pursuant to a definitive 

offering memorandum or prospectus that contains material information not contained herein and which supersedes 

this information in its entirety. Any decision to invest in a trueMLP or Liberty Cove strategy, fund, or management 

company should be made after reviewing such definitive offering memorandum or prospectus, conducting such 

investigations as the investor deems necessary and consulting the investor’s own investment, legal, accounting and 

tax advisors in order to make an independent determination of the suitability and consequences of an investment. 

An investment in a trueMLP or Liberty Cove strategy, fund, or management company involves significant risks, 

including loss of the entire investment. All performance and risk targets contained herein are subject to revision 

and are provided solely as a guide to current expectations. There can be no assurance that the strategy will 

achieve any targets or that there will be any return on capital. Historic performance is not necessarily indicative 

of future performance, which could vary substantially. The performance figures contained herein includes the 

reinvestment of dividends and other corporate earnings and is calculated in U.S. dollars. The information 

presented herein, including, but not limited to, investment experience/views, returns or performance, investment 

strategies, risk management, market opportunity, representative strategies, portfolio construction, 

capitalizations, expectations, targets, parameters, guidelines, and positions may involve Liberty Cove’s views, 

estimates, assumptions, facts, and information from other sources that are believed to be accurate and reliable 

and are as of the date this information is presented—any of which may change without notice. Liberty Cove has no 

obligation (express or implied) to update any or all of the information contained herein or to advise you of any 

changes; nor does Liberty Cove make any express or implied warranties or representations as to the completeness 

or accuracy or accept responsibility for errors. The information presented is for illustrative purposes only and does 

not constitute an exhaustive explanation of the investment process, investment strategies, or risk management 

https://libcove.com/

