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April 21, 2017 
 

2017 First Quarter Midstream Energy Market Review 
 
Dear Investors, 
 
Master limited partnerships (MLPs) generated respectable absolute returns in the first quarter of 2017 (the “period”), 
outperforming the broader energy sector on a relative basis. The cap-weighted Alerian MLP Index (AMZ) produced 
a positive 3.95% total return while the equal-weighted Cushing® 30 MLP Index (MLPX) returned a positive 4.17% for 
the period, significantly outperforming other energy equities, as measured by the -6.68% negative total return of the 
S&P 500 Energy Sector Index. MLPs underperformed the broader market however, as measured by the 6.07% total 
return of the S&P 500 Index (S&P 500). 
 

First Quarter 2017 Relative Price Performance

 
Note:  Represents relative price performance from January 1, 2017 through March 31, 2017.  Indexed to 100. 
Source:  Bloomberg. 

 
MLPs benefited from positive product fund flows and favorable regulatory action, while the broader energy group 
was persistently weak during the period. As the chart above shows, MLP prices spiked upwards between January 23rd 
and 26th, with the AMZ price level rising by 5.94% over the three-day period. These gains corresponded with the 
January 24th signing of two executive orders by President Trump meant to advance the construction of the Dakota 
Access (DAPL) and Keystone XL pipelines, two high-profile crude oil infrastructure projects that had been blocked 
by the Obama Administration. While MLPs held on to most of those gains through the end of February, a ~10% 
drop in the price of West Texas Intermediate (WTI) crude oil in the first half of March was too much to overcome 
and MLPs gave back nearly all of the quarter-to-date price gains. Fortunately, both AMZ and MLPX price 
performance improved in the final week of March to finish the quarter in positive territory. 
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Politics and Policy – How Goes the Trump Trade? 

We believe the executive orders that ultimately cleared the way for federal approval of DAPL and Keystone XL were 
almost certainly the catalyst for the ~6% cumulative rise in the AMZ over the 24th, 25th and 26th of January. While 
Keystone XL still faces numerous hurdles and uncertainties before oil can begin to flow (lawsuits, protests, 
contracting, state-level permitting, etc.), we believe the executive orders and follow-up actions demonstrate that 
President Trump aims to keep his campaign pledge to promote the development of domestic energy production and 
required infrastructure. 

The DAPL and Keystone XL orders also show how MLPs fit squarely within the definition of investments that could 
benefit from the “Trump Trade,” which should favor companies levered to domestic production, infrastructure, 
growth and inflation. In the weeks since the inauguration, however, the Trump Trade began to falter as the Trump 
Administration’s agenda was slowed by organized opposition, unforced errors, and geopolitical events. The future of 
tax reform and infrastructure spending legislation, two of the main elements of the legislative growth agenda, were 
initially called into question following the failure of the Republican-controlled House of Representatives to pass the 
American Health Care Act of 2017, more commonly known as the Obamacare repeal-and-replace legislation. 

MLPs should ultimately benefit from a relaxed and energy-friendly regulatory environment, however, provided the 
Trump Administration can adequately staff the government departments holding jurisdiction.  Amongst the more 
pressing needs for MLPs is for at least one new commissioner (up to three could be appointed) for the Federal 
Energy Regulatory Commission (FERC). The Commission has not been able to field a quorum since the resignation 
of chairman Norman Bay in early February. The commissioners did act before Bay’s departure to approve several 
outstanding pipeline applications, including Energy Transfer Partners, L.P.’s (NYSE: ETP) Rover and Williams 
Partners LP’s (NYSE: WPZ) Atlantic Sunrise. However, additional project approvals will need at least one additional 
commissioner position to be filled, for which no nomination has yet been made. 

While post-inauguration investor enthusiasm may have waned, we continue to believe that the winds have shifted 
more in MLPs’ favor from a policy standpoint. As an example, on March 28th, President Trump signed an executive 
order that rescinded several actions by the Obama administration, and calls for a review of all rules that “potentially 
burden the safe, efficient development of domestic energy resources.”1 In addition, President Trump continued to 
make calls for $1 trillion in new infrastructure spending, and though the details are yet to be released, Trump has 
stated that he wants the plan to include streamlined permitting for infrastructure projects.2 If implemented, these 
efforts would reduce both compliance burdens and political uncertainty risk for MLPs. 

Global Crude Oil Market Rebalancing – Are We There Yet? 

In addition to sentiment related to the “Trump trade”, the energy markets reacted to and remained focused on the 
crude oil supply and demand balance, which looked increasingly favorable during the period. The production cuts 
announced by OPEC and non-OPEC producers in late 2016 took effect on January 1, 2017, and early indications 
regarding overall compliance versus production goals were good, standing at 94% of targeted cuts at the end of 
February.3 The cuts were implemented with the goal of reducing the oversupply of crude oil in order to chip away at 
surging global inventories. As shown in the following chart, 2016 global inventories had risen to levels well above the 
range of the preceding five years, but were beginning to fall back within historical norms by year-end. 

1 Presidential Executive Order on Promoting Energy Independence and Economic Growth. March 28, 2017. 
2 Bender, Michael C. “Trump Begins to Map Out $1 Trillion Infrastructure Plan.” The Wall Street Journal. March 8, 2017. 
3 “JMMC reports high level of conformity.” Organization of the Petroleum Exporting Countries. March 26, 2017. 
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Total Industrial Oil Inventory (Crude Oil and Petroleum Products) within OECD Nations, 2016 vs. 2011-2015 
Range 

Source:  Cushing Asset Management analysis of International Energy Agency data.

But even as global inventories were being reduced, U.S. inventories remained stubbornly high, which we believe was 
the main cause of crude oil price weakness during the period. According to Department of Energy (DOE) weekly 
survey data, commercial crude oil inventories increased by 56.5mmbbls during the period versus the 2016 year-end 
total. Several mitigating factors, however, pointed to this crude oil build being more of a “head fake” rather than an 
indication of continuing overproduction. 

The first factor relates to seasonal refinery turnarounds.  While crude oil inventories built consistently throughout 
the period, the DOE reported that total petroleum inventories (crude oil plus finished products) actually peaked 
around early February and ended the period only 15.5mmbbls higher than at December 30, 2016, equating to a 
roughly 41mmbbls draw on finished product inventories. The crude oil build and product draw corresponded to the 
annual spring refinery turnaround season, as refinery utilization rates dropped to the mid-80% range.4 We expect 
domestic crude oil inventories to draw imminently as turnarounds are completed and refinery units are brought 
back online, raising demand for crude oil consistent with seasonal trends . 

Second, indications are strong that some portion of the increase in domestic crude oil inventories in the first quarter 
resulted from opportunistic domestic buyers taking advantage of low prices to soak up international and floating 
storage (i.e., oil tankers loaded and set at anchor) inventories. While floating storage levels are difficult to pin down, 
indications are that on the order of 20-40 million bbl of oil in floating storage in the Gulf of Mexico and Caribbean 
alone were removed during the first quarter.5, 6 Further, the surge in imports during the first half of the first quarter 
lagged the “final push” in production by Middle East OPEC nations prior to the start of the production cuts by about 
45-50 days – about the time it takes to ship crude oil from the Persian Gulf to the U.S.7

Finally, Saudi Arabia, the “senior partner” amongst OPEC nations, appeared to be fully committed to the success of 
the production control agreement. Saudi Energy Minister Khalid al-Falih laid out the conditions that he would 
require to be met in order for the production controls to be lifted when the present agreement expires at the end of 
May 2017. Those conditions are: 1) stockpiles below the five-year average; 2) a confident market outlook; and 3) 
companies and investors “feeling good” about the health of the global oil industry. Al-Falih indicated that progress 
was being made, but implied that those conditions were not yet met. 8 

4 Weekly Supply Estimates. U.S. Energy Information Administration. April 5, 2017. https://www.eia.gov/dnav/pet/PET_SUM_SNDW_DCUS_NUS_W.xls 
5 Bradley, Mike. “Right Now.” Energy Strategist Weekly. Tudor, Pickering, Holt & Co. March 29, 2017. 
6 Blas, Javier and Lucia Kassai. “Traders Said to Drain Caribbean as OPEC Impact Hits.” Oil Buyer’s Guide. Bloomberg LP. April 4, 2017. 
7 Ryan, Robert P. “Fed’s Pre-Emptive Hike Will Hit Gold, Not Oil.” Commodity & Energy Strategy Weekly Report. BCA Research, Inc. March 9, 2017. 
8 Hays, Kathleen. “Saudi Arabia Says Oil-Supply Cuts May Be Extended If Needed.” Bloomberg News. March 17, 2017. 
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We will need to wait for first quarter data to be assembled by the various measuring agencies to be certain whether 
the global crude oil market finally and definitively began working down inventories in the period. Indicators point in 
that direction, however, and we are optimistic that the markets will be better matched between supply and demand 
in the months to come. 
 
Improving Production Economics Point to Robust Volumes 

It has often been said by investors (including by us) of the energy markets that the cure for low oil prices is low oil 
prices. That is to say, low oil prices have tended to result in supply reductions, which subsequently drove oil prices 
up. In the current oil market downturn, the cure has begun to look more like gene therapy than a couple of aspirin. 
By pushing against the boundaries of fracking technology, companies have brought breakeven costs down by as 
much as 60-70% in the past few years.9 A recent Wall Street Journal article declared the age of “fracking 2.0” with 
higher proppant loads, near-real-time drill path adjustment and even iPhone apps being deployed to allow 
companies like EOG Resources Inc. (NYSE: EOG) to produce profitably at current energy prices.10 Consequently, 
while this higher production at lower prices could potentially keep commodity prices lower relative to historical levels, 
increased volumes are, nonetheless, generally favorable for midstream businesses, all else equal (e.g. higher system 
utilization, new project opportunities, etc.). 
 
Lower drilling and completion costs have re-opened basins previously thought unprofitable at current energy prices. 
We have written in the past of the resilience of Permian and SCOOP/STACK basin activity in the lower price 
environment, making note of the lower costs to produce and transport from those basins. While those two areas 
continued to receive a large share of drillers’ attention, the Eagle Ford, Bakken and Haynesville basins also saw 
increases in drilling and completion activity during the period with 27, 9 and 11 net rig additions, respectively, in 
those basins since December 30, 2016, according to Baker Hughes rig count data. 
 
Lower production costs suggest that increasing production volumes will follow. Below, we reproduce a chart from a 
recent Barclays research presentation that reflects their forecast that U.S. crude oil production will reach multi-
decade highs by the end of 2017. They estimate that, though the Permian basin will drive the bulk of U.S. crude oil 
production growth, 2017 exit production rates will be higher for all major shale oil basins versus 2016 year end 
production rates.11 If that forecast (and others like it) proves to be correct, the implications are positive for 
midstream fundamentals. 
 

Barclays Bank Crude Oil Production Forecast through Year-End 2017

 
 
Source: Russell, Warren and Michael Cohen. “Record high in sight.” Tight Oil Production Outlook. Barclays Bank PLC. March 27, 2017. 

 
                                                 
9 McDermott, Devin, et al. Don’t Bet Against Innovation: Sub-$3 is the New Normal. Morgan Stanley. March 28, 2017. 
10 Ailworth, Erin. “Fracking 2.0: Shale Drillers Pioneer New Ways to Profit in Era of Cheap Oil.” The Wall Street Journal. March 30, 2017. 
11 Russell, Warren and Michael Cohen. “Record high in sight.” Tight Oil Production Outlook. Barclays Bank PLC. March 27, 2017. 
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In anticipation of the production increases, MLPs ramped up planning and investment in midstream projects. 
Within the Permian basin, up to 790,000 bbl per day (bpd) of crude oil takeaway capacity could be added in 2017 (a 
36% increase) through announced new build and expansion projects by Plains All American Pipeline, L.P. (NYSE: 
PAA), Magellan Midstream Partners, L.P. (NYSE: MMP) and Enterprise Products Partners L.P. (NYSE: EPD), while 
KMI, EPD and private NAmerico Partners LP announced plans for approximately 5 billion cubic feet (bcf) per day 
of incremental natural gas transport projects. Additional projects by other midstream companies could raise total 
Permian basin crude oil takeaway capacity to nearly 4 million bbl/d, an increase of nearly 85% versus present 
capacity.12 
 
Merger and acquisition (M&A) activity in the Permian basin was also robust during the period, as midstream 
companies sought to consolidate capacity and operations and gain access to produced volumes. Among the notable 
transactions were Targa Resources Corp.’s (NYSE: TRGP) acquisition of gas gathering and processing and crude oil 
gathering assets from private Outrigger Energy LLC that are planned to ultimately connect to TRGP systems. 
Separately, PAA announced the acquisition of the Alpha Crude Connector crude oil gathering system in 
southeastern New Mexico. 
 
Planning and investment activity occurred outside of the Permian basin as well, including: 

 Cheniere Energy, Inc. (NYSE: LNG) MIDSHIP: 1.4 bcf/d of natural gas takeaway from the SCOOP/STACK 
basin to the southeast 

 Sunoco Logistics Partners L.P. (NYSE: SXL) Mariner East 2 Expansion: 525,000 bpd natural gas liquids 
from the Marcellus to the eastern seaboard 

 ETP and EPD Mont Belvieu natural gas fractionation expansions 
 TransCanada Corporation (NYSE: TRP) Cushing, OK: 6.2 million bbl storage facility expansion 
 Antero Midstream Partners LP (NYSE: AM) and MPLX, LP (NYSE: MPLX) Appalachia processing and 

fractionation joint venture: up to 2.2 bcf/day Marcellus natural gas processing capacity 

Plans are also being made to give all this new crude oil and natural gas supply a place to go. Two that moved closer 
to certainty in the first quarter are a pair of steam crackers, one by a joint venture of Exxon Mobil Corporation 
(NYSE: XOM) and Saudi Basic Industries Corporation (Saudi Arabia: SABIC) and the other by a joint venture of the 
USA petrochemical division of TOTAL S.A. (Paris: FP), NOVA Chemicals Corp. (private) and Borealis AG 
(private). These two projects are projected, if finalized, to add more than 150,000 bpd of ethane demand on the 
Texas Gulf Coast after 2020. This additional demand would come on top of the 826,000 bpd of new ethane demand 
from steam cracking and export projects that was already projected to be brought online by 2019.13 
 
Healthy Financial Markets and Attractive Valuations 

MLPs’ ability to access the capital markets continued to strengthen in the first quarter. New equity issuances in the 
period (excluding at-the-market sales) raised $16.7 billion of capital, according to estimates by Wells Fargo.14 In 
addition to ongoing at-the-market and overnight issuances, initial public offerings (IPOs) made a comeback, with 
Kimbell Royalty Partners, LP (NYSE: KRP) pricing its IPO during the period and Hess Midstream Partners LP 
(NYSE: HESM) pricing only a few days into the second quarter. The general partner of Antero Midstream Partners 
LP (NYSE: AM) also announced that it will seek to raise $100 million in an IPO as well. 
 
Debt markets likewise remained open to MLPs, with $10.4 billion in debt issued during the first quarter of 2017. 
This figure compares to only $1.86 billion in debt issuances in the first quarter of 2016, and $19.1 billion issued for 

                                                 
12 Hagerty, Matt. “Booming Delaware Basin Drives New Permian Pipeline Capacity Push.” BI Midstream – Oil & Gas, North America Dashboard. Bloomberg, LP. March 31, 2017. 
13 Blum, Michael, et al. “Welcome to the Ethane No Spin Zone.” MLP Weekender. Wells Fargo Securities, LLC. May 26, 2016. 
14 Blum, Michael, et al. MLP Monthly: April 2017. Wells Fargo Securities, LLC. April 6, 2017. 
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all of 2016.15, 16 While the first quarter’s debt issuances were still off of the pace of 2015 and prior years, they 
nonetheless represented a significant uptick from 2016. 
 
Healthy fund flows into midstream-focused mutual funds and exchange-traded funds complete the picture of strong 
demand for midstream investments. Net flows into midstream-focused funds in the first quarter were at the highest 
level since the fourth quarter of 2014, and continued a trend of solid quarter-over-quarter and year-over-year 
improvement. Continued growth in these fund flows would be supportive for additional demand for MLP equities. 
 
The attractive valuation and yield metrics about which we wrote in our 2016 year-end MLP Market Review and 
which we believed then made MLPs compelling investments remained in place at the end of the first quarter. MLP 
yields, using the 6.97% yield on the AMZ as a proxy, remained well above corresponding yields for utilities (as 
reflected by the 3.43% yield on the S&P 500 Utilities Index) and REITs (S&P 500 REITs Index, 3.62% yield) and 
above the 6.53% 10-year average for yield on the AMZ. The enterprise value-to-EBITDA17 ratio of the AMZ at 11.5x, 
likewise continued to compare favorably to the corresponding ratio for utilities (10.0x) and REITs (19.3x) and to the 
10-year AMZ average of 11.0x.18 
 
Our confidence that the Federal Reserve’s current rate-tightening cycle will have negligible impact on MLPs was 
given some support on March 15th, when the Federal Open Market Committee (FOMC) raised the federal funds rate 
bounds by 25 basis points. The hike was well telegraphed ahead of time, with Bloomberg calculating at least a 50% 
probability of a March 15th hike as far back as February 27th. The day of the FOMC’s announcement, the AMZ 
gained 1.26%, outperforming the S&P 500 for the day. For the period following the announcement through the end 
of the quarter, the AMZ gained 0.73%, outperforming the S&P 500 (-0.94%), the S&P 500 Energy Sector Index  
(-0.24%) and the S&P 500 Utilities Sector Index (-0.51%). This pattern of resilient MLP performance in rate 
tightening environments is one to which we’ve pointed in prior letters and speaks, we believe, to MLP valuations 
being more closely tied to operational and secular performance considerations than to yield and income 
characteristics. 
 
Concluding Remarks 

As we continue in the recovery phase of the energy cycle, our optimism for MLP investments did not wane during 
the period. We think, in short, that MLPs will benefit from improving operational economics and growing volumes, 
a favorable shift in the regulatory environment and renewed interest by providers of capital. MLPs have continued to 
make headway in simplifying structures and reducing or eliminating incentive distribution rights (IDR) burdens. 
Companies have, in large part, responded to pressures from the market to improve balance sheets and distribution 
coverage and are well positioned to take advantage of future growth opportunities. 
 
We thank you for your support and your confidence in choosing Cushing Asset Management to manage your MLP 
investments. We are, as always, available to answer any questions you may have. 
 
 
Cushing Investment Team

                                                 
15 Blum, Michael, et al. MLP Monthly: May 2016. Wells Fargo Securities, LLC. May 5, 2016. 
16 Blum, Michael, et al. MLP Monthly: April 2017. Wells Fargo Securities, LLC. April 6, 2017. 
17 Earnings before interest, taxes, depreciation and amortization 
18 Yield and enterprise value-to-EBITDA ratios based on Cusing analysis of Bloomberg, LP data. Past performance is no indication of future results. 
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Important Disclosures 
 
This performance update, which has been furnished on a confidential basis to the recipient, does not constitute an offer of any 
securities or investment advisory services, which may be made only by means of materials which contain a description of material 
terms and risks of an investment.  This summary is intended exclusively for the use of the person to whom it has been delivered 
and it is not to be reproduced or redistributed to any other person without the prior consent of Swank Capital, LLC and Cushing 
Asset Management, LP (collectively, “Cushing”). 
 
The information in this report was prepared by Cushing.  Opinions represent Cushing’s opinion as of the date of this report and 
are for general informational purposes only and are not intended to predict or guarantee the future performance of any 
individual security, market sector or the markets generally.  Cushing does not undertake to advise you of any changes in its 
opinions or the information contained in this report.   
 
Investments in MLPs are subject to price changes in crude oil and natural gas, as well as regulatory and interest rate risks, among 
others.   
 
Glossary of Indices:  The Alerian MLP Index (AMZ) is a composite of the most prominent energy master limited partnerships. 
The Cushing® 30 MLP Index (MLPX) is an equal weighted index that tracks the performance of 30 publicly traded MLP securities 
that hold midstream energy infrastructure assets in North America.  The S&P 500 Index is a capitalization-weighted index of 500 
stocks. The index is designed to measure performance of the broad domestic economy through changes in the aggregate market 
value of 500 stocks representing all major industries.  The S&P 500 Energy Index (S5ENRS) is a capitalization-weighted index 
comprised of those companies included in the S&P 500 that are classified as members of the GICS energy sector. The S&P 500 
Utilities Index is comprised of those companies included in the S&P 500 that are classified as members of the GICS utilities 
sector. The S&P 500 Real Estate Investment Trusts REITS Industry Index (S&P 500 REITS) is comprised of stocks in the S&P 500 
Index that are classified as members of the GICS REITs sector. 
 
Indices are included for comparative purposes only.    
 
Certain information contained in this presentation may constitute “forward-looking” statements, which can be identified by the 
use of forward-looking terminology such as “may,” “will,” “should,” expect,” “estimate,” or “believe” or other variations thereof.  
Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such 
forward-looking statements. 
 


