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Weakness in the performance of energy-related equities was paralleled in the The Cushing® Indices in the 
second quarter of 2015. The performance of master limited partnerships (MLPs) and non-MLP U.S. 
royalty trusts (Energy Trusts) was decidedly negative, with all four Cushing® Indices exhibiting negative 
returns. The Cushing® MLP High Income Index (MLPY), an index of higher-yielding MLP issues, 
reversed the strength displayed in the first quarter of 2015 to display the weakest performance amongst 
the Cushing® Indices in the second quarter. MLPY’s strong first-quarter performance was sufficient, 
however, to keep that Index in the lead, relatively speaking, amongst the Cushing® Indices for the year-to-
date period through June 30, 2015. 
 

Performance 

 
Quarter Ended 

6/30/15 
Year-To-Date 

Through 6/30/15 

The Cushing® 30 MLP Index (Total Return) (MLPX) -5.48% -9.10% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) -4.41% -6.16% 

The Cushing® MLP High Income Index (Total Return) (MLPY) -7.42% -5.87% 

The Cushing® Upstream Energy Income Index (Total Return) (CRTY) -4.94% -10.31% 

Dow Jones Equity All REIT Index (Total Return) -9.30% -5.65% 

PHLX Utility Sector Index (Total Return) -5.90% -11.20% 

S&P 500 Index (Total Return) 0.28% 1.23% 

10 Year U.S. Treasury(1) -3.04% -0.51% 
(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. 

 
After a tumultuous end to 2014 and first quarter of 2015, oil markets appeared to have settled down 
during the second quarter. The front-month West Texas Intermediate crude (WTI) futures contract 
settled into a trading range of between $56.61 and $62.56 per barrel through May and June following a 
rise from the April 1, 2015, low of $47.05 per barrel. Daily price volatility1 in the crude oil market calmed 
in the second quarter relative to the first, dropping from 56% in the first quarter to 37% in the second. 
 
As crude oil prices trended toward stability in the second quarter, so too did exploration and production 
activity. The Baker Hughes Rotary Rig Count of oil drilling rigs in the United States began what appeared 
to be a leveling-off process. After falling from 1,482 active rigs at the beginning of the year to a count of 
813 towards the end of March 2015, the rig count declined by only another 185 in the second quarter, 

                                                 
1 Price volatility as measured by the annualized standard deviation of daily price returns, based on the closing price of the front month WTI futures contract. 
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with nearly 60% of that decline occurring in the April 2015 timeframe. Weekly changes in rig counts by 
the end of the quarter were measured in single digits rather than double or triple digits.2 
 
While domestic crude oil production continued at historically high levels, crude oil inventories began to 
show a consistent pattern of drawdowns beginning in May as refinery utilization levels picked up, 
according to data from the U.S. Energy Information Administration (EIA). Crude oil inventory levels 
remained somewhat elevated, showing 28.2 days of supply as of June 26 compared with 23.4 days of 
supply at January 2, 2015. 3 All things considered, movement in the supply and demand balance in the 
second quarter was in a direction that would be expected to support higher oil prices in the future. 
 
In similar fashion, the natural gas market began to show signs of price stability in the second quarter, with 
daily price volatility falling from 55% in the first quarter of 2015 to 39% in the second. However, unlike 
crude oil, which was working off of historically high inventory levels, volumes of natural gas in storage 
continued to track seasonal averages after replenishing stores that were stuck at 5-year low levels 
throughout 2014.4 Gas drilling rig counts were relatively stable during the second quarter, with the last 
Baker Hughes survey indicating a net increase of 8 rigs working between April 2 and June 26.2 
 
While domestic energy markets appeared to be making constructive adjustments during the period, the 
international energy outlook was less clear. At the heavily anticipated June 5, 2015, meeting of the 
Organization of Petroleum Exporting Countries (OPEC), energy ministers from member nations declined 
to reduce the official 30 million barrel/day production ceiling that has been in place since 2012. In fact, 
OPEC is believed to produce in excess of its self-imposed quota, generating an estimated 32 million 
barrels per day in June.5 OPEC Secretary General Abdalla Salem el-Badri referred to the quota as an 
“indicator” rather than a ceiling.6 Many, including the International Energy Agency (IEA), viewed the 
OPEC moves as a Saudi Arabia-led effort to protect market share against new oil sources, primarily U.S. 
shale oil.7,8 
 
Speaking to the balance of supply and demand, the EIA recently published its updated Short-Term Energy 
Outlook  that forecast WTI crude oil prices of $55 per barrel in 2015 and $62 per barrel in 2016, with 
production expected to generally continue falling through early 2016 before growth resumes. 9 The EIA 
also projected that global liquids supply and demand are expected to be in near balance by the first 
quarter of 2016. Other select highlights from the EIA’s latest analysis include: 

                                                 
2 “North American Rotary Rig Count (Jan 2000 – Current).” Baker Hughes Incorporated. 2015. 
http://phx.corporate-ir.net/External.File?item=UGFyZW50SUQ9NTg1MzY2fENoaWxkSUQ9MjkzODgxfFR5cGU9MQ==&t=1. 
3 “Weekly Supply Estimates.” U.S. Energy Information Administration. July 8, 2015. http://www.eia.gov/dnav/pet/pet_sum_sndw_dcus_nus_w.htm 
4 “Weekly Natural Gas Storage Report.” U.S. Energy Information Administration. July 9, 2015. http://www.eia.gov/ngs/ngs.html. 
5 “OPEC June Crude Output Up 744,000 Bbl/Day to 32.134 Mln.” Bloomberg. June 30, 2015. 
6 Said, Summer and Faucon, Benoît. “Saudi Arabia, Iraq Push OPEC Over Its Ceiling.” The Wall Street Journal. June 10, 2015. 
7 Hurst, Laura. “Saudis Intent on Mkt Share Policy With Output Leap, IEA Says.” Bloomberg. April 15, 2015. 
8 Reed, Stanley. “OPEC Keeps Quotas Intact, Focusing on Market Share.” The New York Times. June 6, 2015. 
9 Short-Term Energy Outlook (STEO). U.S. Energy Information Administration. July 2015. 
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• “U.S. crude oil production is projected to increase from an average of 8.7 million b/d10 in 2014 to 
9.5 million b/d in 2015 and then decline to 9.3 million b/d in 2016.” 

• “EIA expects U.S. crude oil production declines to continue into early 2016, when total 
production is forecast to average 9.2 million b/d in the first quarter. Production is forecast to 
begin rising in the second quarter of 2016, returning to an average of 9.6 million b/d in the fourth 
quarter.” 

• “The most recent production estimates, which include historical data through April 2015, indicate 
U.S. output was 9.7 million b/d in April. EIA estimates that total U.S. production began declining 
in May, falling 50,000 b/d from the April level. Although total U.S. production increased in April, 
the data indicate that onshore production began declining in April.” 

• “Projected 2015 oil prices remain high enough to support continued development drilling in the 
core areas of the Bakken, Eagle Ford, Niobrara, and Permian basins.” 

• “Global liquids production continues to exceed consumption, resulting in inventory builds. 
Global oil inventory builds are estimated to have averaged 2.2 million b/d through the first half of 
2015 and are projected to average 1.5 million b/d during the second half of the year. The slowing 
increases in inventory reflect rising demand and slowing production growth outside of the 
Organization of the Petroleum Exporting Countries (OPEC), particularly in the United States.” 

 
In the regulatory sphere, progress was made towards clarifying the business activities that qualify for MLP 
tax treatment. Having lifted the “pause” on MLP private letter rulings in March, the Internal Revenue 
Service (IRS) followed up on May 6 by posting a notice of proposed rulemaking (NPRM) that seeks to 
codify what types of income serve as “qualifying income” for the purposes of establishing the non-taxable 
status of MLPs. The NPRM doesn’t signal a change in the tax status for most MLPs, though some 
companies that currently receive MLPs’ favorable tax status would lose that status ten years after the final 
regulations are published if the rules stand. This loss of status would apply even in cases where MLPs had 
a private letter ruling affirming their status prior to the NPRM publication. Timing of the final rule 
publication is not yet known, and indications are that the IRS has been receptive to industry comments 
during the comment period.11 
 
The interest rate environment in the U.S. continued to be accommodative, which was on balance positive 
for yield-producing assets. Ten-year treasury note yields rose during the quarter, but remained below 
2.5% and near historically low levels. Uncertainty in the outcome of the Greek/Eurozone situation and 
turmoil in Chinese equities markets resulted in a pushback in the expected timing of the “liftoff” in the 
target federal funds rate, with market expectations for the first hike now coming after September 2015.12 
When it does start tightening, the Fed has indicated that it anticipates keeping the fed funds rate below 
“normal” long-run levels “for some time.”13   
 

                                                 
10 Barrels per day 
11 Blum, Michael, et. al. MLPs: It’s A (Not So) Small, Small World. Wells Fargo Securities. May 26, 2015. pg 2 
12 Perli, Roberto. “What Greece Could Mean For The Fed, The ECB, And The Euro.” Cornerstone Macro. July 1, 2015. 
13 “Press Release.” Board of Governors of the Federal Reserve System. June 17, 2015. 



   
8117 Preston Road, Suite 440, Dallas, TX 75225 
(214) 692-6334 (phone) • (214) 219-2353 (fax) 
www.swankcapital.com• info@swankcapital.com 4 

The capital markets environment picked up for MLPs in the second quarter after a lull in initial public 
offering activity in the first quarter of 2015. New equity issuances in the MLP universe resumed in the 
second quarter, with seven companies coming to market that are either MLPs or that have interests in 
MLPs. Of these seven, five are involved in traditional oil, gas or coal businesses14 while the other two are 
renewable energy partnerships.15 Another issue, Columbia Pipeline Group, Inc. (NYSE: CPGX), which 
holds the general partner interest in Columbia Pipeline Partners LP (NYSE: CPPL), began trading on a 
when-issued basis in anticipation of its July 2, 2015, spinoff from NiSource Inc. (NYSE: NI). 
 
Merger and acquisition activity was also robust as four deals were announced in the quarter16 and a fifth 
shortly after quarter end.17 One of these deals, the acquisition of Williams Partners L.P. (NYSE: WPZ) by 
its general partner, The Williams Companies, Inc. (NYSE: WMB), came under pressure as Energy 
Transfer Equity, L.P. (NYSE: ETE) announced an offer to merge with WMB and prevent the WPZ 
acquisition. The WMB board rejected ETE’s initial offer, but ETE has indicated that it will continue to 
pursue an agreement with WMB.18 
 
The picture, then, that formed during the second quarter was of an economic environment of uncertainty 
and change (e.g., energy supply/demand balance, interest rates, and regulatory change) that negatively 
affected a still-attractive tax advantaged business model that is generating capital market (IPO issuances) 
and merger activity. Investors, for now, appeared to be responding to the uncertainty by taking some 
money off of the table. According to U.S. Capital Advisors, fund inflows for the month of June were 
$81mm, which is the weakest month of inflows since spring 2010. Year-to-date through June, fund flows 
totaled $3.6 billion, a substantial decline from the $10.8 billion raised in the first six months of 2014. 19 
 
What may also be in play is a reversion of MLP and Energy Trust valuations to historical norms. As the 
following chart shows, beginning in 2013 the weighted average valuations of the constituents of MLPX 
and CMCI,20 as reflected by the ratio of price to forward estimates of the next four quarters’ distributions, 
became elevated relative to values that predominated in the 2010-2012 timeframe. This run-up in 
valuations increased until about the second quarter of 2014, when prices began coming down and the 
price-to-distribution ratio returned to levels as of the end of the second quarter that were more in-line 
with pre-2013 conditions. 
  

                                                 
14 Black Stone Minerals, L.P. (NYSE: BSM); Tallgrass Energy GP, LP (NYSE: TEGP); EQT GP Holdings,LP (NYSE: EQGP); PennTex Midstream Partners, LP 
(NASDAQ: PTXP) and CNX Coal Resources LP (NYSE: CNXC) 
15 Enviva Partners, LP (NYSE: EVA) and Green Plains Partners LP (NASDAQ: GPP) 
16 Crestwood Equity Partners LP(NYSE: CEQP) acquiring Crestwood Midstream Partners LP (NYSE: CMLP); The Williams Companies, Inc. (NYSE: WMB) 
acquiring Williams Partners L.P. (NYSE: WPZ); and Vanguard Natural Resources, LLC (NASDAQ: VNR) acquiring LRR Energy, L.P. (NYSE: LRE) and Eagle Rock 
Energy Partners, L.P. (NASDAQ: EROC) 
17 MPLX LP (NYSE: MPLX) acquiring MarkWest Energy Partners, L.P. (NYSE: MWE) 
18 “Energy Transfer Confirms Terms of Williams Proposal.” Energy Transfer Equity, L.P. July 7, 2015. 
19“June MLP Product Fund Flows Update” U.S. Capital Advisors, July 6, 2015. 
20 MLPY is not shown because the Index constituents are chosen based on their current yield, which is related to the inverse of the price-to-forecast distribution ratio. 
CRTY is not shown because forecast distributions are not available for many of the constituents during the subject timeframe. 
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Weighted Average Price-to-Forecast Distribution Ratio of MLPX and CMCI Constituents, 
December 2010-June 2015 

 
Source: Bloomberg, LP 

 
The direction of movement in valuation levels in the months to come, as well as the outlook for the 
domestic and global events affecting MLP and Energy Trust markets is a matter left to the investor’s 
judgment. What remains, however, is that the MLP business model will continue to be an attractive 
structure for companies engaged in the development of domestic natural resources, and a destination to 
consider for investors looking for both current yield and growth. 

 
The Cushing Indices Performance – 2nd Quarter 2015 
The second quarter of 2015 saw strength in performance more closely tied to companies than subsectors. 
The three subsectors that managed to generate positive returns within the Indices – General Partners, 
Propane and Upstream MLPs – all achieved those positive returns based on outsized contributions from 
one constituent each. For the General Partners subsector, that constituent was The Williams 
Companies, Inc. (NYSE: WMB, 14.6% total return), which saw its price jump by nearly 26% from June 19 
to June 22 on news of a buyout offer from Energy Transfer Equity, L.P. (NYSE: ETE). Amongst Propane 
companies, NGL Energy Partners (NYSE: NGL, 15.6% total return) was the sole positive contributor to 
MLPX, CMCI and MLPY. In the Upstream subsector, MLPY got a positive contribution from Legacy 
Reserves LP (NYSE: LGCY) for the 29 days in the quarter that it was a constituent of the Index, during 
which period LGCY returned 32.8%. LGCY was removed from MLPY on April 29 due to an 
announcement that it would be reducing its distribution going forward, and its total return for the full 
period was -11.9%. 
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Subsector Contributors to/Detractors from Index Total Return for the 2nd Quarter of 2015 

 MLPX CMCI MLPY CRTY 

Large Cap Diversified -1.35% -2.33% -0.86%  

Natural Gas Gatherers & Processors -2.24% -1.49% -2.26%  

Natural Gas Transportation & Storage -0.11% -0.40%   

Crude Oil & Refined Products -0.91% -0.55% -0.04%  

General Partners 0.03% 0.26% -1.55%  

Coal -0.77%  -2.26%  

Propane -0.14% 0.09% 0.41%  

Shipping   -1.36%  

Upstream MLPs   0.80% -3.96% 

US Royalty Trusts    -0.97% 

Other MLPs   -0.28%  

Index Total Return -5.48% -4.41% -7.42% -4.94% 

Note: Individual subsector returns may not sum to Index total due to rounding. 

 
Subsector weights within the Indices for the most part were consistent with the weights in the first quarter 
of 2015. The main exception to this statement came in the Upstream MLPs subsector of MLPY which saw 
its average weighting drop from 15.37% to 5.98% as Upstream MLP candidates were excluded from Index 
inclusion consideration due to distribution reductions by several members of that subsector. MLPY 
weightings in the Large Cap Diversified and Coal and Shipping subsectors subsequently grew during the 
quarter. 
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Subsector Weights for the 2nd Quarter of 2015 

 MLPX CMCI MLPY CRTY 

Large Cap Diversified 20.09% 37.73% 10.69%  

Natural Gas Gatherers & Processors 21.25% 13.49% 16.17%  

Natural Gas Transportation & Storage 6.45% 4.76%   

Crude Oil & Refined Products 20.49% 16.33% 1.67%  

General Partners 16.85% 23.77% 4.35%  

Coal 3.02%  5.03%  

Propane 11.84% 3.93% 15.54%  

Shipping   17.94%  

Upstream MLPs   5.98% 59.66% 

US Royalty Trusts    40.34% 

Other MLPs   22.64%  

Note: Individual subsector weights may not sum to 100% due to rounding. 

 
Significant Corporate Actions Affecting the Cushing Indices 
On April 30, 2015, Energy Transfer Partners, L.P. (NYSE: ETP) and Regency Energy Partners LP (NYSE: 
RGP) completed a merger in which RGP was acquired by ETP. Following the RGP unitholder vote 
approving the merger on April 28, 2015, RGP was removed from MLPX, CMCI and MLPY and replaced 
with new constituents.21,22,23 
 
 
  

                                                 
21 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® 30 MLP Index.” Cushing® Asset Management, LP. 
April 21, 2015. 
22 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® MLP Market Cap Index.” Cushing® Asset 
Management, LP. April 21, 2015. 
23 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® MLP High Income Index.” Cushing® Asset 
Management, LP. April 21, 2015. 
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We appreciate your support. Thank you for your continued confidence. Please call us with any questions 
or comments. 

 
 

Todd Sunderland 
Managing Director 

 
 

Jon Abel 
Senior Analyst 

 
 

Jerry V. Swank 
Managing Partner 
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Important Disclosures 
 
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 (“Cushing”). 
 
Indices are unmanaged and cannot be invested in directly. Performance shown represents past performance and 
should not be viewed as a guarantee of future results. 
 
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. 
 


