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What has been driving midstream companies 
in recent months? 

Over the past year, there has been a higher 
global demand for oil and natural gas, benefitting 
midstream pipeline companies that transport, store, 
and process oil and natural gas. In addition, the 
current Russian invasion of Ukraine underscores the 
need for reliable U.S. energy as Europe reduces its 
reliance on Russian fuel supplies.

The rebound in U.S. activity levels has created a rise 
in hydrocarbon throughput volumes through many 
midstream companies’ pipelines, elevating free cash 
flow. With rising cash levels, midstream companies 
have reduced their debt burdens, increased 
share repurchases, and amplified distribution and 
dividend payouts.  

What are the payout levels for midstream 
companies?

We believe dividend payout levels remain attractive. 
Average yields across the Midstream MLP subgroup 
and C-Corps were currently at roughly 8% and 6%, 
respectively.1 Yet payout coverage levels remain 
healthy, with a cash payout coverage of roughly  
1.9x—companies have roughly twice the cash 
available for payouts than what is currently being 
paid. In our view, this provides the strong potential 
for rising payout growth going forward. 

What advantages do midstream equities 
possess in an inflationary environment?

Some of the pipelines operated by midstream 
companies that transport oil and natural gas 
liquids are regulated by the Federal Energy 
Regulatory Commission (FERC). These FERC-
regulated pipelines often have an inflation adjuster 
component added to the rate these companies 
are allowed to charge their customers. Over time, 
that rate can increase by a percentage equal to the 
change in the producer price index for finished 
goods (PPI-FG). This mechanism offsets increasing 
costs occurring in other parts of their business.

Also, within the liquids-gathering infrastructure, on 
a contractual basis, some midstream companies 
will accept a portion of the liquids stream as a 
component of their payment for handling the 
volumes. By taking possession of the product, they 
can generate an uplift through the mechanism of 
the higher liquids price, which they then sell to the 
marketplace.
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Would you please discuss valuations?

On a free cash yield basis, midstream companies 
look attractive. Free cash yield considers cash 
availability beyond capital expenditures and 
dividends and is currently in the mid-teens range.

Midstream companies also appear inexpensive 
based on consensus estimates. As of February 2022, 
sector MLP (master limited partnership) valuations 
were trading at 8.1x on a 2023 EV/EBITDA basis. 
That figure is 14% below its 5-year average of 9.5x.

On a 2023 EV/EBITDA basis as of February 2022, 
C-Corp midstream companies were trading at 10x, 
which is 7% below the 5-year average. 

We believe the combination of solid sector 
fundamentals, the prospect for rising interest rates, 
and these attractive valuations, offer strong appeal 
for midstream companies on both an absolute and 
relative basis when compared to other sectors.

Must be preceded or accompanied by a prospectus. 
Past performance does not guarantee future results. Index performance is not indicative of fund performance. To obtain fund performance, click here.
Mutual fund investing involves risk. Principal loss is possible. Small and medium-capitalization companies may have more limited liquidity and greater price volatility 
than large-capitalization companies. Funds that concentrate in a single sector may be subject to a higher degree of risk. Energy-related companies are subject to specific 
risks, including fluctuations in commodity prices and consumer demand, substantial government regulation, and depletion of reserves. Investments in lower-rated 
and non-rated securities presents a greater risk of loss to principal and interest than higher-rated securities. Use of derivatives can increase the volatility of the fund. 
Master Limited Partnerships (MLPs) and MLP investments have unique characteristics. The Fund does not receive the same tax benefits of a direct investment in an MLP.
The prices of MLP units may fluctuate abruptly and trading volume may be low, making it difficult for the Fund to sell its units at a favorable price. MLP general 
partners have the power to take actions that adversely affect the interests of unit holders. Most MLPs do not pay U.S. federal income tax at the partnership 
level, but an adverse change in tax laws could result in MLPs being treated as corporations for federal income tax purposes, which could reduce or eliminate 
distributions paid by MLPs to the Fund. The Fund is treated as a regular corporation, or “C” corporation, for U.S. federal income tax purposes, and therefore, is 
subject to U.S. federal income tax on its taxable income at the graduated rates applicable to corporations (currently a maximum rate of 21%) as well as state and 
local income taxes. The Fund will not benefit from current favorable federal income tax rates on long-term capital gains, and Fund income and losses will not be 
passed on to shareholders. The Fund accrues deferred income taxes for future tax liabilities associated with the portion of MLP distributions considered to be a 
tax-deferred return of capital and for any net operating gains as well as capital appreciation of its investments. This deferred tax liability is reflected in the daily 
NAV and as a result the Fund’s after-tax performance could differ significantly from the underlying assets even if the pre-tax performance is closely tracked.
Current and future holdings are subject to risk.
Earnings growth is not a measure of a fund’s future performance.

A significant portion of the Fund’s distributions to shareholders will be characterized as a “return of capital” because of its MLP investments. Future dividend payments are not guaranteed. 

Top ten holdings for the Hennessy Midstream Fund can be found here: https://www.hennessyfunds.com/funds/midstream#portfolio. Fund holdings are subject to change and should not 
be considered recommendations to buy or sell any security. 

For glossary and index definitions, click here.
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