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The downward move in energy-related equities that began in the middle of the second quarter continued 
unabated into the third quarter, taking master limited partnerships (MLPs) and non-MLP U.S. royalty 
trusts (Energy Trusts) along for the ride. While all four Cushing® Indices generated negative returns for 
the quarter, The Cushing® Upstream Energy Income Index (CRTY) was hit especially hard by its 
constituents’ exposure to energy commodity prices, which themselves were under pressure during the 
quarter. The last day of the quarter provided a spark of hope to MLP and Energy Trust investors, 
however, as all four Cushing® Indices made strong gains on the day; strong enough, in the case of The 
Cushing® 30 MLP Index (MLPX), to avoid posting the worst three -month1 return in ten years. 
 

Performance 

 
Quarter Ended 

9/30/15 
Year-To-Date 

Through 9/30/15 

The Cushing® 30 MLP Index (Total Return) (MLPX) -26.11% -32.84% 

The Cushing® MLP Market Cap Index (Total Return) (CMCI) -24.10% -28.78% 

The Cushing® MLP High Income Index (Total Return) (MLPY) -25.61% -29.98% 

The Cushing® Upstream Energy Income Index (Total Return) (CRTY) -40.61% -46.73% 

Dow Jones Equity All REIT Index (Total Return) 1.15% -4.57% 

PHLX Utility Sector Index (Total Return) 4.67% -7.06% 

S&P 500 Index (Total Return) -6.44% -5.29% 

10 Year U.S. Treasury(1) 2.91% 2.39% 
(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 displaying a degree of price stability in the second quarter, crude oil prices began to slide on 
July 1, 2015, and continued to do so without any protracted relief until late August. The front-month 
West Texas Intermediate (WTI) crude oil futures contract closed on June 30, 2015, at $59.47 per barrel. 
On August 24, 2015, the WTI front-month contract was priced at $38.24 per barrel, and dipped as low as 
$37.75 per barrel on the day. The August 24th close represented the lowest daily closing price for the WTI 
contract since February 18, 2009. The price rose over the next five trading days to close the month of 
August at $49.20, and spent the subsequent month of September in up-and-down trade ranging between 
$48.87 and $43.21 per barrel. 
 

                                                 
1 Calendar months 



   
8117 Preston Road, Suite 440, Dallas, TX 75225 
(214) 692-6334 (phone) • (214) 219-2353 (fax) 
www.swankcapital.com• info@swankcapital.com 2 

Crude oil prices weren’t the only factor in energy investors’ minds during the third quarter, however 
(natural gas prices being, by comparison, relatively stable). The list of events that were blamed at one time 
or another for general market weakness includes: the Greek austerity drama and questions about the 
future of the Eurozone; sharp declines in Chinese equity markets, the apparent extraordinary measures 
taken by the Chinese government to shore up share prices and implications for the broader Chinese 
economy; the completion of negotiations with Iran regarding the future of its nuclear activities and lifting 
of trade sanctions; and the continuing uncertainty over when the Federal Reserve will finally find 
conditions conducive to raising the federal funds rate. Of these, only Greece/Eurozone concerns are 
settled for now. 
 
While all of these things may have weighed on the overall market, sentiment seemed to be even further 
heavily stacked against energy equities, including MLPs and Energy Trusts. Of the 140 MLPs and Energy 
Trusts that Cushing® Asset Management, LP (Cushing) references as possible constituents of the Indices, 
none generated a positive total return during the third quarter. The best return from this list was -2.25% 
for the month; the median return was -27.78%. 
 
It is difficult to discern exactly what factors differentiated the worst performing issues from those that 
performed better. An analysis of several factors by Cushing reveals that names that had the worst 
performance year-to-date through the second quarter and that were among the higher-yielding names 
continued to have poor performance during the third quarter, but the reverse pattern (better second 
quarter performance/lower yield performing better in the third quarter) did not appear as readily. Low 
distribution growth names were slightly more likely to be amongst the issues with the worst returns, but 
high distribution growth expectations did not seem to have led to better returns. The bottom performers 
were biased to the smallest market capitalization issues, but top performers were not biased to large-cap 
names. 
 
Performance amongst subsectors was relatively evenly distributed, with a few exceptions. Upstream MLP 
issues were particularly weak, in that 80% of Upstream MLP names ranked in the bottom quintile of third 
quarter performance. General Partners and Energy Trusts were similarly poor performers, with 
approximately 80% and 60%, respectively, of names in those subsectors ranking in the bottom two 
quintiles. Propane and, to a lesser degree, Natural Gas Transportation were the pockets of relative 
strength with 80% and 50%, respectively, of issues in those subsectors appearing in the top quintile of 
performance. Names in all other MLP subsectors appeared to be relatively well distributed amongst 
performance quintiles (see chart on next page). 
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Distribution of MLPs and Energy Trusts by 3rd Quarter Return Performance by Quintile 
(Bar Length Denotes Number of MLPs or Energy Trusts within Quintile) 

 
Source: Cushing analysis based on Bloomberg, LP, data 

 
 
The picture that appears, then, is one of a relatively broadly distributed event in which few corners of the 
MLP and Energy Trust market were shielded from negative returns. Support for this conclusion comes 
from the calculation of average correlation between issues, or the degree to which the periodic returns of 
the constituents of a portfolio move together. Considering the MLPX Index as a proxy for the MLP 
market, our calculations indicate that the weighted average correlation of daily returns reached 68% for 
the 30 trading days ending September, above the 3-year average of 36%. This elevated correlation in 
September suggests that investors were acting with little discrimination in reducing exposure to MLPs and 
Energy Trusts (see chart on next page). 
 
Armed with this read on MLP and Energy Trust market performance during the third quarter of 2015, 
what can one infer about the investment potential for these securities today? To be sure, MLPs and Energy 
Trusts do face some headwinds into the fourth quarter. One of the more significant challenges comes 
from the somewhat circular question of the degree to which capital markets remain open to financing 
growth initiatives and current operations. Those firms that in the past used secondary equity offerings for 
growth capital may now be finding current valuation levels unattractive, pressuring their growth plans 
and depressing equity values. Some of these firms are finding success by bypassing traditional public 
equity markets and moving to alternative forms of financing.2 
 
  

                                                 
2 Blum, Michael, et al. MLP Weekender: Head Fake. Wells Fargo Securities. October 9, 2015. p. 1. 
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Weighted Average Correlation of Daily Returns of MLPX Constituents from Preceding 30 Trading Days 
and MLPX Price Level, September 2012-September 2015 

 
Source: Cushing analysis based on Bloomberg, LP, data 

 
Public debt markets remained relatively open, and MLPs are continued to raise debt with over $35B in 
debt raised through the first nine months of 2015.3 On the other hand, firms that employ credit lines 
backed by oil and gas reserves may find their borrowing bases cut during the fall redetermination period, 
with at least one estimate by Citibank forecasting that banks may cut borrowing bases for such firms by as 
much as 15%.4 The banks themselves are receiving scrutiny from regulators regarding the riskiness of 
such energy-backed credit lines.5 
 
Evidence in the third quarter suggests that capital markets were unfriendly to the idea of additional equity 
offerings. On September 9, 2015, both American Midstream Partners, LP (NYSE: AMID) and 
USA Compression Partners, LP (NYSE:USAC) announced that they would engage in secondary offerings, 
in the first case to fund a drop-down from AMID’s parent, and in the second to reduce debt. Shares of 
AMID closed down 16.09% on the subsequent day, September 10, 2015, while USAC shares lost 12.05%. 
The MLPX Index, by contrast, lost 0.48% on September 10. Neither AMID nor USAC were constituents 
of any Cushing® Index at the time of their announcements. 
 
Merger and acquisition activity during the quarter had its share of bumpiness as well. While one 
midstream merger6 and two upstream mergers7 were successfully and smoothly completed in the late 
                                                 
3 “USCA Weekly MLP Update.” U.S. Capital Advisors. October 5, 2015. 
4 Gilbert, Daniel, et al. “Oil Patch Braces for Financial Reckoning.” The Wall Street Journal. September 15, 2015. 
5 Glazer, Emily, et al. “Energy Lending Caught in a Squeeze.” The Wall Street Journal. September 24, 2015. 
6 Crestwood Equity Partners LP (NYSE: CEQP) acquired Crestwood Midstream Partners LP (NYSE: CMLP) on October 1, 2015. 
7 Vanguard Natural Resources, LLC (NASDAQ: VNR) acquired LRR Energy, L.P. (NYSE: LRE) on October 6, 2015 and Eagle Rock Energy Partners, L.P. (NASDAQ: 
EROC) on October 9, 2015. 
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third quarter or shortly thereafter, the pre-market announcement on September 28, 2015, of much larger 
acquisition of The Williams Cos, Inc. (NYSE: WMB) by Energy Transfer Equity, L.P. (NYSE: ETE) was 
greeted with a 12.37% decline in the combined market capitalization of the two firms in the day’s trading. 
By comparison, the MLPX and CMCI Indices, of which both WMB and ETE were constituents at the time 
of the announcement, were down by 5.44% and 6.66%, respectively, on the day. 
 
Where, then, does the MLP and Energy Trust investor find the good news from the third quarter? To 
answer that question, we point to a chart (below) introduced in our second quarter Market Review, 
showing the ratio of price to forecast distributions for the next four quarters: in effect, the inverse of 
distribution yield.8 Whereas in the second quarter this chart showed this ratio reverting to historical 
norms from the 2010-2012 timeframe, in the last quarter the price-to-forecast distribution ratio dipped 
well below any level seen since 2010, implying a valuation level not seen in nearly five years. Of course, we 
caution that these forecast distributions are street estimates and subject to management decisions with 
respect to actual future distributions. 
 

Weighted Average Price-to-Forecast Distribution Ratio of MLPX and CMCI Constituents, 
December 2010-September 2015 

 
Source: Cushing analysis based on Bloomberg, LP, data 

 
With these current valuation levels in mind, investors should pay attention to the guidance that MLPs 
offer regarding future distributions during the upcoming earnings season set to begin shortly. For those 
MLPs with energy price exposure and for Energy Trusts, the landscape is more challenging and investors 
looking for rebound will need to be mindful of energy commodity prices. However, provided 
distributions remain in-line with street estimates and are supported by strong distributable cash flow 
(DCF) coverage ratios, midstream MLPs may be poised for a strong rebound as prices rise to support 
historical valuations.  

                                                 
8 MLPY is not shown because the Index constituents are chosen based on their current yields, 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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The Cushing® Indices Performance – 3rd Quarter 2015 
Constituent performance in The Cushing® Indices was negative across all subsectors and constituents for 
the quarter. Large Cap Diversified and Coal subsectors were pockets of relatively better, though still 
negative, performance. Amongst the constituents of the Indices, only one name produced a positive 
return during its period in an Index: Whiting USA Trust II (NYSE: WHZ), which was a constituent of 
CRTY for the first two days in July. WHZ generated a 7.45% return during those two days, contributing 
3 bps to that Index’s total return in the third quarter. WHZ was removed from CRTY effective July 6th due 
to a normal Index rebalance. 
 

Subsector Contributors to/Detractors from Index Total Return for the 3rd Quarter of 2015 
 MLPX CMCI MLPY CRTY 

Large Cap Diversified -4.05% -7.96% -1.80%  

Natural Gas Gatherers & Processors -6.78% -3.22% -5.59%  

Natural Gas Transportation & Storage -0.55% -0.71%   

Crude Oil & Refined Products -7.93% -3.60% -1.58%  

General Partners -5.04% -7.98% -1.72%  

Coal -0.21%  -0.75%  

Propane -1.55% -0.63% -3.08%  

Shipping   -4.58%  

Upstream MLPs   -3.19% -30.55% 

US Royalty Trusts    -10.03% 

Other MLPs   -3.33%  

Index Total Return -26.11% -24.10% -25.61% -40.61% 

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

 
The normal rebalance of the MLPX Index on June 22, 2015, resulted in a heavier concentration in the 
Crude Oil & Refined Products and Natural Gas Gatherers & Processors subsectors in the third quarter vis 
a vis the second quarter of 2015. Weights of the Natural Gas Transportation & Storage and General 
Partners subsectors and, to a lesser extent, the Propane subsector were reduced correspondingly. Average 
weights of the Large Cap Diversified and Coal subsectors differed only slightly from their weights in the 
second quarter. 
 
In similar fashion, the normal MLPY rebalance on July 13, 2015, increased average weights in the Crude 
Oil & Refined Products and Propane subsectors in that Index relative to the second quarter of 2015, with 
the offsetting reductions coming primarily from the Other MLP subsector. A constituent change on 
August 3, 2015, further decreased the weight of the Other MLP subsector in MLPY in favor of the Natural 
Gas Gatherers & Processors subsector. The weight of the Upstream MLP subsector was eroded primarily 
by price action as that subsector’s sole constituent, Memorial Production Partners LP (NASDAQ: MEMP) 
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returned -65.61% during the third quarter. Average weights of other MLPY subsectors were only 
marginally different from those in the second quarter. 
 
Average subsector weights in the CMCI and CRTY Indices in the third quarter did not differ appreciably 
from the second quarter of 2015. 
 

Subsector Weights for the 2nd Quarter of 2015 
 MLPX CMCI MLPY CRTY 

Large Cap Diversified 20.17% 37.00% 11.07%  

Natural Gas Gatherers & Processors 22.81% 13.48% 17.19%  

Natural Gas Transportation & Storage 3.51% 4.23%   

Crude Oil & Refined Products 25.99% 17.07% 5.84%  

General Partners 13.61% 24.04% 4.64%  

Coal 3.71%  5.59%  

Propane 10.21% 4.18% 19.30%  

Shipping   17.34%  

Upstream MLPs   3.37% 59.03% 

US Royalty Trusts    40.97% 

Other MLPs   15.65%  

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

 
Significant Corporate Actions Affecting The Cushing® Indices 
On July 21, 2015, Hi-Crush Partners LP (NYSE: HCLP) announced a distribution cut, necessitating its 
removal from the MLPY Index. HCLP was replaced with Summit Midstream Partners, LP (NYSE: SMLP) 
on August 3, 2015.9 
 
On October 1, 2015, Crestwood Midstream Partners LP (NYSE: CMLP) and Crestwood Equity Partners 
LP (NYSE: CEQP) completed a merger in which CMLP was acquired by CEQP. Following the CMLP 
unitholder vote approving the merger on September 30, 2015, CMLP was removed from MLPX and 
MLPY and replaced with new constituents.10,11 
  

                                                 
9 “Swank Capital and Cushing® Asset Management Announce a Constituent Change to The Cushing® MLP High Income Index.” Cushing® Asset Management, LP. 
July 23, 2015. 
10 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® 30 MLP Index.” Cushing® Asset Management, LP. 
September 23, 2015. 
11 “Swank Capital and Cushing® Asset Management Announce a Potential Constituent Change to The Cushing® MLP High Income Index.” Cushing® Asset 
Management, LP. September 23, 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. 
 


