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itigroup’s of exchange traded
notes, the C-tracks, based
on Miller Howard dividend
strategies are offering incredible
value to shareholders.
ETN’s Provide Additional
Exposure To High Yield
Strategies
A recent move by Citigroup to
suspend sales of new shares of
its three ETN’s has set them up to

provide attractive entries for new
owners. According to Barron’s writer
Chris Dietrich the move leaves the
ETN’s “vulnerable to unusual trading
behavior” which could cause prices
to “veer away from their net asset
values in bouts of buying or selling”.
What he means is without Citigroup
funneling new shares to the market
at or near index value the ETN’s
prices are open to market pressures
in addition to the performance of
the underlying index.
The move targets all three of
Citigroups ETN’s but the two I really
want to focus on are the C-Tracks
Exchange-Traded Notes based on the
performance of two Miller/Howard
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indices, the MLP Fundamental Index
Due September 28, 2023 (MLPC) and
the C-Tracks Exchange-Traded Notes
Miller/Howard Strategic Dividend
Reinvestor Due September 16, 2024
(DIVC).
For those of you who’ve never
heard of an ETN let me briefly
explain. They are exchange traded
notes, very similar to ETF’s, but very
different. Unlike ETF’s they are a debt
security tied to a benchmark with
only the issuing institutions credit
quality to back it up. The funds have
a maturity date at which time they
pay the value of the underlying
index. Because an ETN does not hold
equity in the assets it is following it
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C-Tracks Offering
Incredible Value
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“

Despite tepid
expectations for
earnings growth in
2015 dividend growth
remains in play. Full year
growth is expected to
slow somewhat from last
years 11.8% but remains
robust

reinvests distributions for additiona
growth rather pay them out like the
MLPC. Current yield on the MLPC is
over 6%.

Outlook For Dividend Growth
Good
Despite tepid expectations for
earnings growth in 2015 dividend
growth remains in play. Full
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year growth is expected to slow
somewhat from last years 11.8% but
remains robust. Fourth quarter 2014
was the fourth quarter of record
dividend distributions so any gains
in 2015 will also be record highs.
Looking at the S&P 500 dividend
per share are expected to increase
at a rate of 7.5% in 2015 with all
10 sectors contributing to growth.
The banks are expected to increase
distributions by at least 15% and
are one of two sectors projected
to increase distributions by double
digits.
Earnings outlook is weighing on
dividend expectations but is only
helping to provide the market entry
I alluded to earlier. I won’t sugar coat
it, 2nd quarter earnings growth for
the S&P 500 stinks. It is still trending
below 0% and not expected to
improve substantially in the next
quarter. At best we can expect to
see headline expectations in the
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tends to track more closely than an
ETF, which is affected by expenses
and fees. Also, since gains are not
realized until the fund is sold, usually
years after purchase, only long term
capital gains are incurred.
The MLPC and DIVC are based on
two high yield dividend strategies
put forth by the Miller Howard
investment firm. The MLPC is
based on the Miller Howard MLP
Fundamental Index, an index of 25
master limited partnerships that
targets dividend growth, ability
of the MLP to cover dividend
requirements and expected capex. The index seeks to capture
distributions as well as momentum
during a dividend growth cycle
providing growth and income.
The DIVC is based on the Strategic
Dividend Index, an index of 30 equal
weighted stocks from 9 of the 10 S&P
500 sectors. It seeks to capture many
of the same features as the MLP but
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range of 0-2%. The good news is
that we are in an earnings uptrend,
current growth sluggishness is likely
a trough in an earnings growth cycle
and based on 4 year averages likely
to be better than expected.
Just look at the current quarter.
Initial projections called for decline
of -4.8%. This has already moderated
to -1.8% and likely to go higher
based on the latest string of reports I
have seen. The four average different
between the rate of growth first
projected and the rate of growth at
the end of the earnings reporting
season is over +3%. This means that
next quarter is likely to see growth
in the range of 3-6%, much much
better than what we’re seeing now.
Oil Prices Hurting Or Helping
The Energy Sector?
The energy sector is supposed to
see the most significant declines,
and growth, in upcoming quarters
due to the low prices of oil. The
sector is projected to show earnings
declines near -50% for this and the
next quarter at least, with full year
growth near that level as well. This
is no doubt hurting share prices
in the sector but so far has not
hurt dividend yields. In fact, many
oil companies, Exxon Mobil most
visibly, have been raising their
distributions, not lowering them.
The company has raised its dividend
5.8% compared to the comparable
quarter in 2014 and serves as
an example of dividend health
throughout the energy sector.
MLP’s are expected to fare no
worse, many of them have been
increasing their dividends steadily
over the past few years with forward
outlook positive. Share prices are
getting hammered due to low
oil prices but dividend stability is

expected. What is also expected
is a rebound in oil prices for 2016,
from $55 this year to $62 (WTI)
next. The IMF expects the average
price of Brent to grow at a rate of
6% between 2015 and 2016, they
expect the price of spot crude (the
blended price of Brent, WTI and
Dubai crude) to perform similarly.
This, along with steady/growing
production will no doubt fuel the
expected rebound in energy sector

earnings growth, near 35% for all of
2016, as well as continued dividend
growth in the sector.
Analysts at Miller Howard had a
few things to say about this subject
in their mid year update. “Most MLPs
don’t take title to BTUs, therefore
the change in commodity prices
does not change their cash flows,
nor their characteristics of growth of
cash flows.” This reinforces the idea
that recent weakness associated

Disclaimer: The opinions in this article are for informational purposes only and should not be construed as a recommendation
to buy or sell the stocks mentioned. Please do your own due diligence before making any investment decision.
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with oil prices is misplaced as cash
flow and distributions bare little risk
in that regard.
MLPC And DIVC Great
Alternatives To Traditional
ETF’s
According to information gleaned
from their website Miller Howard is
a boutique investment firm catering
to retail and institutional investors.
They target high yield cash
producing investments through a
variety of strategies. Alongside this
the company’s expertise extends
to the entire energy vertical which
as many of you know have long
histories of distribution, yield and

yield growth. The recent move by
Citigroup to suspend sales of new
shares has combined with current
market sentiment to provide
incredible entry points for dividend
investors with a long term approach.
Now that the shares are open to
more direct exposure to market
pressure they have fallen in value
but the fall is undeserved.
Miller Howard “I think, as much
as anything, some of the weakness
is due to the fact that there are a
lot of new participants. There are
new investors in the MLP space who
are, maybe, not as sophisticated
in understanding the business
models of MLPs. Many of these new
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investors have participated in the
MLP space through the various K-1
blockers—the closed-ends funds
and mutual funds. I suspect some
of these—what I’ll call “newbie
investors”—in the MLP space have
panicked out of the whole sector
and have put pressure on a short
term basis on the group.”
All in all the DIVC and MLPC offer
investors two choices for exposure
to high yield dividend strategies.
As ETN’s they track their underlying
indices more closely than ETF’s and
are subject to much lower fees.
Current market conditions have
provided unique entry points that
should not be ignored.

