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Welcome to the Tortoise QuickTake podcast. Thank you for joining us. Today, Tortoise provides a timely update on 
trending topics in the market. 
 

Thanks for joining us today on the Tortoise Quick Take Podcast.  I’m James Mick, Managing Director and Energy Portfolio 
Manager with Tortoise.   

Ernest Hemingway said, “Never write about a place until you are away from it, because that gives you perspective.” I think 
it’s difficult as well when you work in a certain sector to step away at times and try to look at it through a broader lens. What 
really helps us is that we get the chance to talk to all kinds of investors, some who are intimately familiar with energy and 
others who are simply incredibly astute investors, but maybe have no energy background. The questions you get asked 
really help you gain perspective at just how much things have changed in such a short period of time and how if you can’t 
look back and see that, you might miss some great opportunities. More on that topic in a moment.   

 We’ll start things off with market performance for the week that was: 

• On the commodity front, crude oil was lower by 2.3% on a variety of news items, while 
• Natural gas was up sharply on colder forecasted weather, with spot prices rising over 16% 
• Shifting to equities, the broader S&P Energy Select Sector Index® rose 1.1% 
• Exploration and production companies, as measured by the Tortoise North American Oil & Gas Producers IndexSM  

were also in the green, up 73 bps  
• And finally MLPs lagged the broader energy sector, as the Tortoise MLP Index®  declined by 1.2% 

 

Some quick hit energy news items on the commodity front:  

• President Trump was back tweeting about OPEC, urging them to raise production, leading to lower prices early in 
the week 

• The U.S. had a substantial draw from inventories for crude and all liquids 
o This is counter seasonal and is supported by two glaring factors 

 One, U.S. imports were at their lowest level since 1996, driven by Saudi Arabia doing exactly what 
they said they would and reducing shipments to the U.S. 

 Two, U.S. exports were over 3 million barrels per day, the second highest of all time, behind last 
week’s record 

• Finally, the rig count in the U.S. was also down 10 oil rigs  
 

One would have thought this would lead to higher prices, yet economic data was a bit disappointing, prompting a sell off at 
week’s end.   

On the natural gas front, cold weather continues to impact expectations, reducing the forecasted end point for natural gas 
storage at the close of heating season.  We still have about a quarter of the expected heating degree days to go, so if the 
cold sticks around, it will clearly have an impact.    

I wanted to turn attention now back to matters of perspective.   

One big theme this earnings season has been upstream discipline in terms of capital spending and ultimately the impact that 
will likely have on future production growth.  It’s been the talk of the town so to speak and driven concerns all the way to the 
midstream sector.  What happens if volumes are not as robust as they were in 2018?   
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We put together a lot of information on our team regarding our outlook for the energy sector, so it pays to go back and look at 
what was originally forecasted and compare it to what actually happened.  A pretty easy lesson, right?  Well, if you read the 
headlines from analysts, maybe not as easy as you would think.   

 

That being said, I wanted to go back and compare what the expectations were at the beginning of 2018 to what actually 
happened and also the same for 2019.   

Let’s journey back in time to the end of 2017.  As a matter of reference, the IEA, in its December 14th oil market report, 
projected US liquids production growth for 2018, which includes both crude oil and natural gas liquids, to be 1.1 million 
barrels per day. 

The EIA, the U.S. energy administration, released its short-term energy outlook in January of 2018 and anticipated 2018 
U.S. production growth to be 1.47 million barrels per day and a further 940 thousand barrels per day in 2019, for a grand 
total of 2.41 million barrels per day of incremental production over the two year time frame.   

So what actually transpired?  The U.S. surged production an astounding 2.2 million barrels per day in 2018.  Far exceeding 
any expectations to start the year.   

In fact, it’s likely we will end up with liquids production growth over the two year time frame of 2018 and 2019 exceeding 3 
million barrels per day.   

So when analysts get nervous about a potential slowdown in production and the impact on midstream volumes, sometimes 
it’s helpful to step back and regain some perspective. It’s highly likely we end up well beyond the perceived level of 
expectation by the end of 2019, it just showed up earlier than we thought and of course it’s not a nice, perfectly straight line.   

One other thing to consider, what have the stocks done in that time frame? If they were up a lot based on the higher 
production achieved in 2018 beyond expectations, then maybe it would make sense to have some trepidation about the 
values.   

You can probably imagine where I’m going with this. That’s right, if we look at the price return of the index during that time 
frame, from the end of 2017 to last Friday, the Tortoise MLP Index®  is actually down 10%.  In fact, even including dividends, 
the index is still a shade negative.   

Bottom line, production growth came earlier than expected and will likely end up higher than originally anticipated over the 2 
year time-frame, while the stocks have barely budged.  Hardly a reason to talk down the sector because 2019 may not be as 
robust for growth as a record breaking 2018. 

One more matter of perspective as it relates to midstream and MLPs specifically.  I think it’s important to step back and look 
at what has happened in this sector over the last 4+ years.  MLPs were essentially funding all growth projects with a mix of 
debt and equity. Capital market access was plentiful. But then the downturn hit in mid-2014 and continued on.  Suddenly 
everything changed.  Investors required companies to no longer utilize public equity markets.  And they wanted higher 
coverage, lower leverage, elimination of incentive distribution rights, self-funding of capex in terms of the equity side of the 
ledger and oh by the way, please buy back some shares as well.   

Talk about a big wish list!   

Midstream was often faced with corporate finance 101 decisions in the 2015-2018 time period…I have a project, how do I 
fund it?  The old method of issuing equity was off the table. Yet the projects didn’t stop coming despite the weaker 
commodity price environment. So companies utilized a variety of tools in their toolkit, including slowing distribution growth to 
retain more cash flow, issuing preferred equity, selling non-core assets, private equity infusions and of course, some also cut 
distributions.   
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It was painful, no doubt about it. We have lived through it with our investors every step of the way, but the transition has been 
nothing short of amazing when you step back and just take in the massive changes the industry has gone through in a short 
amount of time.   

 

I know just providing some perspective hardly makes up for the losses many investors have faced, but what it does is 
generally provide for a much more viable and hopefully valuable set of companies looking forward as they have made 
significant progress on all items of the investors’ aforementioned wish list. 

Again, it’s all a matter of perspective!   

That will do it for today. Have a great week and we look forward to speaking with you again soon. 

Thank you for joining us. And stay tuned for our next cast. Have topics you want covered or other feedback to 
share? Write us at info@tortoiseadvisors.com. 
 
The S&P 500® Index is a market-value weighted index of equity securities. 

The PCE inflation rate is the Personal Consumption Expenditures Price Index. It measures price changes for household 
goods and services. Increases in the PCEPI warn of inflation while decreases indicate deflation. 
 
Broad Energy = The S&P Energy Select Sector® Index is a capitalization-weighted index of S&P 500® Index companies 
in the energy sector involved in the development or production of energy products. 
 
Producers = Tortoise North American Oil & Gas Producers IndexSM 
The Tortoise North American Oil & Gas Producers IndexSM is a float-adjusted, capitalization weighted index of North 
American energy companies primarily engaged in the production of crude oil, condensate, natural gas or natural gas liquids 
(NGLs). The index includes exploration and production companies structured as corporations, limited liability companies and 
master limited partnerships but excludes United States royalty trusts. 
 
MLPs = The Tortoise MLP Index® is a float-adjusted, capitalization weighted index of energy master limited partnerships 
(MLPs). The index is comprised of publicly traded companies organized in the form of limited partnerships or limited liability 
companies engaged in transportation, production, processing and/or storage of energy commodities. 
 
The indices are the exclusive property of Tortoise Index Solutions, LLC, 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 Tortoise MLP Index®, 
Tortoise North American Pipeline IndexSM and Tortoise North American Oil and Gas Producers IndexSM (each an “Index”). 
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 
Tortoise Index Solutions, LLC and its affiliates. Neither S&P Dow Jones Indices, SPFS, Dow Jones nor any of their affiliates 
sponsor and promote the Index and none shall be liable for any errors or omissions in calculating the Index. 
 
Disclaimer: Nothing contained in this communication constitutes tax, legal, or investment advice. Investors must consult 
their tax advisor or legal counsel for advice and information concerning their particular situation. This podcast 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. This podcast reflects our 
views and opinions as of the date herein, which are subject to change at any time based on market and other conditions. We 
disclaim any responsibility to update these views. These views should not be relied on as investment advice or an indication 
of trading intention. Discussion or analysis of any specific company-related news or investment sectors are meant primarily 
as a result of recent newsworthy events surrounding those companies or by way of providing updates on certain sectors of 
the market. Tortoise, through its family of registered investment advisers, does provide investment advice to Tortoise related 
funds and others that includes investment into those sectors or companies discussed in these podcasts. As a result, Tortoise 
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does stand to beneficially profit from any rise in value from many of the companies mentioned herein including companies 
within the investment sectors broadly discussed.  
 
 
 


