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What are the tailwinds in midstream energy? We have written
extensively over the last few years about how the midstream
sector has changed—better free cash flow and stronger balance
sheets. But the question we have been hearing lately is: How can
midstream energy’s recent positive momentum continue? Part
of the answer lies in the positive ongoing developments with
volume growth.

Supply: The US Energy Information Administration (EIA) esti-
mates that US natural gas production averaged a record-high
104 billion cubic feet per day (Bcf/d) in 2023, which is 4% higher
than the 2022 annual average. Production averaged 105 Bcf/d
in the fourth quarter of 2023, with December recording the
highest level for any month on record. Production increased in
the Permian Basin (West Texas and New Mexico), the Haynesville
Shale (Louisiana and East Texas), and the Appalachia region.

Demand: Overall, natural gas demand increased by 3% in 2023
compared with 2022, according to the EIA. Higher exports and
anincrease in natural gas consumption for electricity generation
helped offset lower residential and commercial sector consump-
tion. Further, the EIA reports that liquefied natural gas (LNG)
exports rose 12% in 2023 compared with 2022, and natural gas
exports by pipeline increased 9% over the same period.
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Sources: Bloomberg; Miller/Howard Research & Analysis.

Why is this important for midstream energy? Increasing
production is a tailwind for several of the holdings in our MLP &
midstream energy portfolios, as they gather, transport, process,
and store natural gas. Of those tailwinds, the biggest may be the
increasing liquified natural gas (LNG) capacity in the US. LNG
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exports have risen from near zero in 2015 to about 12 Bcf/d in
2023 according to the EIA. We believe, between now and 2027,
US LNG export capacity will likely double from recently approved
and under-construction facilities.
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As of February 22, 2024. Sources: Company reports; Miller/Howard Research & Analysis.

As can be seen in this chart, the majority of the MLP Strategy’s
operating income is derived from midstream natural gas oper-
ations. [Of course, we would be remiss not to mention that
business segments are impacted by more than just a single
commodity, most notably natural gas liquids (NGLs) that tend
to correlate with oil prices.] Natural gas and, especially, exports
offer the midstream sector the opportunity for growth.

We believe the midstream sector provides a unique income
solution for investors—and, more specifically, provides income
and growth of income.

Importantly, we expect that the higher-quality midstream
companies that we invest in will increase their dividends, further
enhancing the income provided to investors going forward.

The midstream industry is healthy, in our view. Leverage continues
to decline, and shareholders are being rewarded through the
combination of higher dividends and share buybacks. In addition,
strong free cash flow yields are supportive of current dividends
and the potential for dividend increases.

We believe the sector’s stronger balance sheets, vastly improved
free cash flow yields, and tailwinds from higher volumes point to
a better investment opportunity.
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John R. Cusick, CFA, focuses on midstream energy including master limited partnerships
(MLPs). Before joining Miller/Howard in 2013, he was a senior vice president and research
analyst at Wunderlich Securities Inc. in New York, covering energy in North America includ-
ing midstream companies focused on natural gas, liquids, and exploration & production.
Prior to that, John spent more than a decade at Oppenheimer & Co. beginning his career
as a junior analyst on the energy team, covering major oil companies, refiners, and explo-
ration & production companies, and then as a senior research analyst specializing in the
midstream sector. He earned his BA in Finance and Marketing from Temple University,

and an MBA in Finance from Fordham University School of Business in New York City.
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Opinions and estimates offered constitute Miller/Howard Investments’ judgment and are subject to change without notice,
as are statements of financial market trends, which are based on current market conditions. Nothing stated herein, includ-
ing the mention of specific company names, should be construed as a recommendation to buy, hold, or sell any security,
sector, or MLPs in general. All investments carry a certain degree of risk, including possible loss of principal. It is important
to note that there are risks inherent in any investment and there can be no assurance that any asset class will provide pos-
itive performance over any period of time. The material may also contain forward-looking statements that involve risk and
uncertainty, and there is no guarantee they will come to pass.

Common stocks do not assure dividend payments. Dividends are paid only when declared by an issuer’s board of directors,
and the amount of any dividend may vary over time. Dividend yield is one component of performance and should not be
the only consideration for investment.

The information above is from sources deemed to be reliable and is provided strictly for the convenience of our investors
and their advisors. These materials are solely informational. Legal, accounting and tax restrictions, transaction costs, and
changes to any assumptions may significantly affect the economics of any transaction.

The information and analyses contained herein are not intended as tax, legal, or investment advice and may not be appro-

priate for your specific circumstances; accordingly, you should consult your own tax, legal, investment, or other advisors, at
both the outset of any transaction and on an ongoing basis, to determine such appropriateness. Any investment returns —
past, hypothetical, or otherwise — are not indicative of future performance.

Investment Decisions: Do not use this report as the sole basis for investment decisions. Do not select an allocation, invest-
ment discipline, or investment manager based on performance alone. Consider, in addition to performance results, other
relevant information about each investment manager, as well as matters such as your investment objectives, risk tolerance,
and investment time horizon.

The returns on a portfolio that utilizes environmental, social, or governance (ESG) criteria for stock selection may be lower
or higher than portfolios where ESG factors are not considered, and the investment opportunities available to such portfoli-
os may differ.

Past performance does not guarantee future results.

© 2024 Miller/Howard Investments.
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