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Performance of master limited partnerships (MLPs) and non-MLP U.S. royalty trusts (Energy Trusts) 
built on muted but solid third quarter gains during the fourth quarter of 2016 (the “period”). Total 
returns for The Cushing® 30 MLP Index (MLPX), The Cushing® MLP Market Cap Index (CMCI) and The 
Cushing® MLP High Income Index (MLPY), shown in the table below, each of which draws broadly from 
the investable MLP universe, were essentially in-line with third quarter gains. The Cushing® Upstream 
Energy Income Index (CRTY), consisting of Upstream MLPs and Energy Trusts, likewise recorded a 
positive return for the period, reversing course from the third quarter’s loss. 

Performance 

 
Quarter Ended 

12/31/16 
Year-To-Date 

Through 12/31/16 

The Cushing® 30 MLP Index (Total Return) (MLPX) 4.84% 30.73% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) 4.41% 24.83% 

The Cushing® MLP High Income Index (Total Return) (MLPY) 3.77% 34.42% 

The Cushing® Upstream Energy Income Index (Total Return) (CRTY) 0.68% (0.29%) 

Dow Jones Equity All REIT Index (Total Return) (3.24%) 8.88% 

PHLX Utility Sector Index (Total Return) 0.48% 17.39% 

S&P 500 Index (Total Return) 3.82% 11.96% 

10 Year U.S. Treasury(1) (6.81%) (0.16%) 
(1) 10 Year U.S. Treasury total return as represented by the Barclays Capital U.S. Treasury Bellwether Index 
See “Important Disclosures” for further details regarding each index.  It is not possible to invest directly in an index. 

 

The fourth quarter, however, was not an altogether smooth ride for MLPs and Energy Trusts. The period 
began with a significant downward movement as the price level of MLPX lost -7.77% between 
September 30 and November 4. The markets turned around, however, and from November 5 through the 
end of the period, the MLPX price level gained 11.56%. As shown in the chart on the following page, price 
movements in the other Cushing Indices were similar. 

Gains in crude oil and natural gas prices outpaced MLP returns during the period. The front-month West 
Texas Intermediate (WTI) crude oil futures contract rose 11.36% during the quarter, ending the quarter 
and year at $53.72/barrel (bbl). WTI peaked at $54.06/bbl on December 28, 2016, setting its highest daily 
close since July 2, 2015. Natural gas did even better during the period as the front-month Henry Hub 
futures contract rose 28.15% to end the quarter at $3.724/million BTu (MMBTu). Natural gas likewise 
peaked on December 28, reaching a high close of $3.930/MMBtu, the highest level since 
December 1, 2014. 
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Normalized Price Performance of the Indices during the 4th Quarter of 2016, Referenced to 
November 4, 2016 

 
Source: Bloomberg, L.P. Past performance is not indicative of future results. 

 

Domestic Energy Markets 

The price gains in crude oil and natural gas in the fourth quarter were potentially an indication of a 
broader move to more supportive domestic and international energy markets. The lower crude oil price 
regime that was triggered by the November 2014 decision by the Organization of the Petroleum Exporting 
Countries (OPEC) to pursue market share at the expense of price had the intended effect of driving down 
global supply. As put by analysts from Raymond James, “…[I]t has become clear that the global oil 
industry cannot grow aggregate oil supply on a sustainable basis at sub-$50/bbl oil. The clearest evidence 
for this is the fact that non-OPEC supply in 2016 posted its steepest annual decline this decade, down 
1.3 million bpd (more than 2%) when we compare exit-2016 versus exit-2015….” 1  

Crude oil prices rose as supply weakened, and were further supported by the November 30 decision by 
OPEC’s member states to agree to a 6-month, 1.2 million barrel/day (bpd) cut in crude oil production, or 
about 3.73% versus October 2016 production levels, beginning January 1, 2017. OPEC was joined on 
December 10 by a group of non-OPEC producing countries that announced production cuts of an 
additional 558,000 bpd over the same six month period, with more than half of that contribution, or 
300,000 bpd, coming from Russia. The November 30 agreement gave a sharp boost to crude oil prices as 
front-month WTI futures gained 9.31% that day versus the November 29 closing price. MLPs gave a 
similar, albeit more muted response, as MLPX gained 3.15% on November 30. CRTY, with Upstream 
MLPs and Energy Trusts more directly exposed to crude oil prices, returned 5.36% on November 30. 

                                                           
1 Midstream Suppliers: 2017 Annual Outlook. Raymond James & Associates.  January 12, 2017. 
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If reduced global production can keep crude oil prices above $50, some predict that domestic crude oil 
production may be further boosted, especially if OPEC disproportionately cuts exports to the U.S.2 As the 
chart below shows, oil production in the Lower 48 U.S. already began to reverse its decline in the fourth 
quarter of 2016, following on increases in the working rig count that began near at the end of the second 
quarter of 2016. The upward move in drilling activity in the second quarter of 2016 corresponded with 
WTI crude oil prices picking back up above $45. 

Lower 48 States Crude Oil Production and Oil Rig Count, 2016 

 
Source: Baker Hughes Incorporated (rig count data); U.S. Energy Information Administration (crude oil production data). Past performance is 
not indicative of future results. 

 

As it was in the third quarter of 2016, drillers’ interest continued to be unequally distributed within 
domestic basins as the chart on the following page shows. The Permian basin in western Texas and 
southern New Mexico received the largest share of producers’ attention and by year’s end accounted for 
more than half of active oil drilling rigs. Drawn by multiple pay zones and ample takeaway capacity, E&P 
companies were running 264 oil drilling rigs in the Permian during the week ending December 30, 2016, 
out of 525 such rigs running in the entire U.S.3 The EIA forecasted January 2017 oil production in the 
Permian to be 2.13 million bpd, an increase of just over 207,000 bpd from January 2016, as the Permian’s 
share of domestic shale oil production was forecast to increase to 46.82% from 37.48% over that same 
time period.4 

                                                           
2 Colover, Daniel; Philip Vahn; Takeo Kumagai and James Bambino. “Saudi Aramco could cut exports to the West.” Oilgram News. S&P Global 
Platts. December 12, 2016. 
3 North American Rotary Rig Count (Jan 200- Current). Baker Hughes Incorporated. January 6, 2017. 
4 Drilling Productivity Report. U.S. Energy Information Administration. December 12, 2016. 
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The pickup in Permian activity and expectations of continued growth in the future led to questions about 
the future of midstream capacity to get Permian oil, gas and liquids to markets. While spare capacity in 
the fourth quarter was available and midstream company managements generally agreed during third 
quarter earnings calls that current and planned capacity would be sufficient in the long run, they did note 
some potential for bottlenecks in the late 2017/early 2018 period prior to planned capacity coming 
online.5 This capacity availability points to another advantage that Permian midstream companies enjoy 
over those connecting to other basins, namely that the entire path between supply and demand points falls 
within Texas’ sole jurisdiction. Consequently, federal approvals or, for that matter, unfriendly state 
regulator approvals are generally not required for new pipeline construction or expansion. 

Oil Production Growth by Basin vs. WTI Crude Oil Price 

 

 
Source: Dirty Little Secrets: Lifting the Covers on Midstream Energy Company Risk. East Daley Capital.  January 2017. 

 

The story for natural gas and natural gas liquids continued to be one of expectant waiting. Dedicated gas 
drilling activity continued at a moderately accelerated pace versus the third quarter of 2016, but still well 
below levels at year end 2015 and prior years,6 and shale gas production forecasts for January 2017 were 
only slightly elevated versus levels from January 2016.7 Warmer-than-average temperatures in the first two 
months of the first quarter of 2016 contributed to natural gas storage volumes that continued to run above 
the preceding 5-year storage range as the figure on the following page shows. Beginning in December of 
2016, however, natural gas storage volumes contracted, and the level of gas in storage declined to the 
preceding 5-year average by year end. 

Natural gas and ethane demand, however began to be constructive. For natural gas, the ongoing build out 
related to Marcellus/Utica production growth and natural gas fired power generation included sixteen 
pipeline projects consisting of 14 billion cubic feet/day (Bcf/d) of new take-away capacity. These projects 

                                                           
5 Q3 2016 Earnings Call. Western Refining Logistics, LP. Transcribed by Bloomberg, LP. November 11, 2016. 
6 North American Rotary Rig Count (Jan 200- Current). Baker Hughes Incorporated. January 6, 2017. 
7 Drilling Productivity Report. U.S. Energy Information Administration. December 12, 2016. 
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were slated to come online in the next three years to move Marcellus/Utica natural gas to the south and 
west, easing Northeast takeaway capacity constraints. 8  

Working Natural Gas Total Estimated Storage, 2016 versus 2011-2015 Range 

 
Source: U.S. Department of Energy, Bloomberg L.P. Past performance is not indicative of future results. 

 

As well, demand diversity continued to grow in the natural gas market as it increasingly became an export 
market for U.S. producers. Though export volumes equated to a little over 10% of total natural gas 
consumption in October 2016, export volumes for the twelve months ending October 2016 were up 
26.70% versus the corresponding twelve-month period ending October 2015.9 Most of that export 
increase growth to date came through increased pipeline shipments to Mexico; however, a key piece of the 
growth in exports and the greater opportunity for future exports arose from seaborne shipments of 
liquefied natural gas (LNG). 

At period end, all U.S. LNG exports were loaded from Cheniere Energy Partners, L.P.’s (NYSE: CQP) 
Sabine Pass LNG terminal in Louisiana, currently consisting of two “trains” or LNG processing and 
loading systems. Twelve other LNG projects were under construction to add capacity to the 9 million 
metric tons per year (MTPA) capacity of the first two Cheniere trains, including three more by Cheniere 
at Sabine Pass and two at Corpus Christi, Texas. All of these facilities were scheduled to come on line by 
the end of 2018, totaling 63 MTPA of liquefaction capacity, or roughly 12% of current U.S. natural gas 
consumption. Provided this gas can find willing buyers and U.S. natural gas prices can remain 
competitive, it appears the implications for upstream and midstream gas companies are positive in the 

                                                           
8 Braziel, Rusty. I Saw Miles and Miles of Texas - Northeast Natural Gas to Gulf Coast Export Markets. RBN Energy LLC.  October 9, 2016. 
9 Data from U.S. Energy Information Administration EIA Energy Data Add-In version 4.1, extracted January 9, 2017. 
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long term. That proviso makes for a rather significant condition, however, as global natural gas 
liquefaction capacity slated to come on line by 2020 could exceed global demand by approximately 50%.10 

 

Capital Markets, the Evolving MLP Financing Model and the Future of IDRs 

From a capital markets perspective, the externally funded financing model of MLPs came under attack in 
2016. Operational performance for the broad MLP group was mostly strong, with resilient EBITDA11 and 
cash flows. However, in the typical MLP structure, the majority of cash flows earned from legacy assets are 
returned to unitholders in the form of distributions, necessitating external funding from the equity and 
debt markets for growth projects. Even for healthy MLPs, reluctant capital markets could quickly lead to 
fundamental problems, as they did for many MLPs in early 2016. 

Fortunately, the second half of the year brought some resolution to most concerns regarding capital 
market access for MLPs. Most MLPs chose to maintain or grow their distributions throughout the year, 
building investor confidence in their ability to withstand energy sector turmoil. Some MLPs did choose to 
cut or eliminate distributions, but the number of such announcements declined as the year progressed. 
Some midstream companies abandoned the externally funded financing model entirely in favor of 
internally funding capital backlogs for at least the intermediate term, while others took a more 
balanced/hybrid approach with higher distribution coverage ratios.  

In an effort to bring cost of capital down over the longer term, several MLPs began evaluating ways to 
reduce or eliminate the effect of incentive distribution rights (IDRs), the escalating share of distributions 
that MLPs owe to their general partners as distributions grow above a baseline level. Several mature MLPs 
received waivers or eliminated IDRs outright in exchange for cash or limited partner common units. 
Others collapsed the company structure to eliminate the general partner/limited partner structure 
altogether. Given the burden that IDRs impose on MLPs to maintain adequate distribution coverage 
ratios, it is possible that additional MLPs and their general partners will conclude that the “incentives” of 
IDRs are no longer suitable for their future plans. 

 

Interest Rate Environment 

In December, the Federal Open Market Committee (FOMC) signaled that the accommodative interest 
rate environment that it had maintained since 2008 will be gradually tightened over the next few years.12 A 
natural question for many investors is whether MLPs will be adversely affected by rising domestic interest 
rates. There are two areas of concern involved in this question: first, whether rising interest rates will 
negatively impact MLPs’ cost of capital; and second, whether as yield-oriented investments, MLP 
valuations will suffer. 

                                                           
10 Carr, Housley. Catch a Wave – How Long a Wait for the ‘Second Wave’ of U.S. LNG Export Projects? RBN Energy LLC. October 5, 2016. 
11 Earnings before interest, taxes, depreciation and amortization 
12 Transcript of Chair Yellen’s Press Conference. Board of Governors of the Federal Reserve System. December 14, ,2016. 
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As to the first question, we note that the FOMC has pointed to future rate increases coming as a result of 
expected strength in the domestic economy. To the extent that a strong, growing economy improves 
business conditions and balance sheets for MLPs, any increase in benchmark rates may be offset by a 
reduction in individual firm borrowing costs. We note further that in past FOMC tightening cycles, the 
tendency has been for the yield curve to flatten (i.e., for the difference between short- and long-term rates 
to shrink) rather than for rates to shift in parallel, meaning that longer-term borrowing cost increases 
have been muted. Corporate debt yield spreads to treasury benchmarks, meanwhile, whether for high 
yield or investment-grade debt, have over the past 30 years tended to contract or remain level during 
FOMC tightening cycles. 

Regarding the attractiveness of yield-oriented investments in rising rate environments, the available 
evidence points to the performance of MLPs being more closely correlated to the performance of energy-
related equities than to other yield-oriented investments such as real estate investment trusts (REITs) or 
utility equities. As the charts below show, in the period from January 2015 through December 2016, 
performance of MLPs, as represented by MLPX, moved in relatively close step with indices populated by 
firms engaged in oilfield services, exploration and production activities, reaching a nadir in Februrary 
2016 before rebounding along with crude oil prices. In contrast, performance of yield-focused indices 
representing REITs, utilities, consumer staples and telecom companies were relatively healthy compared 
to MLPs and peaked as treasury yields reach multi-decade lows in July 2016. 

Performance of Energy Indices (1)(2)(3)  Performance of Yield-Focused Indices (1)(2)(3) 

 

 

 
1) Source: Bloomberg, Returns shown for the period from January 2015 through December 31, 2016. Past performance is not indicative of 
future results.. 
2) Represents price return. 
3) See Important Disclosures on p. 14 for additional information regarding each index. 

 

Following the U.S. general election on November 8, treasury yields moved strongly upwards with the 10-
year treasury yield rising by 59 basis points from to 1.85% to 2.44% in the period between November 8 
and December 30. During this same period, the MLPX price level gained 10.93%, beating the S&P 500 
Real Estate Investment Trusts REITS Industry Index price return of 1.09%. While past behavior is no 
guarantee of future performance, the available evidence does not appear to support a meaningful long-
term negative read for MLPs due to rising interest rates. As Steve Fleishman of Wolfe Research reported, 
“MLPs are the only income sector outperforming the market since Trump won the election. This 



   

8117 Preston Road, Suite 440, Dallas, TX 75225 
(214) 692-6334 (phone) • (214) 219-2353 (fax) 
www.cushingasset.com• info@cushingasset.com 8 

highlights one of the main benefits of owning MLPs – they are the only income sector that is not a bond 
proxy. Bond yields have jumped 50bps since the election driving utilities, staples and REITs down with 
them. …[T]hey are income stocks that are more of an oil proxy than a bond proxy.”13 

 

Politics, Regulation, Environmentalists and Tax Reform. 

Throughout much of the fourth quarter, the political environment grew more hostile towards energy 
infrastructure, with perhaps the highest profile example coming from the Dakota Access Pipeline (DAPL). 
This joint venture project of MLPs Energy Transfer Partners, L.P. (NYSE: ETP), Sunoco Logistics 
Partners L.P. (NYSE: SXL) and Enbridge Energy Partners, L.P. (NYSE: EEP) along with Marathon 
Petroleum Corporation (NYSE: MPC) and Phillips 66 (NYSE: PSX) was opposed primarily by the 
Standing Rock Sioux Tribe (SRST) who claim the pipeline endangers their water supply and sacred lands, 
despite numerous studies and findings to the contrary. On November 14, 2016, the Army Corps of 
Engineers deferred a decision on granting an easement to cross under Lake Oahe in North Dakota in 
order to pursue additional discussions with the SRST.14 Subsequently, on December 4, 2016, the Corps 
announced that it was declining to approve the easement in order to investigate alternate routing, 
indefinitely delaying completion of the final 1,094 feet of the 1,172 mile pipeline.15 

The election of Donald Trump as President may have marked a turning point in the federal government’s 
view of energy infrastructure projects, however. In an interview with Chris Wallace of Fox News aired on 
December 11th, Donald Trump appeared to be supportive of allowing DAPL to be completed without 
offering any specifics as to how that would happen. When asked by Wallace whether he would start 
DAPL, Trump offered, “I’m not saying anything. I just say something will happen, and it’ll be quick. I 
think it’s very unfair. So it’ll start one way or the other.” Trump has also promised “a decision” on the 
Keystone XL Pipeline, a project by TransCanada Corporation (TSX: TRP), owner of the general partner 
interest of MLP TC Pipelines, LP (NYSE: TCP).16 For their part, DAPL’s joint venture partners and many 
industry analysts are optimistic that the easement will be granted in short order under the new Trump 
administration. Once the easement is granted, ETP has said that it would need 90-120 days to complete 
the crossing.17 

Trump’s Contract with the American Voter, released on October 22, 2016, pledged to reverse “Obama-
Clinton roadblocks” hindering energy infrastructure projects, and called on Congress to pass legislation to 
spur $1 trillion in energy and infrastructure public-private investment over 10 years.18 He has furthermore 
made cabinet nominations in the Environment, Interior, Energy and State departments who have been 
either energy industry participants (Rex Tillerson, Rick Perry) or who have in past government service 
adopted stances and taken actions supportive of energy development (Perry, Ryan Zinke, Scott Pruitt). 

                                                           
13 Fleishman, Steve. Midstream of Consciousness: It’s nice not to be a bond proxy. Wolfe Research. November 20, 2016. 
14 Darcy, Jo-Ellen. Letter to the Honorable Dave Archambault II, Kelcy Warren and Joey Mahmoud. November 14, 2016. 
15 “Army will not grant easement for Dakota Access Pipeline crossing.” U.S. Army. December 4, 2016. 
16 “Exclusive: Donald Trump on Cabinet picks, transition process.” Transcript from Fox News Sunday. December 11, 2016. 
17 Gordon, Meghan and Allen Reed. “Dakota Access startup likely in H2 2017.” Oilgram News. S&P Global Platts. December 6, 2016. 
18 Donald Trump’s Contract with the American Voter. http://donaldjtrump.com/contract. 
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The expectation amongst most observers was that these individuals, once confirmed, will run their 
departments in a manner friendly to the energy industry. The Republican-majority Congress could also 
have a say in reducing the regulatory burden on infrastructure, including potentially passing legislation 
that speeds the timeline for regulatory review of pipeline projects.  

Nonetheless, while the tone and action out of Washington, DC is likely to be more infrastructure friendly, 
continued resistance from environmental groups as well as ongoing state- and local-level political 
headwinds may continue to impact MLPs. Environmental groups emboldened by the political success 
enjoyed in the fight against DAPL signaled their intent to continue the fight against it and other energy 
infrastructure projects. The northeast U.S., as well, in which multiple jurisdictions often have a say in 
projects, continued to be challenging for developing new projects, with a number of projects in the 
northeast facing delays or outright cancellation (for example, Spectra Energy Partners LP’s (NYSE: SEP) 
Access Northeast project, which is effectively on hold). 

In addition to the aforementioned proposed cabinet appointments, Trump will have the authority this 
year to nominate, with Senate confirmation, three new FERC commissioners (out of a total of five) as well 
as designate the chairman. The FERC regulates interstate pipelines, among other duties, and is currently 
comprised of only three Democrats. While the FERC has historically been MLP/infrastructure friendly, 
there are two unresolved issues dealing with income tax allowance recovery and oil pipeline tariff 
indexing that, if favorably resolved, have the potential to forestall negative impacts to pipeline earnings. 

Another area of potential concern to MLP investors may come from efforts in Congress to reform 
corporate taxes. While the risk that the MLP vehicle itself will be eliminated through a corporate tax 
reform package appeared to be low, the MLP structure (specifically its cost of capital) may become less 
advantageous relative to their C-corp peers through reduced corporate tax rates and provisions such as 
immediate expensing of capital expenditures. The headline for this effort has been a reduction in the top 
corporate income tax rate from 35%, but perhaps not as low as Trump’s proposed 15% rate or the 20% 
proposal advanced by House Republicans.19 However, since MLPs are pass-through entities not subject to 
federal income taxation, the benefits of corporate tax reform would not, in general, accrue to MLP 
investors. 

 

MLP Valuations 

We close the market review portion of this letter by revisiting MLP valuations. In our third quarter 
Market Review, we made the observation that MLPs valuations relative to historical cash flow and 
EBITDA multiples and distribution yield were near or below long-term averages. The fourth quarter’s 
performance did not meaningfully alter that picture, and valuation ratios continued to reflect values at or 
near long-term averages. The other changes manifested in the fourth quarter and outlined above – global 
crude oil markets moving towards balance, improving prospects for natural gas demand, capital market 
and MLP structural improvements, and a friendlier national political environment – may prove to be 

                                                           
19 “Tax.” A Better Way: Our Vision for a Confident America. House Republican Party Tax Reform Task Force. June 24, 2016. 
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catalysts that spark movements in MLP prices and drive valuations closer to or above those long-term 
averages. 

Valuation Ratios of MLPX for the 7 Year Period ending December 31, 2016 

Price to 1-Year Forward Cash Flow 
December 31, 2016 = 9.9x 

Enterprise Value to 1-Year Fwd EBITDA 
December 31, 2016 = 12.9x 

Indicated Yield (shown inverted) 
December 31, 2016 = 6.4% 

   
Source: Cushing Asset Management analysis of Bloomberg LP data. Past performance is not indicative of future results. 

 

The Cushing® Indices Performance – 4th Quarter 2016 
Performance amongst the subsectors of the Cushing Indices was almost uniformly positive, as shown in 
the following table. The Natural Gas Gatherers & Processors and MLP General Partners subsectors 
generated the best relative performance overall for MLPX, CMCI and MLPY. Standout names in these 
subsectors included Energy Transfer Equity, L.P. (NYSE: ETE, 17.35% total return)20; ONEOK, Inc. 
(NYSE: OKE, 13.13% total return); Antero Midstream Partners LP (NYSE: AM; 16.76% total return); 
Summit Midstream Partners, LP (NYSE: SMLP, 12.66% total return) and DCP Midstream Partners, L.P. 
(NYSE: DPM, 11.33% total return). ETE investors enjoyed particularly strong price action in the post-
election recovery with a gain of 37.93% between November 9 and December 30, as investors rewarded 
both its indirect exposure to the Dakota Access Pipeline and the November 21 announcement of the 
merger between subsidiaries Energy Transfer Partners, L.P. (NYSE: ETP) and Sunoco Logistics Partners 
L.P. (NYSE: SXL). 

The worst underperformance for MLPX, CMCI and MLPY came from the Crude Oil & Refined Products 
subsector. Though most Index constituents in this subsector generated negative returns during the period, 
the worst came from SXL, the acquirer in the merger with ETP. On the day of the merger announcement, 
SXL closed down -6.57% and went on to generate a total return of -13.66% for the full quarter. Its merger 
partner, ETP, a member of the Large Cap Diversified subsector, fared somewhat better with a total return 
of -0.14% for the quarter, but still lagged its subsector in performance. 

  

                                                           
20 Total return values reflect total returns in the fourth quarter of 2016, including reinvested distributions. Past performance is not an indication 
of future results. May not represent the actual total return experienced by the Index. 
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Subsector Contributors to/(Detractors from) Index Total Return for the 4th Quarter of 2016 
 MLPX CMCI MLPY CRTY 

Large Cap Diversified 0.95% 1.67% 1.09%  

Natural Gas Gatherers & Processors 2.01% 0.90% 1.62%  

Natural Gas Transportation & Storage 1.33% 0.33% 0.44%  

Crude Oil & Refined Products (0.75%) (0.89%) (0.23%)  

Small Cap Midstream   0.02%  

Propane 0.23% 0.05% (2.11%)  

Marine   0.88%  

Oilfield Services   (0.20%)  

Coal     

Upstream MLPs    (2.34%) 

Other MLPs   1.02%  

MLP General Partners 1.07% 2.36% 1.26%  

Energy Trusts    3.02% 

Index Total Return 4.84% 4.41% 3.77% 0.68% 
Note: Individual subsector returns may not sum to Index total due to rounding. 

 

The Upstream MLP subsector, present only in CRTY during the period, continued to suffer despite the 
improvement in crude oil and natural gas prices. The negative performance in this subsector was 
primarily due to the influence of a single MLP, Memorial Production Partners LP (NASDAQ: MEMP), 
which generated a total return of -92.99% during the period. On November 1, MEMP announced that its 
borrowing base would be cut from $925 million to $720 million and that it would be deferring an interest 
payment due November 1. Subsequently, on December 23, the partnership announced that it would enter 
into a prepackaged Chapter 11 bankruptcy by January 16, 2017, under which current unitholders would 
retain a 2% equity interest in the company, to be reorganized as a C-corporation rather than an MLP. 

Subsector weightings in the Cushing Indices, shown in the following table, reflected a reduction in 
weighting in MLPX and CMCI in the Large Cap Diversified and MLP General Partners subsectors. These 
reductions stemmed from the removal of Plains All American Pipeline, L.P. (NYSE: PAA) and Plains GP 
Holdings, L.P. (NYSE: PAGP), in both cases due to distribution cuts. The Small Cap Midstream and 
Propane subsectors in MLPY similarly lost weighting due to distribution cut announcements by Martin 
Midstream Partners L.P. (NASDAQ: MMLP) and Ferrellgas Partners, L.P. (NYSE: FGP), respectively. As 
of the end of the period, the neither the Small Cap Midstream nor the Coal subsector were represented in 
any of the Cushing Indices. 
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Subsector Average Weights for the 4th Quarter of 2016 
 MLPX CMCI MLPY CRTY 

Large Cap Diversified 20.80% 39.82% 19.73%  

Natural Gas Gatherers & Processors 19.98% 8.69% 16.43%  

Natural Gas Transportation & Storage 16.04% 9.07% 9.02%  

Crude Oil & Refined Products 31.92% 23.73% 30.26%  

Small Cap Midstream   0.68%  

Propane 3.34% 3.16% 7.14%  

Marine   3.58%  

Oilfield Services   1.73%  

Coal     

Upstream MLPs    37.59% 

Other MLPs   4.00%  

MLP General Partners 7.91% 15.53% 7.41%  

Energy Trusts    62.41% 
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. 

 

Normal Cushing Index rebalancing near the beginning of the quarter resulted in the removal of Upstream 
MLP constituents from MLPY, leaving only CRTY with Upstream MLP constituents. The Upstream MLP 
subsector has been negatively impacted by the loss of eligible constituents due to price movement, 
distribution cuts, bankruptcy and delisting. As of December 31, 2016, the Upstream MLP subsector had 
only one potential constituent, Black Stone Minerals, L.P. (NYSE: BSM) that met the listing, public float, 
market cap and distribution stability eligibility criteria for MLPX, CMCI and MLPY. 

 

Significant Corporate Actions Affecting the Cushing® Indices 
On September 30, 2016, Plains All American Pipeline, L.P. (NYSE: PAA) and Plains GP Holdings, L.P. 
(NYSE: PAGP) announced distribution cuts. Both companies were removed from MLPX and CMCI on 
October 27, 2016, and replaced with new constituents. Additionally, CMCI was fully rebalanced 
commensurate with the constituent change.21,22 

                                                           
21 Swank Capital and Cushing® Asset Management Announce Constituent Changes to The Cushing® 30 MLP Index. Cushing Asset Management, 
LP. October 20, 2016. 
22 Swank Capital and Cushing® Asset Management Announce Constituent Changes to The Cushing® MLP Market Cap Index. Cushing Asset 
Management, LP. October 20, 2016. 
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On October 20, 2016, Martin Midstream Partners L.P. (NASDAQ: MMLP) announced a distribution cut 
that necessitated its removal from MLPY. MMLP was replaced after market close on October 31, 2016, by 
Magellan Midstream Partners, L.P. (NYSE: MMP).23 

Ferrellgas Partners, L.P. (NYSE: FGP) made a distribution cut announcement on November 22, 2016, and 
was subsequently removed from MLPY on November 30, 2016. Phillips 66 Partners LP (NYSE: PSXP) 
replaced FGP in MLPY.24 

 

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 
  

                                                           
23 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP High Income Index. Cushing Asset 
Management, LP. October 24, 2016. 
24 Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP High Income Index. Cushing Asset 
Management, LP. November 23, 2016. 
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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. This summary should not be construed to provide advice of any kind, including, but not limited to, tax and 
legal. You should not make a decision to make an investment based solely on the statements set forth in this 
summary and are advised to make an investment only after carefully evaluating the risks associated with investment. 
This summary does not contain, and does not purport to contain, the level of detail necessary to give sufficient basis 
for an investment decision. The addition, removal or inclusion of a security in any Cushing index should not be 
considered a recommendation to buy, sell, or hold that security, nor investment advice. 

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 
Cushing® Upstream Energy Income Index (CRTY) tracks the performance of 25 U.S. royalty trusts and upstream 
MLPs on a float-adjusted market capitalization basis with each constituent capped at 7.5% at rebalance. 

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 All REIT 
Index (“DJ REIT”) includes all companies in the Dow Jones U.S. stock universe that have elected to be taxed as 
REITs. The Barclays Capital U.S. Treasury Bellwether (“BarCap Bellwether”) Index is an unmanaged index of U.S. 
Treasury bonds with 10 years maturity. The S&P 500 Oil & Gas Exploration and Production Sub Industry Index 
(“S5OILP”) is comprised of stocks in the S&P Total Market Index that are classified in the GICS oil & gas 
exploration & production sub-industry.  The Philadelphia Stock Exchange Oil Services Sector Index (“OSX”) is a 
price-weighted index composed of 15 companies that provide oil drilling and production services, oil field 
equipment, support services and geophysical/reservoir services.  The S&P Energy Select Sector Index (“IXE”) is a 
modified capitalization-weighted index comprised of stocks within the GICS energy sector of the S&P 500 Index.  
The index is intended to track the movements of companies that are components of the S&P 500 and are involved in 
the development or production of energy products. The Standard and Poor’s 500 Real Estate Investment Trusts 
REITS Industry Index (“S5REITS”) is a GICS Level 3 industries index. The Standard and Poor’s 500 Consumer 
Staples Sector Index (“S5CONS”) is a capitalization-weighted GICS Level 1 sector group index. The Standard and 
Poor’s 500 Utilities Index (“S5UTIL”) is a capitalization-weighted GICS Level 1 sector group index. The Standard 
and Poor’s 500 Telecommunications Services Index (“S5TELS”) 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, the Cushing® MLP High Income Index, and 
the Cushing® Upstream Energy Income Index (collectively, the “Indices”) are the exclusive property of Cushing 
Asset Management, LP, which has 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 Cushing Asset Management, LP. Neither 
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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. 


