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Midstream: A Remarkable 2022, And Much To Look Forward To  

A remarkable 2022 (our words) followed a spectacular 2021 (our words), though we recognize two data points 

don’t make a trend. Nonetheless, there is something interesting happening in Midstream that is largely being 

ignored by investors. The sector is littered with healthy balance sheets, minimal capital obligations, and generous 

cash flows supported by an increasingly scarce resource: infrastructure. We forecast more of the same debt 

reduction, share buybacks, and rising dividends in 2023. Simply put, we are positively disposed to what is next.   

 

 

 

Another Year, Still Much To Like About Midstream  

How much do we really depend on infrastructure? How much do we even think about infrastructure? Most 

people don’t think about it at all, because their needs are met with minimal effort. Think about what Amazon is. 

At its heart Amazon is a logistics company. Prime delivery can get almost anything delivered to your doorstep 

within a few days, and today that’s what people have grown accustomed to experiencing. What if tomorrow 

Amazon said goods would take a week instead? Or if they couldn’t guarantee delivery of gifts for holidays and 

birthdays? An uproar would certainly ensue, and Amazon delivers mostly “wants” (like new socks) not “needs” 

(like energy). Is it possible we shouldn’t take energy infrastructure for granted? 

Let’s look at the two major supply chains, oil and natural gas. It’s well documented that during the fracking 

revolution oil takeaway capacity out of the major basins was ultimately overbuilt. So, no problem, right? Wrong. 

Did you know oil refining capacity has shrunk about 6% (~1mn bpd) since 2020? Onerous regulations have made 

the refining business fraught with danger and impossible to expand, even though crack spreads have driven 

refining profitability to the stratosphere.  
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                                             Sources: Energy Information Administration (EIA) 

 

For natural gas the situation is more dire. Let’s pretend electric vehicle (EV) adoption occurs more rapidly than 

experts predict, while critical base load generation like coal and nuclear power plants are being forced to close. 

Logically natural gas would be the reliable bridge fuel to power the grid when the sun isn’t shining and the wind 

isn’t blowing, which is on top of massive demand for natural gas to heat houses over the winter. So, you would 

think with abundant natural gas supplies we would have no problem meeting this demand. Wrong. It has become 

next to impossible to build interstate natural gas pipelines, as experienced by Equitrans’ (ETRN) attempt to 

complete its mostly finished Mountain Valley Pipeline project. Or take New York, which for years now has had a 

moratorium on hooking up houses to natural gas due to lack of supply, despite being less than 100 miles away 

from one of the greatest natural gas basins in North America. Ironically, the United States may find itself in the 

peculiar position of delivering more natural gas supply to meet rising global demand while at the same time being 

unable to meet its own demand. Again, infrastructure!  
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                                        Sources: Energy Information Administration (EIA) 

 

The expert class concedes that traditional energy has decades of demand left, and also recognize there is plenty 

of oil and natural gas to meet this demand. However, there is less infrastructure available to deliver supply to 

where it is needed. We believe this is long-term bullish for Midstream companies that already own operational 

infrastructure, because scarcity typically translates to value. And infrastructure is increasingly scarce. It means 

cash flows will likely continue growing and in the absence of meaningful capital spending. It means Midstream 

companies will deliver happiness and solid returns to investors.  

Excluding the impact of Cheniere’s non-recurring marketing cash flows, Wells Fargo forecasts Midstream sector 

EBITDA (excluding Cheniere Energy) will grow about $3 billion or 3%-4% in 2023. Looking further forward, Wells 

Fargo expects EBITDA to grow at a 3.1% CAGR over the next five years. On the back of this growth is the 

expectation for Midstream to grow dividends, increase share buybacks and reduce debt while only increasing 

capital expenditures marginally (~7%) in 2023, it then falls below the 2022 run-rate in 2024-2027. 
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                                    Sources: Wells Fargo 

 

Despite what we believe is a compelling long-term setup, we recognize rising interest rates and a potential 

recession is a risk for Midstream. The root cause seems to be pandemic induced inflation, which in turn led the 

Federal Reserve to raise interest rates that increases the probability of a recession. Our analysis shows the 

Midstream sector outperforms the S&P 500 during periods of high inflation, largely because Midstream assets 

command pricing power that offsets inflation. In fact, many assets’ contracts include price adjustors or escalators 

directly tied to CPI or PPI.  

 

 

                Sources: Bloomberg, Alerian 

                *2022 MLP and S&P performance annualized using data through 06/30/22; *CPI data annualized rate; 

               **Years when CPI was above the 26-year average 

               ***Years when CPI was below the 26-year average 

 

Meanwhile, interest rates are less of a problem for an asset class with increasing cash flows and minimal capital 

needs. Capital expenditures are far less than they were during the height of the fracking revolution, with free cash 

flow after dividends and capital expenditures meaningfully positive for most Midstream companies. The question 

is more about refinancing existing debt and/or managing floating rate debt and less about financing growth. We 

see refinancing risk as modest and manageable for most Midstream companies. While floating rate risk is a 

headwind for a few companies, it’s not remotely existential since dividend coverage ratios are nearly 2.0x across 

the Midstream sector.  
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Rising interest rates increase the likelihood of a recession, and as a result we’ve seen some pull back on energy 

stocks as the market prices in lower demand expectations. However, we reiterate this recession seems likely to 

occur in an energy market that never went bonkers with spending when prices were inflated. In other words, an 

energy market that wasn’t overproducing to begin with should have an easier time managing a broader economic 

downturn. To their credit, producers have followed through on their promise to invest through the cycle. To not 

ramp production when prices were high and subsequently to not pull back sharply when prices inevitably fell.  

For Midstream, producers “investing through the cycle” means more predictable volumes, during good times and 

bad. More predictable development of assets, and more stability of cash flow. So, while we expect something of a 

reaction in Midstream stock prices from a recession, we see minimal risk to cash flows or a change in corporate 

strategies.  

 

 

         Source: Wells Fargo 
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2022 Recap: Midstream Quietly Delivers Another Solid Year 

The Alerian MLP Index (total return: 30.9%) outperformed the S&P 500 (total return: -18.1%), and has now 

outperformed the S&P 500 two years in a row (Alerian: +83.5%, S&P 500: +5.4%). We said last year that one year 

doesn’t make a trend and we said above that two years also doesn’t make a trend, but we’re getting close. What’s 

very interesting is the underlying reasons why Midstream outperformed in 2022 were mostly the same as 2021. 

From last year, “Stable energy prices with upside risk (check), management discipline (check), persistent discount 

to comparables (check), regulatory agency de-risking (check), and loads of shareholder friendly initiatives like de-

leveraging (check), dividend growth (check), and share buybacks (check).” As detailed above we see much of the 

same for 2023 and are therefore; hopefully, optimistic that we will be writing the same thing next year at this 

time.  

Let’s take a look under Midstream’s hood. The most obvious driver of 2022 outperformance was the impact of 

Russia’s invasion of Ukraine. Two things happened, the first was the world was suddenly aware of how important 

traditional energy is to the global economy and the second was the invasion accelerated what was already rising 

inflation. Major beneficiaries were stocks that had idiosyncratic exposure to the Russian-instigated energy crisis 

(e.g., LNG/CQP, NEXT) as well as those with sensitivity to energy price volatility (e.g., ENLC, ET, DCP, TRGP, KNTK). 

Another major positive theme was Midstream companies being bought out by their sponsors at material 

premiums (e.g., PBFX, DCP, SHLX). However, not every stock with exposure to the global energy crisis or a 

corporate action benefited, as TELL got hammered after it was unable to raise capital to finance its liquefied 

natural gas export facility and CEQP found it difficult to generate excitement over its acquisition of OMP 

(announced October 2021). As always, stock selection is key. 

 

 

                      Source: Bloomberg 

 

 

 

 

2022 Midstream Outperformers 2022 Midstream Underperformers

Ticker Name Stock Perf. Ticker Name Stock Perf.

ENLC Enlink Midstream 78.5% TELL Tellurian Inc -45.5%

PBFX* PBFX Logistics 76.1% ETRN Equitrans -35.2%

NEXT NextDecade 73.3% TRP TC Energy -8.2%

LNG Cheniere Inc 47.9% CEQP Crestwood -5.1%

ET Energy Transfer 44.2% GEL Genesis Energy -4.7%

DCP* DCP Midstream 41.2% OMP* Oasis Midstream -0.2%

TRGP Targa Resources 40.7% NS NuStar Energy 0.8%

KNTK Kinetik Holdings 39.4% KEY CN Keyera 3.7%

SHLX* Shell Midstream 37.3% GEI CN Gibson Energy 5.4%

CQP Cheniere Partners 34.6% DKL Delek Logistics 5.9%

* - performance impacted by acquisition

** - excludes stocks that were removed from AMNA for technical purposes
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Finally, it’s worth taking a second to chat about Equitrans’ (ETRN) underperformance in 2022, the direct result of 

its inability to finish the mostly constructed (>90%) Mountain Valley Pipeline. The lesson sent by this and others 

(like Keystone XL) is Midstream companies should demand higher returns on projects as development risk rises or 

spend far less until permitting/regulatory hurdles are cleared, which makes it less likely new infrastructure gets 

constructed. The ETRN experience shows investors they don’t have to look far for examples of the current 

regulatory and permitting hellscape facing infrastructure. We were optimistic that permitting reform could 

happen in the lame duck session, but it wasn’t to be. Feel free to label us wishful thinkers, but we’re optimistic 

that regulatory reform can happen in the new Congress as well since it truly is a bipartisan issue. In the meantime, 

this headwind emphasizes the importance of operational infrastructure, and makes it significantly more valuable. 

This point is a point we made earlier but is worth reiterating. 

There simply aren’t many sectors that own the critical infrastructure this country needs to keep the economy 

rolling, while at the same time delivering so many shareholder friendly catalysts and at a compelling valuation. 

Midstream fits the bill today and into the future, and we believe the more people underestimate the sector’s 

importance the more likely Midstream will continue to outperform.  

 

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 continue to 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 for investors who prioritize income. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

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 1-888-868-9501 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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