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Fourth Quarter 2019 Commentary
OVERVIEW
Master Limited Partnerships (MLPs), as represented by the Alerian MLP Index returned -4.08% for the quarter and
6.56% for the one-year period ending December 31, 2019. In comparison, the S&P 500® Index returned 9.07% and
31.49% for the quarter and one-year, respectively.
OUTLOOK
MLPs had weak performance during the fourth quarter but turned positive for the year on a strong December return
of 8.53%. Pundits and market commentators pointed to fears of a global economic slowdown and expectations for
weak global oil demand as the culprit for weak energy returns during the quarter. It is more likely to us that the
recent weakness reflects the expectation that growing U.S. production will keep the market oversupplied. As a
result, we believe any introduced geopolitical risk like the Iranian attack on Saudi Arabia will have limited long-term
impacts on prices. This outlook is offset by some certainties we know will occur in the U.S. midstream industry in
2020. Multiple previously announced projects came on-line around year-end 2019 and will be cash-flowing in 2020
and beyond. The subdued outlook for commodity prices has caused oil & gas producers to lower capital spending
plans in 2020 and midstream operators are responding in kind. These higher cash flows and lower spending plans
will push midstream companies into a near-term free cash flow growth environment. This should get noticed by
investors. Dividend and distribution expectations are solidifying as well, and we think yield-oriented investors who
had avoided energy recently, might return as interest rates and yields in other equity market sectors remain low.
Our long-term outlook is bullish as we believe the industry is much healthier than investor sentiment indicates, and
energy securities should benefit if value investing begins to outperform. Our Key Issues table below remains
weighted to the positive. Attractive valuation levels and the resumption of distribution growth are important catalysts
while the challenging political and regulatory environment remains an impediment to future returns. Given the
current outlook, we are confident that long-term returns will be strong.
KEY ISSUES

Positive

VALUATIONS



Neutral

Negative

We believe MLPs remain undervalued on an absolute and
relative basis versus comparable asset classes



POLITICAL AND REGULATORY



COMMODITY PRICES

Comment

Infrastructure regulation is increasingly local, making for a
more complicated operating environment. Domestic political
risk could cause volatility in 2020.
Despite recent volatility, commodity prices are at the low end
of our expected range

INTEREST RATES



Interest rates remain low and are expected to stay around
current levels

DISTRIBUTION GROWTH



After 4 years of decline, distributions are inflecting and
showing signs of growth

ENERGY INFRASTRUCTURE
BUILD-OUT



Multiple projects coming online is positive for cash flow but
increased capital discipline by E&Ps may delay demand for
new infrastructure for midstream companies
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Valuations remain attractive, and strategic and financial buyers were active in 2019. Upstream transactions included
large cap Occidental Petroleum buying Anadarko and multiple smaller cap stock-for-stock mergers. Equity capital
market access was limited in 2019 as capital was scarce and, as a result, efficiency with the capital you have
becomes ever important. Part of the rationale for the M&A was the enhanced drilling efficiencies along with reduced
levels of SG&A.
MLP Valuation
3

Standard Deviations from Fair Valuation

Midstream saw private equity interest
continue to be high. IFM Global
Infrastructure purchased Buckeye
Partners for over
$10 billion,
Blackstone raised its offer for Tallgrass
Energy and private equity acquired
multiple non-core pipeline assets from
public
companies.
Midstream
companies are using the proceeds from
these sales to strengthen balance
sheets, fund the build out of more
strategic assets and are considering
share buybacks.
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MLPs appear overvalued
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A theme in our portfolios is a preference
-4
for natural gas infrastructure compared
1995
2007
2009
2011
2013
2015
2017
2019
1997
1999
2001
2003
2005
to oil infrastructure. We have long held
the view that natural gas was the fuel to
Period: 12/31/1995 – 12/31/2019
Data Source: FactSet Research Systems
bridge the world economy from one
Composite valuation based on both relative and absolute valuation metrics. Standard deviation is a
reliant on coal and oil to a more
measure of volatility, which shows how much variation exists from the average return.
renewable energy focused one. We
have seen this play out over the last year and decade. Natural gas production in the U.S. has grown from 70.9
billion cubic feet per day (Bcf/d) at the end of the last decade to approximately 115 Bcf/d at the end of 2019. 1 The
transition to natural gas makes sense from a practical, political, regulatory, and economic point of view. The data
suggests that the landscape has already changed dramatically. As a percent of fuels consumed for electricity
generation, natural gas has more than doubled over the last decade growing from 20% of the total to 42% of the
total today. 1 During 2019, a tough year for energy capital markets, natural gas production still grew 8.8%. While
much has changed, we expect the trend and pace of change to accelerate in the decades to come. This leaves us
bullish on natural gas midstream infrastructure going forward.
As we look into 2020, geopolitical risk will be a market driver, but we expect individual incidents to have short-term
impacts on commodity prices, not a phase shift higher. Crude oil prices, which are high relative to natural gas, are
driving the production of associated natural gas, the gas that is produced out of a well drilled on crude oil economics.
This natural gas production should keep
Midstream Free Cash Flow ($ in Billions)
natural gas prices low. We think this price
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environment is good for global demand and
LNG exports should continue to grow.
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Historically, midstream equity returns are
seasonally front-loaded into the first half of
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the year, but domestic political risk could
cause volatility in an election year. The
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election of a moderate Democrat or the
incumbent Republican could be a positive
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for energy and midstream in the second half
of the year. Overall, energy infrastructure
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companies look cheap, on average, and the
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business models have been significantly de$10
risked in recent years. The advent of a free
cash flow ramp could push valuations higher
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as companies return more cash to
shareholders in 2020 and beyond.
$0
2019

2020

2021

ML P & E N ERGY INFRA STRUCTURE MA RKET CO MMENTARY FOURTH Q UARTE R 20 19

To r t oi se | 2

Thank you for your continued trust and support. As always, we welcome any questions you may have.
Sincerely,
The Tortoise St. Louis investment team

Source:
1. U.S. Energy Information Administration

This commentary contains certain statements that may include “forward-looking statements.” All statements, other than statements of historical
fact, included herein are “forward-looking statements.” Although Tortoise believes that the expectations reflected in these forward-looking
statements are reasonable, they do involve assumptions, risks and uncertainties, and these expectations may prove to be incorrect. Actual
events could differ materially from those anticipated in these forward-looking statements as a result of a variety of factors. You should not place
undue reliance on these forward-looking statements, which speak only as of the date of this publication. Tortoise does not assume a duty to
update these forward-looking statements. The views and opinions in this commentary are as of the date of publication and are subject to change.
This material should not be relied upon as investment or tax advice and is not intended to predict or depict performance of any investment. This
publication is provided for information only and shall not constitute an offer to sell or a solicitation of an offer to buy any securities. The data is
obtained from sources we deem reliable; it is not guaranteed as to its accuracy. Valuations and long-term return expectations do not represent
or predict the performance of any particular investment. Past performance does not guarantee future results. The Alerian MLP Index is the
leading gauge of energy infrastructure Master Limited Partnerships (MLPs). The capped, float-adjusted, capitalization-weighted index, whose
constituents earn the majority of their cash flow from midstream activities involving energy commodities, is disseminated real-time on a pricereturn basis (AMZ) and on a total-return basis (AMZX). It is not possible to invest directly in an index.
This reprint has been provided by Guggenheim Investments which represents the following affiliated investment management businesses of
Guggenheim Partners, LLC ("Guggenheim"); Security Investors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Funds
Distributors, LLC, GS GAMMA Advisors, LLC, Guggenheim Partners Europe Limited and Guggenheim Partners India Management. Tortoise
Capital Advisors serves as Investment Sub Advisor for the Fiduciary/Claymore MLP Opportunity Fund (FMO). Guggenheim Funds Investment
Advisors, LLC serves as Investment Adviser
This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any
particular security, strategy or investment product, or as investing advice of any kind. This material is not provided in a fiduciary capacity, may
not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation of an offer to buy or sell
securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always
consult a financial, tax and/or legal professional regarding your specific situation. This material contains opinions of Advisory Research, Inc., but
not necessarily those of Guggenheim Partners, LLC or its subsidiaries.
The opinions contained herein are subject to change without notice. Forward looking statements, estimates, and certain information contained
herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained from
sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither
representation nor warranty as to the current accuracy of, nor liability for, decisions based on such information. No part of this material may be
reproduced or referred to in any form, without express written permission of Advisory Research Inc. or Guggenheim Partners, LLC.
Investing involves risk, including the possible loss of principal. Past performance is not indicative of future results. An investment in MLP units
involves risks that differ from a similar investment in equity securities, such as common stock, of a corporation. Holders of MLP units have the
rights typically afforded to limited partners in a limited partnership. As compared to common shareholders of a corporation, holders of MLP units
have more limited control and limited rights to vote on matters affecting the partnership. There are certain tax risks associated with an investment
in MLP units. Additionally, conflicts of interest may exist between common unit holders, subordinated unit holders and the general partner of an
MLP; for example, a conflict may arise as a result of incentive distribution payments. #41618
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