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Economics 101: The Cure For High Prices, Is High Prices
Welcome to Economics 101. Today we will target the basics by analyzing our imaginary factory that produces
widgets. If we flood the market with widgets and demand remains constant, the price of our widget will go down
as people place less value on a product that is available everywhere. Conversely, if we underinvest in supply (and
demand remains constant), then the price of our widget will go up because there is less of our product available.
The market’s main function is to find an equilibrium that results in stable prices that meets the needs of the
general public. In a perfect world a free market results in stable prices, adequate supply, minimal inflation, and an
absence of turmoil. Unless we’re talking about oil and natural gas. In that case, buckle up.
Over the last several years we’ve experienced an abnormally large number of shocks to the energy market, both
in supply and demand. Some of it, to be sure, has been self-inflicted. Twice over the last seven years OPEC has lost
patience with U.S. producers and flooded the market with product in an effort to inflict financial pain. Meanwhile,
demand has been afflicted by the unforeseen (Covid-19) and foreseen (increased renewables and energy
conservation). What impresses us though is the resilience of long-term demand, which like a water level bounces
back once pressure is released. By the end of the third quarter, energy demand had largely normalized as the
world gained comfort with its ability to withstand the Covid-19 delta variant, while supply constraints emerged
from a combination of OPEC discipline and severe underinvestment. Under these conditions, our friendly
Economics 101 professor would not be surprised to see oil and natural gas prices end the third quarter at multiyear highs and with many predicting higher prices over the near- and medium-terms.
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How To Solve High And Rising Energy Prices
The answer to the above is simple: raise production. What’s interesting though is that while the answer is simple,
the execution is apparently not. The world’s primary supplier of oil (OPEC+) is struggling to meet its own
production quotas, which raises questions about its ability to deliver steady increases to world supply that its
agreement calls for through year-end 2022. Ever since the organization started raising member production quotas
in December 2020 there has been a monthly shortfall. Interestingly, while the shortfall is led primarily by Angola,
Kuwait, and Nigeria, concerns have been raised about Saudi Arabia and Russia’s ability to increase production as
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well. Granted OPEC+ production is steadily increasing, but surging oil prices reflect the market view that they’re
unable to meet short-term demand.

OPEC Shortfall vs Production Quota
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Since the shale revolution, the swing barrel has increasingly come from U.S. production because of its unique
ability to cycle up over a short period of time. Producers reacted to price spikes by pouring capital into the
wellhead. This time around it has been demonstrably different. U.S. producers, particularly those that are publicly
traded, have been disciplined with capital. Investors are telling management teams to not invest, but rather
harvest and distribute cash flow. While private producers have countered this trend to some degree, they’re
limited by the acreage they control. It’s shocking to see how slowly the oil rig count has increased as oil prices
continue to break through multi-year highs. There is little doubt that part of this is related to negative public
sentiment that plagues fossil fuel production today. Financial institutions and investors are hyper aware of this
negative sentiment and the political headwinds that come with it, and some believe U.S. producers would face
higher costs of capital as a result that makes them even less likely to invest. That means we’re left to rely on the
slow-to-move national oil companies like those that make up OPEC to respond to rising prices. Unfortunately,
OPEC’s motivation is less about meeting global demand than it is controlling oil prices, which is to say they will act
like the cartel they are and constrain production in order to maximize price. We therefore conclude that oil price
risk is currently skewed to the upside.
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Oil Rig Count
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That brings us to natural gas supply, which within the U.S. depends a lot on oil production. Most of a well’s
economics are driven by oil prices and a meaningful chunk of natural gas supply comes as a byproduct of this oil
production (a.k.a., associated gas). Since U.S. producers are not investing in new oil wells, associated gas
production continues to underperform expectations. In fact, the (dedicated) natural gas rig count has not budged
from pre-pandemic levels. While it can be viewed as good news the natural gas rig count showed resiliency during
the pandemic, it’s decidedly negative for prices that it has not responded at all to the recent surge. Once again, if
U.S. producers aren’t drilling enough wells, supply will not keep up with demand, and we conclude that natural
gas price risk is also skewed to the upside.
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Where does this leave Midstream? Actually, in a good place. If we agree that oil and natural gas price risk is to the
upside, then the reality is it’s only a matter of time before U.S. producers respond. That means volumetric risks to
forecasts are also to the upside. Furthermore, if inflation is not transitory, value stocks with minimal capital
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growth requirements and high yields should attract investors. That should sound familiar, as we’ve written
extensively about declines in Midstream capital expenditures and regularly promote the sector’s attractive free
cash flow and dividend yields.

8%

Dividend Yield
7.2%

7%

6%
5%
4%

3.4%

3.1%

3%

2.5%

2%

1.5%

1.1%

1%
0%
Alerian MLP

Corporate

Index

Bonds

Utilities

REITs

10 Year

Municipal

Treasury

Bonds

Sources: Wells Fargo, Bloomberg

These are strange days, but they don’t have to be. The cure for high prices, is high prices. What that means is high
prices curtail demand and provide a profit motive for producers to produce more. Over time, more supply and
less demand will bring the market back to equilibrium. It’s Economics 101.

Midstream Can Play At This Game Too
Beyond the hoopla of rising oil and natural gas prices is a Midstream segment that is quietly playing the energy
transition game. It may not generate the same buzz as offshore wind or the newest Tesla, but what were fuzzy
long-term growth opportunity sets are starting to come more into focus. We don’t expect Midstream will build
wind farms or solar fields, but they could procure renewable energy to power their pumps and compressors.
More exciting though is emerging opportunities in hydrogen, renewable natural gas, and carbon sequestration.
Assuming the right incentives fall into place, Midstream is well positioned to capitalize on these opportunities and
more.
We highlight the following developments over the third quarter:
➢ Williams (WMB) and European renewables developer Ørsted will explore ways to leverage Ørsted’s
renewables and hydrogen expertise with Williams’ natural gas infrastructure and processing experience to
co-develop hydrogen or synthetic natural gas facilities.
➢ Enterprise (EPD) and Chevron will together evaluate opportunities for carbon capture, utilization, and
storage (CCUS) from their respective business operations in the U.S. Midcontinent and Gulf Coast.
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➢ Kinder Morgan (KMI) will partner with Neste to create a raw material storage and logistics hub that will
support the increased production of renewable diesel, sustainable aviation fuel and renewable feedstock
for polymers and chemicals.
➢ Energy Transfer (ET) signed a 15-year Power Purchase Agreement with SB Energy for 120 MW of
electricity from its Eiffel Solar project in northeast Texas.
The above are only a few of the initiatives the Midstream sector announced in the third quarter as they seek their
place in the energy transition world. We expect a higher frequency of these announcements in the future, helped
along by a federal government that is likely to add incentives everywhere as part of their sustainability action
plans. While we are excited about the emerging opportunities, they remain just that. We do not expect these
initiatives to lead to anything material over the next five years (at least), and therefore expect the details and
returns of such projects to be only slowly revealed over time. That said, we believe over the long-term these will
develop into meaningful and material growth opportunities, extending the transparency and enhancing terminal
values of Midstream cash flows for decades to come.

Midstream is Currently Delivering Outperformance In An Uncertain Market
The Alerian MLP Index remains on track to outperform the broader market in 2021. Through the end of the third
quarter the Alerian is up 39% on a total return basis, outperforming the S&P 500 by 2,350 basis points. If
maintained through year-end, this outperformance would represent the first time in five years and the second
time in ten years the Alerian has outperformed the broader market.
What may be even more interesting is this outperformance is outweighing the technical impact of sector
outflows. The technical tailwind required to push Midstream past these outflows into outperformance gives us
confidence there are buyers out there. At the moment we believe it’s a combination of generalist and quant funds
that are supporting Midstream, though believe the retail investor is not far behind. It’s no secret that retail
investors are desperate for yield, and each quarter that passes pushes the unfortunate memory of Midstream
dividend/distribution cuts further out of view. Furthermore, we believe many retail investors take a long-term
view of their investments, just like we at Eagle do. So, while we currently highlight the fundamentals of higher
EBITDA, lower spending, and much higher free cash flow, we’re equally excited about the long-term prospects
(and viability) of Midstream as energy transition progresses. It is our view that Midstream’s second act will be
even better than its first.
Net Flows to MLP Mutual Funds, ETFs and ETNs
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Outlook & Positioning
We continue to focus on the research and portfolio execution effort and are in constant dialogue with industry
experts and management teams. We believe oil and natural gas will play a major and increasing role in the global
economy, and owing to healthier balance sheets, higher coverage, and heightened discipline are optimistic about
the long-term viability of Midstream as a sector.

Economic conditions remain highly uncertain and there is no guarantee that these opinions or forecasts will come to pass.
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Important Risk Disclosures:
Investors should carefully consider the investment objectives, risks, charges and expenses of the Eagle MLP Strategy Fund.
This and other important information about the Fund is contained in the prospectus, which can be obtained by calling 1-888868-9501 or visiting www.eaglemlpfund.com. The prospectus should be read carefully before investing. The Eagle MLP
Strategy Fund is distributed by Northern Lights Distributors, LLC member FINRA/SIPC. This is an actively managed
dynamic portfolio. There is no guarantee that any investment (or this investment) will achieve its objectives, goals, generate
positive returns, or avoid losses. The information provided should not be considered tax advice. Please consult your tax advisor
for further information. Eagle Global Advisors, Princeton Fund Advisors, LLC and Northern Lights Distributors, LLC are
not affiliated.
A master limited partnership (MLP) is a limited partnership that is publicly traded on a securities exchange. It combines the tax
benefits of a limited partnership with the liquidity of publicly traded securities. To qualify for MLP status, a partnership must
generate at least 90 percent of its income from what the Internal Revenue Service (IRS) deems "qualifying" sources, generally
relating to the production, processing or transportation of natural resources, such as oil and natural gas.
The Alerian MLP Index is a composite of the 50 most prominent energy master limited partnerships calculated by Standard &
Poor's using a float-adjusted market capitalization methodology.
The Alerian Midstream Energy Index is a broad-based composite of North American energy infrastructure companies.
The S&P 500 Index is a capitalization-weighted index that measures the performance of 500 U.S. large-capitalization domestic
stocks representing all major industries.
The Barclays Capital U.S. Aggregate Index provides a measure of the performance of the U.S. investment grades bonds market.
Enterprise Value-to-EBITDA is a multiple used to determine the value of a company. It shows the value of a company based on
a multiple of earnings before interest, taxes, depreciation and amortization (EBITDA).
Price-to-Distributable Cash Flow is a valuation ratio calculated by dividing a company’s current stock price by its distributable
cash flow per share.
Standard Deviation is a statistical measurement of volatility risk based on historical returns.
Risk Factors:
Credit Risk: There is a risk that note issuers will not make payments on securities held by the Fund, resulting in losses to the
Fund. In addition, the credit quality of securities held by the Fund may be lowered if an issuer’s financial condition changes.
Distribution Policy Risk: The Fund’s distribution policy is not designed to guarantee distributions that equal a fixed percentage
of the Fund’s current net asset value per share. Shareholders receiving periodic payments from the Fund may be under the
impression that they are receiving net profits. However, all or a portion of a distribution may consist of a return of capital (i.e.
from your original investment). Shareholders should not assume that the source of a distribution from the Fund is net profit.
Shareholders should note that return of capital will reduce the tax basis of their shares and potentially increase the taxable gain,
if any, upon disposition of their shares.
ETN Risk: ETNs are subject to administrative and other expenses, which will be indirectly paid by the Fund. Each ETN is subject
to specific risks, depending on the nature of the ETN. ETNs are subject to default risks. Foreign Investment Risk: Investing in
notes of foreign issuers involves risks not typically associated with U.S. investments, including adverse political, social and
economic developments, less liquidity, greater volatility, less developed or less efficient trading markets, political instability and
differing auditing and legal standards.
Interest Rate Risk: Typically, a rise in interest rates can cause a decline in the value of notes and MLPs owned by the Fund.
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Liquidity Risk: Liquidity risk exists when particular investments of the Fund would be difficult to purchase or sell, possibly
preventing the Fund from selling such illiquid securities at an advantageous time or price, or possibly requiring the Fund to
dispose of other investments at unfavorable times or prices in order to satisfy its obligations.
Management Risk: Eagle’s judgments about the attractiveness, value and potential appreciation of particular asset classes and
securities in which the Fund invests may prove to be incorrect and may not produce the desired results. Additionally, Princeton’s
judgments about the potential performance of the Fund’s investment portfolio, within the Fund’s investment policies and risk
parameters, may prove incorrect and may not produce the desired results.
Market Risk: Overall securities market risks may affect the value of individual instruments in which the Fund invests. Factors
such as domestic and foreign economic growth and market conditions, interest rate levels, and political events affect the
securities markets.
MLP Risk: Investments in MLPs involve risks different from those of investing in common stock including risks related to limited
control and limited rights to vote on matters affecting the MLP, risks related to potential conflicts of interest between the MLP
and the MLP’s general partner, cash flow risks, dilution risks and risks related to the general partner’s limited call right. MLPs
are generally considered interest-rate sensitive investments. During periods of interest rate volatility, these investments may not
provide attractive returns. Depending on the state of interest rates in general, the use of MLPs could enhance or harm the overall
performance of the Fund.
MLP Tax Risk: MLPs, typically, do not pay U.S. federal income tax at the partnership level. Instead, each partner is allocated a
share of the partnership’s income, gains, losses, deductions and expenses. A change in current tax law or in the underlying
business mix of a given MLP could result in an MLP being treated as a corporation for U.S. federal income tax purposes, which
would result in such MLP being required to pay U.S. federal income tax on its taxable income. The classification of an MLP as
a corporation for U.S. federal income tax purposes would have the effect of reducing the amount of cash available for distribution
by the MLP. Thus, if any of the MLPs owned by the Fund were treated as corporations for U.S. federal income tax purposes, it
could result in a reduction of the value of your investment in the Fund and lower income, as compared to an MLP that is not
taxed as a corporation.
Energy Related Risk: The Fund focuses its investments in the energy infrastructure sector, through MLP securities. Because of
its focus in this sector, the performance of the Fund is tied closely to and affected by developments in the energy sector, such as
the possibility that government regulation will negatively impact companies in this sector. Energy infrastructure entities are
subject to the risks specific to the industry they serve including, but not limited to, the following: Fluctuations in commodity
prices; Reduced volumes of natural gas or other energy commodities available for transporting, processing, storing or
distributing; New construction risk and acquisition risk which can limit potential growth; A sustained reduced demand for crude
oil, natural gas and refined petroleum products resulting from a recession or an increase in market price or higher taxes;
Depletion of the natural gas reserves or other commodities if not replaced; Changes in the regulatory environment; Extreme
weather; Rising interest rates which could result in a higher cost of capital and drive investors into other investment
opportunities; and Threats of attack by terrorists.
Non-Diversification Risk: As a non-diversified fund, the Fund may invest more than 5% of its total assets in the securities of one
or more issuers. Small and Medium Capitalization Company Risk: The value of a small or medium capitalization company
securities may be subject to more abrupt or erratic market movements than those of larger, more established companies or the
market averages in general. Structured Note Risk: MLP–related structured notes involve tracking risk, issuer default risk and
may involve leverage risk. Mutual Funds involve risk including possible loss of principal.
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