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Infrastructure

Have you ever thought about how the natural gas we use for cooking or to heat
our homes gets there? This seemingly ubiquitous commodity is vital to our daily
lives, and quite a lot goes into producing and delivering natural gas into your home.
The backbone to the U.Ss nascent energy independence is due in large part to
the energy infrastructure built over the last 70 years. Over 44% of the natural gas
produced in the U.S. comes from two states: Texas and Pennsylvania. Louisiana,
Oklahoma, and Ohio produce another 26% collectively, and all five states account
for 70% of the natural gas produced in the U.S.
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What is Energy Infrastructure?

Energy infrastructure, also known as “midstream,” are the pipelines, processing
plants, and storage facilities that transport energy across the U.S. If you live in the
U.S. South, there is a good chance your natural gas has been transported by assets
owned by either Williams Companies or Kinder Morgan. These two companies
own and operate the largest portfolios of natural gas pipelines in the U.S. They
each gather, process, and transport natural gas for their customers, namely oil and
gas companies, refiners, and utilities. Given the mission-critical nature of these
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assets, energy infrastructure companies enter into long-term contracts with their
customers to ensure they earn an acceptable return. This effectively eliminates
commodity price risk from their revenue stream and allows for the return of cash
to shareholders through generous dividends.
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MLPs Versus C-corporations

The midstream investing universe is comprised of both Master Limited Partnerships
(MLPs) and traditional corporations (C-corps). At Crawford, we focus exclusively
on C-corp energy infrastructure companies for a number of reasons, primarily to
avoid complicated tax issues including annual K-1s that are produced by MLPs. The
C-corps we own also have stronger governance policies. We feel that many MLPs
have had a poor track record of governance, and in some cases, the alignment
between management and investors can create conflicts.

Energy Infrastructure and the Environment

Energy infrastructure companies are already playing a pivotal role in reducing
carbon emissions in the effort to reduce global temperatures. Carbon Capture
Utilization and Storage (CCUS) is a material component of this effort as shown in
the graph below. Additionally, through adding natural gas processing capacity,
energy infrastructure companies are reducing the need for gas flaring. Gas flaring
releases pollutants such as sulfur dioxide and methane into the atmosphere.
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Figure 2.1 Global energy sector CO: emissions reductions by measure in the Sustainable
Development Scenario relative to the Stated Policies Scenario, 2019-70
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* Energy efficiency includes enhanced technology performance as well as shifts in end-use sectors from more
anergy-intensive to less energy-intensive products (including through fuel shifts).

Notes: CCUS = carbon capture, utilisation and storage. See |[EA (2020a) and the ETP model documentation for the
definition of each abatement measure. Hydrogen includes low-carbon hydrogen and hydrogen-derived fuels such
as ammaonia.

Conclusion

We will continue to invest alongside the highest quality energy infrastructure
equities that are also contributing to the global effort to de-carbonize. We feel
the corporations we own have mission-critical assets, ample free cash flow, good
balance sheets, and generous dividend yields.
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