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July 11, 2017 
 

2017 Second Quarter Midstream Energy Market Review 
 
Dear Investors, 
 
The second quarter of 2017 (“the period”) served as a painful reminder of the fragility of the energy recovery, as the 
performance of midstream master limited partnerships (“MLPs”) declined for the period.  The market cap-weighted 
Alerian MLP Index (AMZ) produced a –6.35% total return for the period, while the equal-weighted Cushing® 30 
MLP Index (MLPX) produced a –2.29% total return.  Offering little solace, MLPs did manage to outperform the 
more commodity sensitive components of the energy sector, with the S&P 500 Oil & Gas Exploration and 
Production Index (“S5OILP”) producing a –13.34% total return, and the Philadelphia Oil Service Sector Index 
(“OSX”) producing a –22.62% total return.  In summary, it was a period of material broader market 
underperformance across the energy sector, as compared to the +3.09% total return of the S&P 500 Index (“S&P 
500”). 
 

Second Quarter 2017 Relative Price Performance

 
Note:  Represents relative price performance from March 31, 2017 through June 30, 2017.  Indexed to 100. 
Source:  Bloomberg. 

 
Unfortunately [sigh…], it appears MLP sector performance was once again driven by the price of crude oil, which 
was down -9.01% for the period, as measured by the price of West Texas Intermediate crude oil, and MLPs received 
no credit for relative cash flow stability or the anticipated 2nd half of the year volume ramp largely secured from 
increasing exploration and production (“E&P”) company rig activity in the 1st half of the year.  MLP performance for 
the first half of 2017 was incredibly disappointing, as we wrongly predicted that underlying fundamentals and the 
actual “business” of midstream would move back to the forefront with investors as we entered the year.  In 
hindsight, that prediction appears premature. 
 
Perhaps most frustrating is the fact that, despite our call for improving investor sentiment (which admittedly was a 
big miss), MLP company fundamentals largely played out as we expected.  In fact, our “2017 Outlook” we presented 
in January proved to be incredibly accurate through the first half of 2017, as we’ll discuss on page 3.  Regardless, 
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weak crude oil prices continued to depress investor enthusiasm for MLPs and energy companies in general, which 
served as a hindrance to much-needed capital fund flows. 
 
Crude Oil Prices Continued to Drive Performance 
 
There has been a considerable amount of commentaries, analyses, theories and predictions regarding the current 
state of global crude oil markets, and we will not attempt to rehash these reports for the purposes of this letter.  
Simply stated, OPEC appears to be attempting to support crude oil prices by implementing (and recently extending) 
production cuts in an effort to reduce global inventory levels back within 5-year averages.  However, while demand 
is currently outpacing supply, uncertainty regarding OPEC’s exit strategy, rising U.S. rig counts, shale rig 
productivity gains and rebounds in production from Libya and Nigeria continued to push the timing of the 
inventory “clean-up” (i.e. the recovery) to the right, resulting in continued volatility and weakness in crude oil 
prices. 
 
This dynamic unfortunately resulted in a midstream MLP market that became highly focused on weekly energy 
commodity inventory data.  Anecdotally, we cannot remember a time when so many midstream investors (and 
analysts) appeared to be so attentive to weekly inventory stats, which, we believe, almost assuredly will have minimal, 
if any, impact on longer term investment implications for midstream companies. 
 
The simple fact is that many U.S. shale oil producers have proven capable of reducing their per-barrel costs and 
competing in the global market at price points that would have been unimaginable just a few years ago.  As we’ve 
stated before, if energy commodity prices remain low as a result of continued U.S. production increases, this should 
benefit midstream companies, as the increased volumes will flow through their systems.   
 
Regardless, the fragility of the situation weighed heavily on sentiment and energy company performance during the 
period, as depicted by the record low weighting of energy companies within the S&P 500 (see graph below).  We 
admit that despite extreme negative sentiment and valuations, it appears investors will likely need to be convinced of 
declining inventories and the need for a sustained reinvestment cycle in order for the broader energy space to attract 
sustained capital inflows. 
 

S&P 500 Energy Weighting as a Percent of S&P 500

 
Note:  Represents the weighting of S&P 500 Energy as a percent of the S&P 500 from January 1, 2007 through June 30, 2017. 
Source:  Bloomberg. 
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We thought a recent observation from the senior energy analyst at Simmons & Co. perfectly depicted the situation.  
He stated,  
 

“Energy remains exceedingly complicated given the multiple contests and collisions unfolding 
between U.S. and international production, the L-48 clarion call for growth and a rapidly 
diminishing labor pool, and Permian growth juxtaposed against looming transportation, processing 
and exporting logistical occlusions. All of this complexity is enveloped by the continued reliance on 
the paragons on unreliability – OPEC and Russia. Paraphrasing the axiom on living a quiet life (“If 
you want to live a quiet life, you picked the wrong century to be born” – ascribed to our friend 
Trotsky), if you want an orderly and predictable industry, there are better choices than energy.”1 

 
1st Half 2017 Review 
 
With the year half complete, the 2017 outlook we constructed in January played out mostly as expected – with one 
glaring exception (we’ll address this exception on the following page in further detail). 
 
2016YE Outlook for 2017 1st Half 2017 Review 
Cyclical tailwinds for the energy sector 

 Crude oil supply / demand in process of balancing 
 Supportive OPEC actions 
 Commodity prices have stabilized, look poised to 

increase 
 E&P activity is increasing, volume growth to follow 

 Global energy commodity inventories declined (although slower than expected).2 
 OPEC agreed to extend production cuts through March 2018. 
 Crude oil prices averaged $49.81 YTD, with a range of $42.31 to $54.10.3 
 According to the EIA, U.S. crude oil production increased 568kbbls/d YTD. 4  
 According to Baker Hughes, U.S. rig count increased 43% YTD. 

New sources of hydrocarbon demand come online 
 Ongoing build-out of natural gas fired power 

generation 
 New petrochemical plants / ethane crackers 
 Export facilities (LNG, ethane, propane) 
 Natural gas and refined product exports to Mexico 

 The build-out of all of these new demand sources continued. 
 Notable YTD new demand announcements included: 

o Exxon Mobil and SABIC to build 1.8 Mt/y ethane steam cracker in Corpus. 
o Total, Nova and Borealis to build a 1Mt/y  steam cracker in Port Arthur. 
o INEOS to develop major PDH and ethane cracker expansions in Europe ( to be 

sourced with U.S. based ethane and propane). 
o Korea Gas signed three separate MoUs regarding proposed development of 

liquefied natural gas (LNG) projects (Energy Transfer Partners, LP (NYSE: 
ETP) regarding Lake Charles LNG, Alaska Gasline Development Corp. 
regarding Alaska LNG, and Sempra Energy (NYSE: SRE)/Woodside Energy 
regarding Port Arthur LNG). 

Infrastructure demand  and growth returns 
 New infrastructure will be required for Tier 1 

Basins (Permian, SCOOP/STACK, Marcellus, etc.) 
 As shale volumes increase, additional downstream 

infrastructure will be required as well 
(fractionation, storage, etc.) 

 YTD project announcements for crude oil, natural gas liquids (NGL) and natural 
gas pipelines have been so numerous, there are now concerns by some regarding 
overbuild potential. 

 Notable YTD new downstream announcements included: 
o ETP to construct Frac 5 with additional NGL cavern storage. 
o Enterprise Products Partners, LP (NYSE: EPD) to construct Frac 4 and new 

NGL takeaway pipeline project. 
Operating Leverage (i.e. “Free EBITDA”) 

 Underutilized midstream capacity will increase 
utilization in Tier 1 basins 

 Increase in Tier 2 basins to follow (Bakken, Eagle 
Ford, Haynesville, etc.) 

 Muted impact for first half of 2017; Second half 2017 volume should be largely 
secured from first half activity. 

 Permian Basin volumes continued to rise at a rapid pace along with active rigs. 
 Eagle Ford and Niobrara Basins resumed production growth. 
 Bakken Basin production stabilized and rig counts increased YTD. 

  

                                                 
1 “Energy Ruminations: OPEC – Status Quo Ante, Ongoing Underappreciated Realities.”  Bill Herbert.  Simmons & Company. May 25, 2017. 
2 “Inventory Normalisation Remains Elusive.”  Martijn Rats.  Morgan Stanley. June 16, 2017.  
3 As measured by West Texas Intermediate crude oil prices.  Source:  Bloomberg, LP. 
4 “Weekly Petroleum Status Report.” US Energy Information Administration.  Data for week ending June 30, 2017.   
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Favorable regulatory climate 
 Trump administration to encourage infrastructure 

buildout 
 Reduced regulatory burden 

 President Trump signed executive orders to approve DAPL and Keystone XL. 
 In a speech to the Senate Appropriations Committee on June 13th, 2017, Secretary 

of State Rex Tillerson stated U.S. is actively promoting U.S. liquefied natural gas 
(LNG) as an alternative to Russian gas. 

 Three new FERC commissioners have been nominated, moving closer to restoring 
a FERC quorum needed to advance pipeline projects. 

Cost of capital will reign supreme 
 Simplification transactions will continue 
 IDR resolutions 

 Numerous YTD simplification / IDR resolution announcements from Williams 
Partners, LP (NYSE: WPZ), ONEOK Partners, LP (NYSE: OKS), MPLX, LP 
(NYSE: MPLX), PennTex Midstream Partners, LP (NYSE: PTXP), etc. 

Increased M&A activity  
 Sector consolidation 
 Private asset packages 

 YTD M&A of over $22.5B of acquisitions, which already surpassed total FY 2016 
M&A activity of $19.2B. (5) 

 YTD, three sizable private asset packages in the Permian Basin were purchased 
by publicly traded midstream companies; each valued at over $1B. (5) 

Normalizing capital markets (and improving capital 
costs) 

 Equity offerings (larger size, smaller discount, etc.) 
 IPO market re-opens 

 $21.3B of equity and $15.5B of debt raised YTD-a significant increase over 2016 
levels. (5) 

 There have been three MLP IPOs YTD, versus only one during 2016. (5) 

Investor sentiment improves 
 Fund flows return, both retail and institutional 
 Valuation multiples expand 

 Although institutional interest and flows materialized, retail flows were anemic. 
(see chart on p. 7) 

 Public valuation multiples contracted although M&A multiples expanded YTD 
by 1.2x above the 2016 average. (5) 

 
What did we get wrong?  Without a doubt, we expected MLP investor sentiment to improve, which we thought 
would lead to increased capital fund flows and expanded valuation multiples.  Obviously, weak oil prices continued 
to depress investor enthusiasm for energy investments in general, and MLPs were no exception.   
 
However, we also believe MLPs have been unreasonably caught in a multitude of ‘negative feedback loops’ that 
exacerbated negative performance.  As an example, we have heard arguments that increasing production volumes 
are bad for energy commodity prices, which is bad for MLPs (i.e. commodity correlation).  Yet, if production 
volumes were to decrease it would be good for commodity prices, but also bad for MLPs (i.e. negative volume 
impact).  The same negative feedback loop has been applied to midstream assets and project backlogs.   As an 
example, one MLP is said to have a 2nd tier asset footprint which results in a lack of projects (i.e. no growth).  And 
alternatively, another MLP is said to have a 1st tier asset footprint which results in a healthy project backlog, but one 
that requires capital (i.e. financing overhang).  As these two examples demonstrate, quite literally, there are some 
midstream management teams that simply cannot win in the current environment.  We continue to believe that 
fundamentals are improving as the sentiment worsens, and this sentiment now appears to be approaching an 
extreme.   
 
The AMZ Index on a price return basis is up just under 3% for the period from the beginning of 2016 through the 
end of the second quarter of 2017.  Although painful, perhaps it’s useful to quickly highlight the environment 
investors had to contend with 18 months ago back in January of 2016.  
 
First of all, OPEC was in the midst of a market-share war at that time, which sent crude oil prices tumbling into the 
$30/bbl range.  With the drop in crude oil prices, U.S. E&P companies were slashing capex, dropping rigs and 
production volumes were falling.  In addition to the inevitable cash flow impact from volume declines, midstream 
sector concerns were further exacerbated with a plethora of E&P company bankruptcies, counterparty credit risk 
and midstream MLP contract sanctity uncertainties. 
 

                                                 
5 Source:  “MLP Monthly: July 2017.”  Wells Fargo Securities.  July 7, 2017. 
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From a capital markets perspective, the externally funded financing model of MLPs was under attack.  The public 
capital markets were essentially closed (or at least cost prohibitive) and concerns regarding capital funding shortfalls, 
rising costs of capital and credit rating downgrades were reaching a crescendo.  The sector had just been dealt a blow 
in December 2015 with the unexpected distribution cut by Kinder Morgan Inc. (NYSE: KMI), and a wave of 
distribution/dividend cuts followed. 
 
If these issues weren’t enough, let us not forget the “disastrous” proposed merger attempt between two of the largest 
midstream companies, Energy Transfer Equity (NYSE: ETE) and Williams Companies (NYSE: WMB). 
 
During the period from January of 2016 through the end of the second quarter of this year, the price of crude oil, as 
measured by the price of West Texas Intermediate crude oil, was up 24%6, the Baker Hughes U.S. rig count increased 
by 35% (see next page left chart) and U.S. crude oil production volumes increased to the point of nearly eclipsing the 
prior peak of 9.6mmbbls/d (see next page left chart).  OPEC has now turned supportive of oil prices, agreeing to 
extend its previous production cuts through March 2018.  Additionally, high yield energy spreads have compressed 
by approximately 60% since January 2016 (see next page right chart).  In other words, the credit markets have not 
priced in anywhere near the level of stress experienced in January 2016, as compared to current equity market 
implications. 
 
Coming out of the downturn, U.S. E&P companies have improved their balance sheets and increased visibility on 
resource potential and volume growth which, we believe, better positions them to manage risk in the current volatile 
energy commodity price environment. 
 
Most midstream companies appear to have taken the necessary steps to reduce their cost of capital, strengthen 
balance sheets and improve distribution/dividend coverage.  We believe management teams are now less beholden 
to the capital markets, and have a renewed focus on capital efficiency.  
 
U.S. Crude Oil Rig Count and Production (1)  High Yield Energy Spreads Have Compressed (2)(3)

 
 

 

1) Source: Bloomberg. Rig count data from Baker Hughes.  Crude oil production from EIA.  Data shown for the period January 1, 2014 through June 30, 2017.
2) Source: Bloomberg. “Energy Sector HY  Credit” is the Bloomberg sourced USOHHYEN Index, an option adjusted spread of the USD HY Energy Sector.  Data shown for the period January 1, 2014 through June 30, 2017. 
3) PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.  

 
So, to repeat (and hopefully obvious at this point), we are incredibly frustrated that despite all of the above, MLP 
prices are just ~3% higher after eighteen months of significant progress.  In January of 2016 there was a hurricane 
hovering over the energy space, and investors had to buckle down and believe things were going to get better.  
Today, although there may be a rain cloud here or there, the storms have subsided and yet we are at similar equity 
levels.  
                                                 
6 Source:  Bloomberg, LP. 
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Lingering Concerns and Possible Catalysts 
 
To be sure, we are not ignoring the current slate of issues facing the midstream energy sector and are not viewing 
companies through “rose-tinted glasses.”  While we believe there are signs that the fundamental backdrop for the 
sector has improved, all is not perfect.  The sector continues to face significant environmental regulatory uncertainty 
and pushback hurdles on key projects at federal, state and local levels in addition to increasing protest mobilizations 
by environmental groups.   While the regulatory process is typically manageable at the federal level and has 
improved so far in the Trump Administration, states have been able to thwart certain projects, especially in the 
northeastern U.S. As an example, the New York State Department of Environmental Quality recently denied water 
quality permits for the Northern Access Pipeline ($455 million cost), which follows the denial of the permit for the 
Constitution Pipeline last year ($683 million cost).  The water-quality permit was also denied for the PennEast 
Pipeline ($1 billion cost) by the New Jersey Department of Environmental Protection. 
 
North of the border, the new provincial government of British Columbia has publicly opposed Kinder Morgan Inc.’s 
(NYSE: KMI) TransMountain Expansion ($5.7 billion cost), despite the project’s prior approval by the Canadian 
federal government, significant market demand and strong customer contracts. While the Canadian federal 
government ultimately has legal jurisdiction to approve the project, the provincial authorities can impede progress. 
Additionally, we believe the build-out will face “on the ground” protests from environmental groups, which have 
become increasingly problematic as we learned with Energy Transfer Partner’s Dakota Access Pipeline. 
      
Of course, some projects continue to face federal regulatory hurdles, which implies possible delays or cancellations 
while developers re-group (as an example, we note that the Federal Energy Regulatory Commission (“FERC”) pre-
filing application for the $3.2 billion Access Northeast project was recently withdrawn). Another issue facing 
projects, while likely temporary, is the current lack of a quorum at the FERC, which has rendered the agency 
essentially powerless to approve interstate natural gas pipeline projects.  However, progress has been made recently, 
with President Trump announcing his intention to nominate Richard Glick as a FERC Commissioner.  Notably, Mr. 
Glick is a Democrat, which may help the confirmation timeline for the two other nominees (Chatterjee and 
Powelson, who are Republican).  If confirmed, these three appointments would give the FERC a functioning four-
person panel by the September 2017 meeting; however, a “full panel” will still require one additional appointment.  
Re-establishing a quorum is critical to certain pipeline projects, including the $2 billion Nexus project with a 
scheduled (but at risk) in-service date of second half 2017. 
  
Ultimately, we anticipate forward progress on critical long-haul natural gas transportation pipelines, which should 
directly contribute to midstream company earnings growth while providing market outlets and better prices for E&P 
customers as well as baseload supply for downstream consumers (including utilities). Longer-term, we believe the 
future remains bright for sustained structural growth of U.S. natural gas production and demand.      
 
Additionally, as we mentioned in our “1st Half 2017 Review” above, YTD project announcements for crude oil, NGL 
and natural gas pipelines have been so numerous, there are now concerns regarding potential overbuild scenarios, 
particularly in the Permian Basin.  As shown in the table below, based upon our analysis, a recent wave of Permian 
Basin takeaway project announcements could add over 2.0mmbbls/d of incremental crude oil takeaway, over 
1.4mmbbls/d of NGL takeaway and over 4.0 BCF/d of natural gas takeaway capacity from the Permian Basin, 
assuming all of these projects get built (which is not our baseline assumption). 
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Pipeline Ownership Origin Destination 
In-Service

Date 
Pipeline 
Capacity 

Expandable 
Capacity 

Crude Oil:    
   [Unnamed] MMP Permian Basin, TX Houston, TX na ~350 kbbls/d 
   [Unnamed] NS Permian Basin, TX Corpus Christi, TX na ~300 kbbls/d 
   Permian-Cushing PAA Permian Basin, TX Cushing, OK 3Q19 120 kbbls/d 520 kbbls/d
   EPIC TexStar Permian Basin, TX Corpus Christi, TX na 200 kbbls/d 440 kbbls/d
   S. Texas Gateway BPL Permian Basin, TX Corpus Christi, TX na 400 kbbls/d 
   Midland-to-Sealy EPD Permian Basin, TX Houston, TX 4Q17 450 kbbls/d 
   BridgeTex MMP, PAA Permian Basin, TX Houston, TX Existing 300 kbbls/d 440 kbbls/d
   Permian Express (3) ETP Permian Basin, TX Nederland, TX Existing 200 kbbls/d 500 kbbls/d
   Cactus PAA Permian Basin, TX Corpus Christi, TX Existing 330 kbbls/d 390 kbbls/d
    
NGL:    
   Lone Star ETP Permian Basin, TX Mont Belvieu, TX 2Q16 507 kbbls/d 
   Shin Oak EPD Permian Basin, TX Mont Belvieu, TX 2Q19 250 kbbls/d 600 kbbls/d
   Grand Prix TRGP Permian Basin, TX Mont Belvieu, TX 2Q19 300 kbbls/d 550 kbbls/d
   Sand Hills DCP, PSXP Permian Basin, TX Mont Belvieu, TX Existing 365 kbbls/d 450-550 kbbls/d
   West Texas LPG OKS, MMLP Permian Basin, TX Mont Belvieu, TX Existing 240 kbbls/d 310 kbbls/d
    
Natural Gas:    
  Gulf Coast Express KMI, DCP Permian Basin, TX Agua Dulce, TX 3Q19 1,700 mmcfd na
  [Unnamed]  EPD Permian Basin, TX Agua Dulce, TX 3Q19 1,000 mmcfd na
  Pecos Trail NAmerico Permian Basin, TX Agua Dulce, TX 3Q19 1,850 mmcfd na
 
Source:  Cushing Asset Management and Company Filings. 
    

The underlying investor concern appears to be that pipe-on-pipe competition has increased, as MLPs compete for 
barrels and projects out of tier 1 basins, which is where the vast majority of growth is concentrated in the current 
commodity environment.  With this increased competition, investors are concerned that MLPs will be forced to 
accept lower volume commitments, lower rates/margins and ultimately lower returns for projects. 
 
As has been the case historically, we believe the companies involved will choose to act rationally and avoid 
overbuilding.  As an example, the same overbuild potential happened out of the DJ Basin almost two years ago as 
NGL Energy Partners, LP (NYSE: NGL) was attempting to build the Grand Mesa pipeline concurrently with 
Magellan Midstream Partners (NYSE: MMP) and Plains All American Pipeline (NYSE: PAA) attempting to build 
out the Saddlehorn pipeline.  Both pipelines had similar origin and destination points, and both pipelines were less 
than fully committed from a volume standpoint.  Fortunately, rational minds prevailed and the companies agreed to 
‘join forces’ and build one pipeline which substantially reduced the overbuild potential, increased volume 
commitments, increased utilization, lowered capital expenditures and ultimately increased IRRs for all parties 
involved. 
 
We anticipate this same dynamic may ultimately reoccur with several of current Permian Basin proposals (which 
could also serve as a positive catalyst for the sector).  We are already seeing some evidence of this happening in the 
SCOOP/STACK.  Several cooperative deals have been announced recently where companies are linking 
infrastructure needs to competitors’ underutilized assets for better capital efficiency.   
 
For example: 

 EnLink Midstream Partners, LP (NYSE: ENLK) recently entered into an agreement with ONEOK Inc. 
(NYSE: OKE) to move NGLs from ENLK’s Oklahoma system to ENLK’s Gulf Coast system via OKE’s 
transportation system.  This would increase the connectivity of ENLK’s system while preventing ENLK 
from having to build its own pipeline (i.e., reduced capital spending, higher IRRs) and increasing the 
utilization of OKE’s system (i.e. “free EBITDA”). 

 Enable Midstream Partners, LP (NYSE: ENBL) recently increased system capacity and gained access to the 
Texas intrastate natural gas markets by contracting for 400 mmcf/d of firm processing capacity with Energy 
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Transfer Partners, LP (NYSE: ETP).  This would prevent ENBL from having to build additional processing 
for its SCOOP/STACK rich gas (i.e. reduced capital, higher IRRs), while also increasing the utilization of 
ETP’s underutilized processing plants in North Texas (i.e. “free EBITDA”). 

 
If we are on the cusp of a series of midstream company joint venture announcements and a renewed focus on IRRs 
and capital efficiency, we believe this could serve as a powerful catalyst for the sector.  Coupled with a stabilization in 
crude oil prices, we think investor enthusiasm for MLPs will return, which should offer relief to anemic fund flows 
(as shown below). 
 

MLP Fund Products Capital Raised by Month ($ in millions)

 
Source:  Bloomberg Data and Cushing Asset Management Analysis.    
Notes and methodology: MLP fund products include Open-end Mutual Funds (OEF), Exchange Traded Funds (ETF) and Exchange Traded Notes which invest primarily in MLP 
equity securities. The daily net funds flow into or out of these products is approximated by multiplying the daily fund price or net asset value (NAV) per share by the change in 
shares outstanding relative to the prior day.        

 
Valuation 
 
Regardless of the timing or exact catalyst that ultimately drives investors back to energy and MLPs, current 
valuations for MLPs appear to remain supportive.  As the following tables and graphs illustrate, we believe MLPs are 
cheap relative to their own history, relative to other components of the energy sector and relative to other yield-
oriented assets.  For those potential investors who believed they “missed” the opportunity to invest in the space after 
the 1st half 2016 rally, we believe they have another shot. 
 
Current Versus Historical MLP Valuation Metrics      

MLP Valuation Metrics Current 
5-Year 

Average 
Premium 

(Discount) 
10-Year 
Average 

Premium 
(Discount) 

Midstream MLP Yield 7.9% 6.5% (18%) 6.9% (13%) 
Price-to-DCF 10.7x 12.9x (17%) 12.1x (11%) 
EV-to-EBITDA 11.4x 13.4x (15%) 12.5x (9%) 
Spread-to-10-Year Treasury – discount (premium) 560 470 -- 422 -- 
Spread-to-Investment Grade Bonds – discount (premium) 355 191 -- 127 -- 
Spread-to-High Yield Bonds – discount (premium)  258 72 -- (63) -- 
 
Source:  “MLP Monthly: July 2017.”  Wells Fargo Securities.  July 7, 2017.     
 
  

-$500

$0

$500

$1,000

$1,500

$2,000

$2,500

$3,000

M
on

th
ly

 M
LP

 P
ro

du
ct

 F
lo

w
s

($
 in

 m
ill

io
ns

)

June 2017 reported the first negative
month of fund flows since December 2015



   
8117 Preston Road, Suite 440, Dallas, TX 75225 
(214) 692-6334 (phone) | (214) 219-2353 (fax) 
www.cushingasset.com | info@cushingasset.com 9 

Current Versus Historical Relative Valuation Metrics      

EV-to-EBITDA Multiples Current 
5-Year 

Average 
Premium 

(Discount) 
10-Year 
Average 

Premium 
(Discount) 

   MLPs 11.4x 13.4x (15%) 12.5x (9%) 
Energy:      
   Exploration and Production 6.7x 6.7x 0% 5.9x 14% 
   Refiners 6.5x 5.4x 20% 5.1x 27% 
   Integrated Exploration and Production 5.8x 5.3x 9% 4.8x 21% 
   Oilfield Services 6.7x 7.8x (15%) 7.1x (6%) 
Yield:      
   S&P Utilities 9.7x 8.7x 11% 8.0x 21% 
   REITs 15.6x 16.6x (6%) 15.1x 3% 
 
Source:  “MLP Monthly: July 2017.”  Wells Fargo Securities.  July 7, 2017.      
 
 
AMZ Price to +1Yr Forward Cash Flow (1)  AMZ Yield to 10-Year Treasury (1) 

 
 

1) Source: Bloomberg, as of June 30, 2017. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. 

 
 
Concluding Remarks 
 
As we continue in the recovery phase of the energy cycle, our frustration has increased but our conviction has not 
waned. We think, in short, that MLPs will benefit from improving operational economics and growing volumes, a 
favorable shift in the regulatory environment and renewed interest by providers of capital. MLPs have continued to 
make headway in simplifying structures and reducing or eliminating incentive distribution rights (“IDR”) burdens. 
Companies have, in large part, responded to pressures from the market to improve balance sheets and distribution 
coverage and, we believe, are well positioned to take advantage of future growth opportunities. 
 
We thank you for your support and your confidence in choosing Cushing Asset Management to manage your MLP 
investments. We are, as always, available to answer any questions you may have. 
 
 
Cushing Investment Team
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Important Disclosures 
 
This performance update, which has been furnished on a confidential basis to the recipient, does not constitute an offer of any securities or 
investment advisory services, which may be made only by means of materials which contain a description of material terms and risks of an 
investment.  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 (collectively, “Cushing”). 
 
The information in this report was prepared by Cushing.  Opinions represent Cushing’s opinion as of the date of this report and are for general 
informational purposes only and are not intended to predict or guarantee the future performance of any individual security, market sector or the 
markets generally.  Cushing does not undertake to advise you of any changes in its opinions or the information contained in this report.   
 
Investments in MLPs are subject to price changes in crude oil and natural gas, as well as regulatory and interest rate risks, among others.   
 
Glossary of Indices:  The Alerian MLP Index (AMZ) is a composite of the most prominent energy master limited partnerships. The Cushing® 30 
MLP Index (MLPX) is an equal weighted index that tracks the performance of 30 publicly traded MLP securities that hold midstream energy 
infrastructure assets in North America.  The S&P 500 Index is a capitalization-weighted index of 500 stocks. The index is designed to measure 
performance of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.  The 
S&P 500 Energy Index (S5ENRS) is a capitalization-weighted index comprised of those companies included in the S&P 500 that are classified as 
members of the GICS energy sector. The S&P 500 Oil & Gas E&P Sub Industry Index (S5OILP) is a capitalization-weighted index. This is a GICS 
Level 4 Sub-Industry group.  The Philadelphia Stock Exchange Oil Service 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 500 
Utilities Index is comprised of those companies included in the S&P 500 that are classified as members of the GICS utilities sector. The S&P 500 
Real Estate Investment Trusts REITS Industry Index (S&P 500 REITS) is comprised of stocks in the S&P 500 Index that are classified as members 
of the GICS REITs sector. 
 
Indices are included for comparative purposes only.    
 
Certain information contained in this presentation may constitute “forward-looking” statements, which can be identified by the use of forward-
looking terminology such as “may,” “will,” “should,” expect,” “estimate,” or “believe” or other variations thereof.  Due to various risks and 
uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements. 
 


