
As an investment advisor, you have been subscribed to the MLP Newsletter so 
that you and your clients can stay abreast of this powerful income-generating 
sector. Published quarterly, the MLP Newsletter includes valuable information 
and expert opinion about MLPs that you cannot get anywhere else. 

The Master Limited Partnership Association (MLPA) is a trade association rep-
resenting the publicly traded limited partnerships (PTPs) that are commonly 
known as master limited partnerships (MLPs), and those who work with them. 

Cohen & Steers is a global investment manager specializing in liquid real as-
sets, including real estate securities, listed infrastructure, commodities and 
natural resource equities, as well as preferred securities and other income 
solutions.

Tyler Rosenlicht, CFA, is Senior Vice President, Head of Midstream Energy & 
MLPs for Cohen & Steers.

5 Key Questions for Midstream Energy in 2019
Don’t expect the disconnect between midstream 
stock prices and earnings trends to last forever. 
Here’s why. 

The end of the Easy Money Era has been challenging 
for many asset classes in 2018. But for midstream en-
ergy investors, this year has been a punch to the gut. 
Through December 17, 2018, the Alerian Midstream 
Energy Index was down 13.8% year to date, putting 
it more than 40% below its 2014 high on a price-only 
basis. 

Yet even with oil prices faltering, many master lim-
ited partnerships (MLPs) and other midstream busi-
nesses are exceeding earnings expectations. To help 

investors make sense of what’s going on, we’ve answered five key questions for 2019.

1. Why was 2018 so challenging, and why should 2019 be different?

It seemed this year was a game of Whack-A-Mole for the midstream sector. Every 
time it began to rise, a sentiment killer surfaced: rising interest rates, the Federal 
Energy Regulatory Commission’s ruling on the tax treatment of MLPs, some poorly 
received mergers and distribution cuts, a Colorado ballot initiative aimed at curtail-
ing drilling activity, declining crude prices and, finally, tax-loss selling. 

These headlines distracted investors from an otherwise strong fundamental envi-
ronment. 
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In 2018, the U.S. became the world’s largest producer of crude oil for the first time 
since 1973, while the Energy Information 
Administration (EIA) projected that U.S. 
production of crude oil, natural gas and nat-
ural gas liquids (NGLs) could rise between 
20% and 30% through 2022. In addition, 
significant pricing differentials—which typ-
ically signal constraints in pipeline capaci-
ty—materialized across North America, of-
fering a positive harbinger for midstream 
cash flows. 

This combination of poor stock price per-
formance and strong underlying earnings 
trends has left cash flow multiples near cri-
sis levels, roughly 15–20% below our esti-
mate of intrinsic fair-market value.* We re-
alize building value may take time, but for investors looking to diversify, we believe 
this kind of upside potential, along with strengthening fundamentals and a history 
of low equity correlations, is attractive. 

MLPs in the News

Westlake Chemical Partners LP (NYSE: WLKP) 
Announces Third Quarter 2018 Results

TC PipeLines, LP (NYSE: TCP) Announces 2018 
Third Quarter Financial Results

PBF Logistics (NYSE: PBFX) Increases Quarterly 
Distribution to $0.50 per Unit and Announces Third 
Quarter 2018 Earnings Results

NuStar Energy (NYSE: NS) Reports 25% Increase 
in Net Income

Natural Resource Partners (NYSE: NRP) 
Reports Third Quarter 2018 Results

Magellan Midstream Partners (NYSE: MMP) 
Reports Higher Third-Quarter Financial Results

Holly Energy Partners (NYSE: HEP) Reports 
Third Quarter Results

Enterprise Products Partners (NYSE: EPD) 
Reports Record Results for Third Quarter 20188

“In 2018, the U.S. became 

the world‚Äôs largest pro-

ducer of crude oil for the 

first time since 1973, while 

the EIA projected that 

U.S. production of crude 

oil, natural gas and NGLs 

could rise between 20% 

and 30% through 2022.” 
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2. What does it mean to be “energy independent,” and how is that 
good for midstream?

Contrary to popular opinion, U.S. energy independence does not mean America will 
produce enough oil and gas to shut its borders and retreat from global trade. The 
U.S. will likely produce more than it consumes, but not necessarily the right mix 
of products. That creates opportunities for U.S. energy exports, which we already 
see in liquefied natural gas. North America’s abundant, excess natural gas produc-
tion is currently exported to Europe and Asia as a replacement for coal-fired electric 
generators. We believe these exports are an important opportunity for midstream 
companies that develop and own the infrastructure assets that facilitate this trade.

3. What are price differentials telling us about tomorrow’s infra-
structure needs?

We’ve published several papers over the past year about how midstream companies 
are simplifying their business models. This trend was catalyzed by the collapse in 
energy prices in 2014–15, which exposed the old MLP models as having misaligned 
management incentives, weak corporate governance and a heavy reliance on access 
to capital. 

Having learned their lesson, most midstream companies have taken steps to become 
more self-sustaining—removing the dual share class structure, eliminating burden-
some incentive distribution rights (IDRs), and aligning their boards of directors 
around one set of investors. The result has been improved corporate governance 
with a focus on return on invested capital. We call this new era for the industry 
“Midstream 2.0.”

The announcement phase of these changes is almost complete, and we are now mov-
ing to the execution phase. We believe investors will eventually wake up to the im-
provements that come with Midstream 2.0—namely better managed, more stable 
business models that are less dependent on capital markets. We believe these chang-
es should produce better outcomes for investors over the long run. 

4. How far are we on the path to Midstream 2.0?

We’ve published several papers over the past year about how midstream compa-
nies are simplifying their business models. 
This trend was catalyzed by the collapse in 
energy prices in 2014–15, which exposed 
the old MLP models as having misaligned 
management incentives, weak corporate 
governance and a heavy reliance on access 
to capital. 

Having learned their lesson, most mid-
stream companies have taken steps to be-
come more self-sustaining—removing the 
dual share class structure, eliminating 
burdensome incentive distribution rights 
(IDRs), and aligning their boards of direc-
tors around one set of investors. The result 
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“We believe investors will 

eventually wake up to the 

improvements that come 

with Midstream 2.0 ... 

We believe these chang-

es should produce better 

outcomes for investors 

over the long run.”
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has been improved corporate governance with a focus on return on invested capital. 
We call this new era for the industry “Midstream 2.0.”

The announcement phase of these changes is almost complete, and we are now mov-
ing to the execution phase. We believe investors will eventually wake up to the im-
provements that come with Midstream 2.0—namely better managed, more stable 
business models that are less dependent on capital markets. We believe these chang-
es should produce better outcomes for investors over the long run.

5. Is midstream energy something I should own now?

Very much so. 

The midstream asset class is trading at discounts to its intrinsic value, coupled with 
a strong supply-demand backdrop. 

Companies that have adopted the 2.0 model are just starting to see tangible benefits, 
including a lower cost of capital and a broader investor base, which may begin to pay 
off via better valuation multiples. 

Finally, based on where we are in the economic cycle, we believe the relatively pre-
dictable, inflation-linked cash flows of midstream businesses can provide a valu-
able defense against economic uncertainty. According to our analysis of asset-class 
performance across different phases of the cycle since 1991, midstream energy has 
outperformed broad equities by a staggering 19% annually in late-cycle periods.**

We believe this rare combination makes midstream energy one of the most compel-
ling investment opportunities in the market today. 

* Current valuation of 9.8x EBITDA for the Wells Fargo Index at 11/30/2018, compared with our fair 
value estimate of 12-13x based on multiples of recent private equity transactions.

** 1/1/1991 to 9/30/2018. Source: Thomson Reuters Datastream, Cohen & Steers. Data represents past 
performance, which is no guarantee of future results. Based on monthly returns for the Thomson Reuters 
Datastream World Pipelines Index versus the Thomson Reuters Global Equity Index. Late-cycle defined 
by periods of growth above potential and rising, as measured by our proprietary Leading Economic Index.
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Tyler Rosenlicht, Senior Vice President, is a portfolio manager for Cohen & Steers’ infrastruc-
ture portfolios with an emphasis on MLP and Midstream Energy strategies. He has nine years 
of investment experience. Prior to joining the firm in 2012, Mr. Rosenlicht was an investment 
banking associate with Keefe, Bruyette & Woods and an investment banking analyst with Wa-
chovia Securities. Mr. Rosenlicht has a BA from the University of Richmond and an MBA from 
Georgetown University. He is based in New York. 

Index Definitions
An investor cannot invest directly in an index and index performance does not reflect the deduction of 
any fees, expenses or taxes. The Wells Fargo MLP Index is a capitalization-weighted index of energy 
MLPs with market capitalizations of at least $200mn at the time of inclusion. The Datastream World Index 
Series encompasses global indexes representing the broad equity market, with companies allocated to 
their respective industrial sectors (e.g., Pipelines), compiled by Thomson Reuters Datastream.

Important Disclosures
Data quoted represents past performance, which is no guarantee of future results. The views and opin-
ions in the preceding commentary are as of the date of publication and are subject to change without 
notice. There is no guarantee that investors will experience the type of performance reflected in this com-
mentary. There is no guarantee that any historical trend referenced in this commentary will be repeated 
in the future, and there is no way to predict precisely when such a trend will begin. There is no guarantee 
that a market forecast made in this commentary will be realized. This material represents an assessment 
of the market environment at a specific point in time, should not be relied upon as investment, tax or legal 
advice and is not intended to predict or depict performance of any investment. Investors should consult 
their investment, tax or legal professional with respect to their individual circumstances. These materials 
are provided for informational purposes only and reflect the views of Cohen & Steers, Inc. and sources 
believed by us to be reliable as of the date hereof. No representation or warranty is made concerning 
the accuracy of any data compiled herein, and there can be no guarantee that any forecast or opinion in 
these materials will be realized. This is not investment advice and may not be construed as marketing 
material for any financial product or service sponsored by Cohen & Steers, Inc. or any of its affiliates or 
agents. 
Before investing in any Cohen & Steers U.S.-registered open-end mutual fund, carefully consider the 
investment objectives, risks, charges, expenses and other information contained in the summary pro-
spectus and prospectus, which can be obtained by visiting cohenandsteers.com or by calling 800 330 
7348. This commentary must be accompanied by the most recent Cohen & Steers fund fact sheet(s) and 
summary prospectus if used in connection with the sale of mutual fund shares. 

Risks of Investing in MLP Securities
An investment in MLPs involves risks that differ from a similar investment in equity securities, such as 
common stock, of a corporation. Holders of equity securities issued by MLPs have the rights typically 
afforded to limited partners in a limited partnership. As compared to common shareholders of a corpo-
ration, holders of such equity securities have more limited control and limited rights to vote on matters 
affecting the partnership. There are certain tax risks associated with an investment in equity MLP units. 
Additionally, conflicts of interest may exist among common unit holders, subordinated unit holders and 
the general partner or managing member of an MLP; for example, a conflict may arise as a result of in-
centive distribution payments. MLPs are subject to significant regulation and may be adversely affected 
by changes in the regulatory environment, including the risk that an MLP could lose its tax status as a 
partnership. MLPs may trade less frequently than larger companies due to their smaller capitalizations, 
which may result in erratic price movement or difficulty in buying or selling. MLPs may have additional 
expenses, as some MLPs pay incentive distribution fees to their general partners. The value of MLPs 
depends largely on the MLPs being treated as partnerships for U.S. federal income tax purposes. If MLPs 
were subject to U.S. federal income taxation, distributions generally would be taxed as dividend income. 
As a result, after-tax returns could be reduced, which could cause a decline in the value of MLPs. If MLPs 
are unable to maintain partnership status because of tax law changes, the MLPs would be taxed as cor-
porations and there could be a decrease in the value of the MLP securities.
Cohen & Steers Capital Management, Inc., (Cohen & Steers) is a registered investment advisory firm that 
provides investment management services to corporate retirement, public and union retirement plans, 
endowments, foundations and mutual funds. Cohen & Steers U.S. registered open-end funds are distrib-
uted by Cohen & Steers Securities, LLC, and are available to U.S. residents only.

ABOUT ADVISOR ACCESS
Advisor-Access LLC was designed to bring compelling investment ideas to investors in the form of in-
depth interviews with company management and the latest fact sheets and corporate presentations, in 
a concise format: the critical pieces of information an investor needs to make an informed investment 
decision. 

Copyright © 2019 Advisor Access, All Rights Reserved. • Disclaimer

http://advisor-access.com/disclaimer/

