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April 15, 2016 
 
Despite the overall negative returns for master limited partnerships (MLPs) and non-MLP U.S. royalty 
trusts (Energy Trusts) in the first quarter of 2016, investors might be justifiably hopeful based on a strong 
performance in MLPs and Energy Trusts in the second half of the quarter. These same investors might 
also be excused, however, for questioning the staying power of the second-half rally, given the truly gut-
wrenching performance in the sectors in the first half of the quarter. Using The Cushing® 30 MLP Index 
(MLPX) to illustrate, the first 28 trading days of 2016 (January 4, 2016, to February 11, 2016) played host 
to the following: 

• an 11-day slide with a cumulative total return of -28.86%1; 
• a 7-day rally with a cumulative total return of +22.19%2; 
• a 9-day rally failure with a cumulative total return of -22.50%3; 
• 12 days in which price levels dropped by more than 3%4; and 
• 5 days in which price levels rose by more than 3%.5 

 
Performance 

 
Year-To-Date 

Through 3/31/16 

The Cushing® 30 MLP Index (Total Return) (MLPX) -8.51% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) -8.93% 

The Cushing® MLP High Income Index (Total Return) (MLPY) -5.41% 

The Cushing® Upstream Energy Income Index (Total Return) (CRTY) -8.70% 

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

PHLX Utility Sector Index (Total Return) 16.39% 

S&P 500 Index (Total Return) 1.35% 

10 Year U.S. Treasury(1) 4.79% 
(1) 10 Year U.S. Treasury total return as represented by the Barclays Capital U.S. Treasury Bellwether Index 
(2) See “Important Disclosures” for further details regarding each index.  It is not possible to invest directly in an index. 

 

                                                 
1 January 5 through January 20 
2 January 21 through January 29 
3 February 1 through February 11 
4 January 6, January 7, January 11, January 13, January 15, January 19, January 20, January 25, February 8, February 9 and February 11 
5 January 14, January 21, January 22, January 26 and January 28 
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The period between February 11 and March 31 was somewhat calmer, with only 10 trading days (out of 
33 total trading days) in which the MLPX price level swung by more than 3% up or down. The bigger 
difference in the second half of the quarter, however, was that price levels moved persistently upwards. 
The chart below of daily percent change in price level for MLPX illustrates this point. The gray shaded 
area shows the 95% confidence interval for daily returns of MLPX based on 2015 daily price movements. 
The chart shows that prior to February 11, not only were daily returns more biased to the negative than in 
the post-February 11 period, but also the variability in returns was greater than both the post-February 11 
period and the prior year. The other three Cushing Indices behaved in similar fashion, differing primarily 
in magnitude. 
 

Daily Price Returns in MLPX during the 1st Quarter of 2016 

 
Source: Cushing Asset Management analysis of data sourced from Bloomberg, L.P. 

 
It is one thing, of course, to describe behavior and another altogether to understand why the behavior 
occurred. At the risk of repeating ourselves from prior quarterly letters, we once again look to price action 
in the energy markets to try to explain some of the movement in MLPs and Energy Trusts. Crude oil 
prices were themselves whipsawed around during the quarter. After closing 2015 by settling at 
$37.04/barrel (bbl), the front-month West Texas Intermediate (WTI) futures contract lost $10.49/bbl, or 
28.33%, by January 20 to settle at $26.55/bbl. Following the roll into the February 2016 contract on 
January 21, WTI prices rallied back to $33.62/bbl over the next seven trading days before losing their 
footing once again and dropping to $26.21/bbl on February 11, a 29.24% drop on the year to that point. 
The February 11 settlement represented the lowest WTI settlement price since May 6, 2003.6 
 
From February 11 onward, however, WTI prices took off, starting with a 12.32% gain on February 12 and 
rising in 19 out of 32 trading sessions thereafter. WTI finished the quarter at $38.34/bbl, 3.51% above the 

                                                 
6 The front-month WTI futures contract settled at $25.72/bbl on May 6, 2003. Source: Bloomberg, L.P. 
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December 31, 2015, settlement price. That quarter-end settlement was an eye-popping 47.18% rebound 
from the intra-quarter low of $26.05/bbl, also set on February 11.  
 
The natural gas market was no less volatile than the crude oil market, but Henry Hub (HH) natural gas 
futures failed to generate a turnaround to the same degree that WTI did. HH closed out 2015 at 
$2.337/million Btu (MMBtu). As the relatively warm winter weather of the fourth quarter of 2015 
continued into January and February, however, HH prices drew a spiky path downward until reaching a 
settlement price of $1.639/MMBtu on March 3, the lowest settlement price in a little over 17 years.7 
Natural gas prices recovered somewhat to end the quarter at $1.959/MMBtu, down 16.17%. 
 
Given the parallels in qualitative behavior between the Cushing Indices and WTI, it is not surprising to 
find that the statistical relationship between WTI crude oil prices and MLP Indices remained strong 
relative to the preceding five-year period, though weakened somewhat from the fourth quarter of 2015. 
The table below shows that correlation values between weekly returns of WTI futures and the Cushing 
Indices decreased from the elevated levels of the fourth quarter of 2015, but still exceeded the levels 
prevailing for the calendar years 2011 through 2015 for all but CRTY. Interestingly, CRTY, constituted of 
both upstream MLPs and Energy Trusts with higher levels of direct financial exposure to crude oil prices 
than MLPs generally, saw its correlation to WTI returns decline to match the 2011-2015 level. 
 

Correlation between Weekly Returns of WTI Crude Oil and Henry Hub Natural Gas 
Front-Month Futures and the Cushing Indices 

Index 
Five Years Ended 

December 31, 2015 
4th Quarter of 2015 1st Quarter of 2016 

 Crude Oil Nat Gas Crude Oil Nat Gas Crude Oil Nat Gas 

MLPX 0.52 0.13 0.87 0.66 0.72 0.19 

CMCI 0.53 0.16 0.86 0.70 0.74 0.16 

MLPY 0.57 0.17 0.86 0.75 0.73 0.26 

CRTY 0.63 0.22 0.83 0.80 0.63 0.34 
Source: Cushing Asset Management analysis of data sourced from Bloomberg, L.P. 

 
This table also shows that the relationship between Henry Hub natural gas and MLP Index returns 
declined even further relative to the fourth quarter of 2015, consistent with the observation of divergent 
price action between the Indices and HH prices. In fact, movement in the first quarter of 2016 in MLPX, 
CMCI and MLPY was towards the longer-term relationship that existed over the 2011-2015 period, when 
MLP Index returns were weakly correlated with natural gas price returns. The upstream MLPs and Energy 
Trusts bucked this trend as well, however, with CRTY’s correlation to natural gas weakening in the first 
quarter of 2016, but remaining more elevated relative to the five year period. 
 
The persistence of relatively high correlations between MLP and Energy Trust price returns and WTI 
price returns continues to bring to the fore the question of whether the linkage is appropriate. We 

                                                 
7 The front-month Henry Hub natural gas futures contract settled at $1.628/MMBtu on February 26, 1999. Source: Bloomberg, L.P. 
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acknowledge that energy prices do have a direct income statement impact to MLPs engaged in energy 
exploration and production (E&P), and for those companies the corresponding linkage to energy prices is 
natural. For Energy Trusts, the connection is even more direct, as distributions to unitholders are linked 
to the proceeds from production of energy products. 
 
To an extent, financial strains at E&P firms have the potential to be translated both to oilfield service 
providers and to downstream gathering providers. Such was the case in the March 8, 2016, ruling in 
connection with producer Sabine Oil & Gas Corporation’s (OTC: SOGCQ) bankruptcy proceedings in 
which the judge ruled that Sabine could reject gathering contracts with two pipeline operators.8 A similar 
question involving whether producer Quicksilver Resources Inc.’s (OTC: KWKAQ) gathering contracts 
with MLPY constituent Crestwood Equity Partners LP (NYSE: CEQP) could be rejected was avoided 
when the firm seeking to purchase Quicksilver’s assets out of bankruptcy agreed to a long-term gathering 
contract with Crestwood.9 
 
The latter case may serve as a source of encouragement for the MLP investor, reinforcing that producer 
financial stress or even bankruptcy does not necessarily mean that gathering systems and trunk pipelines 
will run dry. Instead, producers and gatherers may find it mutually advantageous to renegotiate contracts 
by extending terms or expanding coverage areas in exchange for price concessions. Indeed, these were the 
approaches taken by MLPX and CMCI constituent The Williams Companies, Inc. (NYSE: WMB) with 
producers Southwestern Energy Co. (NYSE: SWN)10 and Chesapeake Energy Corporation (NYSE: 
CHK)11 and MLPX, CMCI and MLPY constituent Energy Transfer Partners, L.P. (NYSE: ETP) with 
Chesapeake.12 Such moves, combined with other efficiencies that have led to product cost improvements 
of up to 33% for U.S. E&P companies13, may help to not only strengthen upstream MLPs but also insulate 
midstream MLPs against continuing energy price weakness. 
 
Another possibility to explain the WTI-MLP price connection is that crude oil price movements may 
provide information to energy investors about the attractiveness of the energy investment space. In this 
scenario, crude oil prices and MLP prices formed a sort of self-reinforcing feedback loop where increasing 
correlations between MLP and crude oil price movements supported the signaling power of crude oil 
price changes. Investors would subsequently look to crude oil prices for investment cues, further raising 
correlations. 
 

                                                 
8 Loh, Tim and Tiffany Kary. “Resilience of Pipeline Pacts Thrown into Question by Court.” Bloomberg. March 8, 2016. 
http://www.bloomberg.com/news/articles/2016-03-08/sabine-oil-can-break-midstream-contracts-bankruptcy-judge-says 
9 “Crestwood Enters into 10-Year Commercial Agreement with BlueStone Natural Resources II in the Barnett Shale.” Crestwood Equity Partners. April 6, 2016. 
10 Driver, Anna. “Southwestern gets lower pipeline, gathering rates with Williams.” Reuters. February 25, 2016. http://www.reuters.com/article/southwestern-
williams-idUSL2N1642SC 
11 “Chesapeake Energy Corporation Announces New Haynesville and Dry Gas Utica Gathering Agreements with the Williams Companies.” Chesapeake Energy 
Corporation. September 8, 2015. 
12 “Chesapeake Tames Energy Transfer’s Tiger (Pipeline).” East Daley Capital Advisors. April 5, 2016. http://seekingalpha.com/article/3963135-chesapeake-tames-
energy-transfers-tiger-pipeline 
13 England, John; Andrew Slaughter and Anshu Mittal. “The crude downturn for exploration and production companies: One situation, diverse responses.” Deloitte 
Development LLC. 2016. 
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Some support for this idea is suggested in the following chart, showing the correlations between market 
cap-weighted aggregate daily price returns in MLP subsectors and WTI front-month futures over the first 
quarter of 2016. Though correlation values were relatively high for all but a couple of subsectors, two of 
the four subsectors with the highest correlation to WTI price movements and the most highly correlated 
subsector overall are involved in movement of natural gas, not crude oil. If MLP prices were only 
economically linked to crude oil prices, one would expect natural gas-associated MLPs to have relatively 
lower correlations to crude oil prices than crude-oil linked MLPs and MLPs generally. 
 

Correlation between Market Cap-Weighted Aggregate Daily Returns of MLP Sectors and Daily Price 
Returns of WTI Crude Oil for the 1st Quarter of 2016 

 
Source: Cushing Asset Management analysis of data sourced from Bloomberg, L.P. 

 
The information provided by crude oil prices can take on added influence in regimes where the level of 
uncertainty in supporting data is high, a condition that may well apply to energy-related markets today. 
While domestic crude oil production levels have begun to fall, there is still a degree of disagreement over 
when crude oil and gas markets will come into balance. A potential freeze by OPEC and non-OPEC state 
oil producers may be supportive to energy prices, but the back-and-forth between Iran and Saudi Arabia 
over Iran’s participation in a freeze jeopardizes any potential agreement. In such an environment, where a 
difference of 1-2 million barrels per day, or approximately 1-2% of daily global crude oil production, may 
mean the difference between global surplus and deficit14 investors may be placing a heavy weight on price 
movements in WTI to guide their energy investment decisions. 
 
One thing that can be counted on, however, is the power of market forces to drive innovation and 
generate profit from opportunity. According to Bentek, half-cycle break-even oil prices on owned leases 
in the major U.S. oil plays have dropped by as much as 10% versus a year ago, and now sit broadly in the 

                                                 
14 “Short-Term Energy Outlook.” U.S. Energy Information Administration. March 2016. 
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range of $36-38/bbl.15 Contrast this environment with that of state-owned oil producers that must satisfy 
not profit requirements but sovereign fiscal needs, and for which break-even oil prices may be twice to six 
times current oil prices.16 Clearly, the U.S. energy industry has a distinct advantage on the world stage. 
 
 

The Cushing® Indices Performance – 1st Quarter 2016 
The Natural Gas Transportation & Storage subsector repeated its fourth quarter of 2015 performance by 
delivering small, positive returns for the first quarter. Performance in this subsector in MLPX and CMCI 
was overwhelmingly dominated by Boardwalk Pipeline Partners, LP (NYSE: BWP) which generated a 
14.55% total return for the quarter. Spectra Energy Partners, LP (NYSE: SEP) also made a positive 
contribution to this subsector, earning a total return of 2.39% for the quarter. 
 

Subsector Contributors to/Detractors from Index Total Return for the 1st Quarter of 2016 
 MLPX CMCI MLPY CRTY 

Large Cap Diversified -1.44% -2.38% 0.71%  

Natural Gas Gatherers & Processors -1.88% -1.03% -2.90%  

Natural Gas Transportation & Storage 0.48% 0.21% 0.03%  

Crude Oil & Refined Products -2.72% -0.54% -0.42%  

Small Cap Midstream   -0.34%  

Propane 1.12% 0.83% 2.39%  

Marine   -0.75%  

Oilfield Services   -0.35%  

Coal -0.28%  -0.31%  

Upstream MLPs    -11.19% 

Other MLPs   -1.88%  

General Partners -3.80% -6.02% -1.59%  

Energy Trusts    2.49% 

Index Total Return -8.51% -8.93% -5.41% -8.70% 
Note: Individual subsector returns may not sum to Index total due to rounding. 

 
The overall dominant subsector amongst MLPs, however, was the Propane subsector. This subsector was 
represented in MLPX, CMCI and MLPY to varying degrees by AmeriGas Partners, L.P. (NYSE: APU; 
29.92% total return), Suburban Propane Partners, L.P. (NYSE: SPH; 27.20% total return) and Ferrellgas 
Partners, L.P. (NYSE: FGP; 7.85% total return). These returns were generated despite the continuation of 

                                                 
15 Morse, Benjamin. “US oil rig count close to bottoming out.” Oilgram News. McGraw Hill Financial. Vol. 94, Iss. 70. April 11, 2016. p. 7. 
16 Bentley, Elliot; Pat Minczeski and Jovi Juan. “Which Oil Producers Are Breaking Even?” Wall Street Journal. January 18, 2016. http://graphics.wsj.com/oil-
producers-break-even-prices/. 
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a warmer-than-average winter17 and expectations for correspondingly lower volumes of product delivery 
than in a typical season. 
 
Energy Trusts also showed strength as oil prices firmed, as discussed above. Standouts in this subsector 
included Sandridge Mississippian Trust I (NYSE: SDT; 32.48% total return), Cross Timbers Royalty Trust 
(NYSE: CRT; 20.14% return) and Pacific Coast Oil Trust (NYSE: ROYT; 17.89% total return). Any 
perceived bottoming in oil prices failed to lift Upstream MLPs, however, with the group performing 
almost uniformly poorly. One notable exception to this statement, however, came from Mid-Con Energy 
Partners, LP (NASDAQ: MCEP), which returned 55.26% in the quarter. 
 
Returns in the Upstream MLP and Energy Trust subsectors should be viewed with the understanding that 
during the quarter most Upstream MLP and Energy Trust units were low-priced (i.e., under $5/unit) 
issues for which total monthly trading volume was less than $50 million. This characteristic means both 
that: 1) small price movements tied to a small volume of trades could have had a large influence on period 
returns; and 2) institutional investors, who will not generally hold these issues, may have chosen to 
express their energy-related investment sentiments through more-liquid issues. 
 
Subsector average weightings (shown in the table on the following page) for MLPX, CMCI and MLPY in 
the first quarter of 2016 were largely consistent with the fourth quarter of 2015. We did engage in some 
rearrangement of subsectors to better reflect constituent business focus, including moving MPLX, LP 
(NYSE: MPLX) to the Large Cap Diversified subsector from the Crude Oil & Refined Products subsector 
following its acquisition of MarkWest Energy Partners in 2015. We also established new Small Cap 
Midstream and Oilfield Services subsectors and changed the name of the former “Shipping” subsector to 
“Marine”. 
 
Other quarter-to-quarter changes in subsector weights, however, came from constituent changes in the 
Indices. Of particular note was the increase in the weight of General Partners MLPs in MLPY. Previously, 
yields for firms in the General Partners subsector were low enough that other MLPs screened ahead of 
them. General Partner MLPs as a group, however, performed poorly relative to other MLP subsectors 
while maintaining distributions and dividends, raising their yields to the point where they screened as 
higher-yielding issues. 
  

                                                 
17 “March was the 4th warmest for the contiguous U.S.” National Oceanic and Atmospheric Administration. April 6, 2016. http://www.noaa.gov/march-was-4th-
warmest-contiguous-us. 
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Subsector Average Weights for the 1st Quarter of 2016 

 MLPX CMCI MLPY CRTY 

Large Cap Diversified 24.21% 42.15% 20.69%  

Natural Gas Gatherers & Processors 14.28% 5.81% 17.07%  

Natural Gas Transportation & Storage 12.20% 8.24% 1.46%  

Crude Oil & Refined Products 26.62% 21.98% 17.72%  

Small Cap Midstream   3.82%  

Propane 7.55% 3.94% 15.67%  

Marine   3.31%  

Oilfield Services   1.51%  

Coal 3.47%  3.60%  

Upstream MLPs    42.08% 

Other MLPs   4.11%  

General Partners 11.67% 17.87% 11.04%  

Energy Trusts    57.92% 
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. 

 
 

Significant Corporate Actions Affecting the Cushing® Indices 
On January 28, 2016, Global Partners LP (NYSE: GLP) announced a distribution cut that necessitated its 
removal from MLPY. GLP was replaced by Western Gas Partners, LP (NYSE: WES) on January 29, 2016.18 
 
On February 17, 2016, Targa Resources Corp. (NYSE: TRGP) and Targa Resources Partners LP (NYSE: 
NGLS) completed a merger in which NGLS was acquired by TRGP. Under the terms of the merger, TRGP 
terminated the MLP structure of NGLS and absorbed it as a wholly-owned subsidiary within a C-
corporation structure. As a result, TRGP ceased to have an interest as a holder of general partner or 
limited partner units in an MLP and became ineligible for inclusion in MLPX, CMCI and MLPY. Both 
TRGP and NGLS were removed from those three Indices following the TRGP shareholder and NGLS 
unitholder votes approving the merger on February 12, 2016, and were replaced with new 
constituents.19,20,21 

                                                 
18 “Swank Capital and Cushing® Asset Management Announce Constituent Changes to the Cushing® MLP High Income Index.” Cushing Asset Management, L.P. 
January 28, 2016. 
19 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to the Cushing® 30 MLP Index.” Cushing® Asset Management, LP. 
February 5, 2016. 
20“Swank Capital and Cushing® Asset Management Announce Constituent Changes to the Cushing® MLP Index High Income Index.” Cushing® Asset Management, 
LP. February 5, 2016. 
21 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to the Cushing® MLP Market Cap Index.” Cushing® Asset 
Management, LP. February 5, 2016. 
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We appreciate your support. Thank you for your continued confidence. Please call us with any questions 
or comments. 

 
Jerry V. Swank 

Managing Partner 
 
 

Todd Sunderland 
Managing Director 

 
 

Jon Abel 
Senior Analyst 
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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, PHLX Utility, DJ REIT, and BarCap Bellwether indices are 
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 
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. 


