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Master limited partnership (MLP) performance in the third quarter of 2017 (the “period”) improved from 
the second quarter, despite all three Cushing® MLP Indices – The Cushing® 30 MLP Index (MLPX), The 
Cushing® MLP Market Cap Index (CMCI) and The Cushing® MLP High Income Index (MLPY) (each an 
“Index”, collectively, the “Indices”) – posting negative returns for the period, as shown in the table below. 
Even though overall quarterly performance was disappointing, the second half of the period may have lent 
some encouragement to MLP investors. After reaching year-to-date low price levels on August 21, 2017,1 
the Indices posted total returns of 8.30% for MLPX, 6.74% for CMCI and 7.64% for MLPY for the period 
from August 22 through the end of the period. 

 

Performance 

 
Quarter Ended 

9/30/2017 
Year-To-Date 

Through 9/30/17 

The Cushing® 30 MLP Index (Total Return) (MLPX) (0.23%) 1.54% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) (2.14%) (3.82%) 

The Cushing® MLP High Income Index (Total Return) (MLPY) (0.91%) (5.01%) 

Dow Jones Equity REIT Index (Total Return) 1.13% 6.11% 

PHLX Utility Sector Index (Total Return) 3.25% 11.67% 

S&P 500 Index (Total Return) 4.48% 14.24% 

10 Year U.S. Treasury(1) 0.28% 2.40% 
(1) 10 Year U.S. Treasury total return as represented by the Bloomberg Barclays U.S. Treasury Bellwether 10 Year Index 
See “Important Disclosures” for further details regarding each index.  It is not possible to invest directly in an index. 

 

That said, the August 21 low was established with authority, leading to one-day price level returns for 
MLPX, CMCI and MLPY of -1.57%, -1.56% and -1.52%, respectively. While those daily returns were not 
the worst of the year for any of the Indices, they were the third- (MLPX and CMCI) or fourth-worst 
(MLPY) daily price returns of the quarter and in the worst ten percent of daily price level performance for 
each Index for 2017 through the period end. Measured from the start of the quarter, August 21 capped off 
a run during which each Index closed each day with negative price returns nearly two-thirds of the time. 

Sharp single-day declines following extended downward moves can mark points of capitulation, a term 
referring to investors effectively giving up on positions, taking losses and moving on. Other investors can 
view capitulations as buying opportunities in which prices overcorrect to the downside, leading to 

                                                           
1 MLPX: 280.81; CMCI: 162.40; MLPY: 66.16 
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attractive valuations and reversals during which significant gains can be earned. True capitulation events 
are also frequently marked by heavy volume, as large numbers of investors or investors with large 
positions decide at the same time that they’ve had enough. As the chart below shows, the August 21 event 
satisfies the first two criteria, albeit on a relatively low level of trading volume. Total traded volume of the 
30 constituents of MLPX, for example, was actually below the average total volume for those same 
constituents between January 1 and August 20, 2017. 
 

Index Price Levels Normalized to August 21, 2017, and MLPX Constituent 
Aggregate Volume, 3rd Quarter 2017 

 
Source: Cushing Asset Management analysis of Bloomberg LP data 

 

Confidence in a lasting turnaround for MLPs could possibly have been bolstered by evidence that buying 
activity during the reversal was strong. Unfortunately, that evidence was lacking for the post-August 21 
period. Instead, the average daily trading volume for the constituents of MLPX during the August 22 to 
September 28 rebound was lower than the averages for either the August 21 year-to-date or quarter-to-
date periods.2 

Furthermore, the entire MLP space continued to demonstrate vulnerability to bad news from individual 
MLPs. A disappointing earnings release and negative comments about distributions by Plains All 
American Pipeline, LP (NYSE: PAA) on August 7 was reflected in the broader MLP market as MLPX 
declined by -1.89% for the day. Subsequently, on August 14 Energy Transfer Partners, L.P., (NYSE: ETP) 
(constituent of MLPX, CMCI and MLPY) went to the equity markets to raise nearly $1B in an overnight 
offering. ETP’s unit sale came as a surprise to some investors, given that ETP management made no 
mention of such a possibility in its second quarter 2017 earnings conference call the prior week, pointing 

                                                           
2 Data for September 29, 2017, is excluded from our analysis because of heavy trading action likely prompted by a significant change in the 
weighting methodology for the Alerian MLP Index (AMZ) and corresponding rebalance of products linked to AMZ. 
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instead to other measures to raise capital that would not have been nearly so dilutive to current 
unitholders nor deleterious to the company’s cost of capital. The MLPX price level declined by -1.50% the 
next day as the traded volume of MLPX constituents spiked, as can been seen at point 1 in the chart on the 
prior page. 

MLP markets also seemed to be rattled by events half a world away. The United States’ conflict with North 
Korea escalated in the third quarter, beginning with the July 4 launch of what was believed to have been 
North Korea’s first intercontinental ballistic missile. MLPs reacted on July 5, the next trading day, with 
a -1.22% decline in MLPX on very heavy trading volume (point 2 in the chart on the prior page). Other 
high-volume, negative performance days in the quarter corresponded to a subsequent long-range missile 
test launch (September 15; MLPX -0.30% price return, point 3 in the chart on the prior page)3 and 
President Trump’s strongly-worded address to the United Nations in which he vowed to ‘totally destroy’ 
North Korea if attacked (September 19; MLPX -0.48% price return, point 4 in the chart on the prior page). 
The September 3 detonation of a suspected hydrogen bomb likewise corresponded to a negative price 
return on the following trading day (September 5; MLPX -0.88% price return), albeit on near-average 
volume, perhaps muted by the Labor Day holiday. 

To be sure, not every provocation or verbal exchange between the U.S. and North Korea coincided with 
heavy MLP trading volume or with negative returns for MLPs. The August 28 missile launch, for instance, 
corresponded to lighter-than-average trading on August 29. While MLP trading volume was heavy on 
September 25 after the North Korean Foreign Minister asserted that the United States had ‘declared war’ 
on North Korea (point 5 in the chart on the prior page), MLPX posted its second strongest daily 
performance of the period on that day with a price return of 2.08%. 

What these responses to negative pressures seemed to suggest was that MLPs stood on a tenuous edge in 
the third quarter. Negative stories, even those not directly related to the energy or midstream sectors, had 
an outsized influence on MLP returns. The silver lining on such a cloud may be that this type of event-
related selling, though unconstructive for Index returns, can potentially produce attractive entry or 
accumulation points for investors with a longer-term positive outlook on MLPs. 

 

On the Bright Side… 
Not all was negative for MLPs during the period, however, as suggested by performance in the second half 
of the quarter. The underlying fundamentals of energy markets strengthened, reflected by improving 
crude oil prices even in the face of increasing U.S. domestic production. The front-month West Texas 
intermediate (WTI) crude oil contract price rose by 12.23% over the period, while at the same time 
Department of Energy weekly domestic crude oil production estimates rose by 223 thousand barrels per 
day (bpd) to 9.56 million bpd.4 These gains came against a backdrop of what appeared to be real progress 

                                                           
3 Trading volume on September 15 may have also been affected by rebalancing of the MLPX and CMCI Indices and of AMZ. Volume of the S&P 
500 Index was also unusually heavy on September 15, 2017. 
4 Reflects estimates for the weeks ending September 29, 2017 (9,561 thousand bpd) and June 30, 2017 (9,338 thousand bpd). From “Weekly 
Supply Estimates,” U.S. Energy Information Administration. Data retrieved October 10, 2017. 
https://www.eia.gov/dnav/pet/pet_sum_sndw_dcus_nus_w.htm 
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towards reducing global petroleum inventories, which supported crude oil prices even with increased 
production. On balance, of course, an environment that supports higher flowing domestic volumes would 
be considered a positive indication for MLPs. 

Concerns about the matching of capacity and demand (i.e., planned pipes that need to be built would be 
delayed or scrapped because of regulatory and environmental opposition, compounded by worries future 
volumes wouldn’t support planned projects) continued, but received some constructive counter-evidence. 
Developments were encouraging as major projects (ETP’s Rover and Mariner East pipelines; Williams 
Partners L.P.’s (NYSE: WPZ) Atlantic Sunrise pipeline) moved forward against regulatory speed bumps 
and as pipeline and infrastructure operators decided to enter into joint ventures rather than building 
competitive systems to serve the same areas (Targa Resources Corp. (NYSE: TRGP)/Blackstone Energy 
Partners (private) Grand Prix pipeline; TRGP/Kinder Morgan, Inc. (NYSE: KMI)/DCP Midstream, LP 
(NYSE: DCP) Gulf Coast Express pipeline; Magellan Midstream Partners. L.P. (NYSE: MMP)/Valero 
Energy Corporation (NYSE: VLO) Pasadena marine terminal expansion)5. Moody’s Investors Service, for 
its part, upgraded its outlook for the global midstream energy sector (of which MLPs are a part), 
predicting that higher volumes from robust U.S. exploration and production activity will lead to 8-10% 
increases in sector EBITDA6 in 2018.7 

Furthermore, MLPs appeared to have responded well to Hurricane Harvey, which made landfall in the 
central Texas Gulf Coast region on August 25. Record rainfall from the unusually persistent storm led to 
extensive flooding and crude oil, refined product and natural gas supply disruptions. MLP prices 
remained resilient throughout the storm’s duration, however, culminating in a 2.32% one-day MLPX 
price return on August 31 after Harvey was downgraded to a tropical depression. Investors may not get a 
full accounting of Harvey’s effects on MLPs until third quarter earnings are released, but strong post-
storm returns for the Indices suggest that MLP investors have looked past the one-time effects. 

A question for the current or prospective MLP investor is this: Will future MLP returns look more like the 
first half of the third quarter, or the latter half? In this letter, we have pointed to negative factors that were 
idiosyncratic and event-driven (company-specific issues, geopolitical events) but positive factors that were 
persistent and broad-based (supportive overall energy environment, resiliency through Hurricane 
Harvey). We leave it to the investor to decide which set of factors they believe will be more compelling in 
setting the direction of MLP prices, but end this discussion also noting that the net decline in MLP prices 
during the period has only helped to amplify the attractive valuation profile for MLPs (see following 
tables) about which we have written in prior MLP Market Review letters. 

  

                                                           
5 ETP and DCP are constituents of MLPX, CMCI and MLPY. MMP is a constituent of MLPX and CMCI. All other referenced companies are not 
constituents of any Index. 
6 Earnings before interest, taxes, depreciation and amortization 
7 “Moody’s: Global Midstream Energy Outlook to Positive from Stable on Improving Business Conditions.” Moody’s Investors Service. 
September 27, 2017. 
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Current Versus Historical MLP Valuation Metrics  

 Current 
5-Year 

Average 
Premium 

(Discount) 
10-Year 
Average 

Premium 
(Discount) 

Midstream MLP Yield 8.0% 6.5% (18.9%) 6.9% (13.7%) 

Price-to-DCF 11.2x 12.4x (10.0%) 12.1x (7.7%) 

EV-to-EBITDA 11.3x 13.4x (15.6%) 12.3x (8.0%) 

Spread-to-10-Year Treasury–  
discount (premium) 

563 470 -- 422 -- 

Spread-to-Investment Grade Bonds –  
discount (premium) 

360 191 -- 127 -- 

Spread-to-High Yield Bonds –  
discount (premium) 

281 72 -- (63) -- 

Source:  “Midstream Monthly Outlook: October 2017.”  Wells Fargo Securities.  October 5, 2017. 

 

Current Versus Historical Enterprise Value to EBITDA Multiples 

 Current 
5-Year 

Average 
Premium 

(Discount) 
10-Year 
Average 

Premium 
(Discount) 

MLPs 11.2x 13.4x (16%) 12.3x (8%) 

Midstream C-Corps. 12.4x 15.1x (18%) 13.5x (8%) 

Energy:      

   Exploration and Production 8.3x 6.7x 24% 5.9x 41% 

   Refiners 7.1x 5.4x 31% 5.1x 39% 

   Integrated Exploration and Production 7.9x 5.3x 49% 4.8x 65% 

   Oilfield Services 8.7x 7.8x 11% 7.1x 23% 

Yield:      

   S&P Utilities 10.3x 8.7x 18% 8.0x 29% 

   REITs 17.2x 16.6x 4% 15.1x 14% 

Market:      

   S&P 500 11.1x 9.2x 20% 8.5x 30% 
Source:  “Midstream Monthly Outlook: October 2017.”  Wells Fargo Securities.  October 5, 2017. 

 

The Cushing Indices Performance – 3rd Quarter 2017 
The down-and-up performance of the MLP Indices was a reflection of the price volatility of their 
constituents during the period. Subsector performance for the MLP Indices was, for several subsectors, 
dependent in large part on the specific MLPs represented in those subsectors and the timing of their 
subsector membership, with inconsistent subsector performance across the Indices. As an extreme 
example, consider, the Coal subsector, represented in both MLPX and MLPY by the same single 
constituent, Alliance Resource Partners, L.P. (NASDAQ: ARLP). While ARLP was a constituent of MLPX 
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throughout the full quarter and generated a total return of 5.07%8 in the period, that entire gain was wiped 
out and reversed to a loss of -4.99% during the portion of the period in which it was a constituent of 
MLPY, beginning on July 17. As the table below shows, that two week difference was sufficient to turn the 
Coal subsector into a net detractor for MLPY and contribute 0.34% of the performance differential 
between MLPX and MLPY. 

 

Subsector Contributors to/(Detractors from) Index Total Return for the 3rd Quarter of 2017 
 MLPX CMCI MLPY 

Large Cap Diversified (0.10%) (0.19%) (0.27%) 

Natural Gas Gatherers & Processors (0.35%) (0.19%) 0.02% 

Natural Gas Transportation & Storage 0.53% (0.13%) (0.22%) 

Crude Oil & Refined Products (1.55%) (1.82%) (1.76%) 

Small Cap Midstream    

Propane  0.23% 0.76% 

Marine   0.63% 

Oilfield Services   0.01% 

Coal 0.16%  (0.18%) 

Upstream MLPs    

Other MLPs   0.07% 

MLP General Partners 1.07% (0.04%) 0.03% 

Index Total Return (0.23%) (2.14%) (0.91%) 
Note: Individual subsector returns may not sum to Index total due to rounding. 

 

Other standouts that led to differences in subsector performance for the period included: 

• Alliance Holdings GP, L.P. (NASDAQ: AHGP) – MLP General Partners: 20.52% total return, in 
MLPX only 

• Dominion Energy Midstream Partners, LP (NYSE: DM) – Natural Gas Transportation & Storage: 
12.09% total return, in MLPX and CMCI only 

• American Midstream Partners, LP (NYSE: AMID) – Natural Gas Gatherers & Processors: 9.29% 
total return, in MLPY only 

• Boardwalk Pipeline Partners, L.P. (NYSE: BWP) – Natural Gas Transportation & 
Storage: -17.86% total return, in CMCI only 

Changes to subsector weights from the second quarter to the third quarter were all a result of normal 
rebalancing processes and constituent price movements. Of particular note, rebalancing removed all 

                                                           
8 Unless otherwise noted, total return values reflect total returns in the third quarter of 2017, including reinvested distributions. Past performance 
is not an indication of future results. Many not represent the actual total return experienced by the Index. 
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constituents in the Propane subsector from MLPX9 and added the Coal subsector to MLPY. Weights in 
the Large Cap Diversified subsector declined across all three Indices, while the Natural Gas Gatherers & 
Processors subsector increased in weight for all three Indices. Index subsector weights are shown in the 
table below. 

 

Subsector Average Weights for the 3rd Quarter of 2017 
 MLPX CMCI MLPY 

Large Cap Diversified 13.31% 30.34% 8.62% 

Natural Gas Gatherers & Processors 26.04% 12.99% 22.35% 

Natural Gas Transportation & Storage 13.77% 15.37% 8.14% 

Crude Oil & Refined Products 32.89% 25.57% 29.92% 

Small Cap Midstream    

Propane  4.57% 9.07% 

Marine   8.59% 

Oilfield Services   2.74% 

Coal 3.26%  2.95% 

Upstream MLPs    

Other MLPs   3.68% 

MLP General Partners 10.74% 11.16% 3.95% 
Note: Individual subsector weights may not sum to 100% due to rounding. Subsector weightings are subject to change and there is 
no assurance that weightings depicted correlate to current Index subsector weightings. 

 

We appreciate your support. Thank you for your continued confidence. Please call us with any questions 
or comments. 

 

Jerry V. Swank  Todd Sunderland Jon Abel 
Managing Partner Head of Risk Management Senior Analyst 
 Head of Quant Strategies Risk Management 
  Quant Strategies 
  

                                                           
9 Constituents in the Propane subsector were removed from MLPX in the June 16, 2017, rebalancing. 
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Important Disclosures 

This summary does not constitute an offering of any security, product or service and is intended exclusively for the 
use of the person to whom it has been delivered and this summary is not to be reproduced or redistributed to any 
other person without the prior consent of Swank Capital, LLC and Cushing® Asset Management, LP (“Cushing”). 

Indices are unmanaged and cannot be invested in directly. Index performance does not reflect the deduction of any 
fees or expenses. Performance shown represents past performance and should not be viewed as a guarantee of future 
results. None of the information about the Indices constitutes an offer to buy or sell, or a promotion or 
recommendation of, any security, financial instrument or product or trading strategy. None of the information 
about the Indices is intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Information about the Indices is 
provided "as is" and the user of the information assumes the entire risk of any use it may make or permit to be made 
of such information. Cushing does not sponsor, endorse, sell, or promote any investment product linked to or based 
on the Index.  

The Cushing® 30 MLP Index (MLPX) tracks the performance of 30 publicly traded MLP securities that hold 
midstream energy infrastructure assets in North America. The Cushing® MLP Market Cap Index (CMCI) tracks the 
performance of 30 MLPs weighted on a float-adjusted market capitalization basis, with each constituent capped at 
7.5% at rebalance. The Cushing® MLP High Income Index (MLPY) tracks the performance of 30 MLPs with a focus 
on high distribution rates and the constituents are selected using a three-tiered weighting system. 

The S&P 500® Index (“S&P 500”) is an index of 500 stocks used industry wide as a macro level indicator of the 
overall U.S. equity market. The PHLX Utility Sector Index (“PHLX Utility”) is a utility sector index which includes 
communication services, electrical power providers and natural gas distributors. The Dow Jones Equity REIT Index 
(“DJ REIT”) includes all companies in the Dow Jones U.S. stock universe that have elected to be taxed as REITs. The 
Bloomberg Barclays U.S. Treasury Bellwether 10 Year (“BarCap Bellwether”) Index is an unmanaged index of U.S. 
Treasury bonds with 10 years maturity. The Standard and Poor’s 500 Energy Index (“S5ENRS”) is a capitalization-
weighted GICS Level 1 sector group index. Each such aforementioned non-Cushing index is included for 
comparative purposes only. 

The Cushing® 30 MLP Index, the Cushing® MLP Market Cap Index, and the Cushing® MLP High Income Index 
(collectively, the “Indices”) are the exclusive property of Swank Capital, LLC, and Cushing Asset Management, LP, 
which have contracted with S&P Opco, LLC (a subsidiary of S&P Dow Jones Indices LLC) (“S&P Dow Jones 
Indices”) to calculate and maintain the Indices. S&P® is a registered trademark of Standard & Poor’s Financial 
Services LLC (“SPFS”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); 
and, these trademarks have been licensed to S&P Dow Jones Indices. “Calculated by S&P Dow Jones Indices” and its 
related stylized mark(s) have been licensed for use by Swank Capital, LLC, and Cushing Asset Management, LP. 
Neither S&P Dow Jones Indices, SPFS, Dow Jones nor any of their affiliates sponsor and promote the Indices and 
none shall be liable for any errors or omissions in calculating the Indices. 

The views contained in this letter are those of Cushing and are based upon information obtained by Cushing from 
sources that are believed to be reliable. Cushing makes no endorsement or guarantee, and assumes no liability 
whatsoever for, the accuracy or reliability of any third party data contained herein. The information contained 
herein is given solely as of the date hereof and Cushing shall have no responsibility or duty to provide updated 
information to the recipient. 
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