CEF Insight:

Energy Infrastructure and MLPs – are we turning the corner?
Jeff Jorgensen, Portfolio Manager and Director of Research with the Energy Infrastructure Securities team
at Brookfield Public Securities Group and the Closed-End Fund Association discuss the fundamentals and
opportunity in the energy infrastructure and MLP space after a difficult period for the sector as part of CEFA’s
CEF Insights podcast series. The podcast audio can be heard here.

Jeff Jorgensen

CEFA:

Welcome to CEF INSIGHTS, your source for closed end fund information and education brought to you
by the Closed-End Fund Association. My name is Diane Merritt. Today we are joined by Jeff Jorgensen,
Portfolio Manager and Director of Research with the Energy Infrastructure Securities Team for Brookfield
Public Securities Group. We’re happy to have you.

JJ:

Thanks Diane. Happy to be here.

CEFA:

Jeff, MLPs and energy infrastructure have traded at almost all-time lows in recent months. Why do you
believe this sector remains so out of favor?

JJ:

Yeah, it’s unfortunate to have to answer that question. I certainly don’t like seeing good companies trade at
around all-time lows, and certainly didn’t anticipate being here at this time of year, given what we’re seeing
at the operating level for many of these companies. But energy remains out of favor, and sentiment is very
negative across energy public securities. I’d say private equity continues to be excited about energy, the credit
markets continue to be supportive of energy, but the public equity markets are... the sentiment is incredibly
low on energy stocks. And I think MLPs get pulled into that, despite having a lot of infrastructure and real asset
type quality.
But I also think within the MLP space specifically, you’ve had a series of missteps by smaller companies, in some
instances, that have impacted the broader asset class. And one of the things you’ve seen happen over the last
four or five years is a reduction in distributions for the entirety of the asset class. And you have to keep in mind
that MLPs were sold to financial advisors in a largely retail community, on the strength and the underlying
stability of the distribution and that yield. And over the last four years for a few reasons, not many of which are
fundamental, the distribution payouts from MLPs have been reduced. So the stability of that yield has been
called into question, and therefore the original intent, or the original sales pitch around MLPs has been called
into question.
And that’s an unfortunate read through, because as I mentioned at the beginning, the fundamentals underpinning
most of the MLPs, and particularly the best in breed ones where we focus our efforts, have not changed and
have actually improved. And so you see some corporate finance, some missteps, some small mid-cap names
impacting the entirety of the sector, and probably overshooting as a result of some of those missteps.

CEFA:

Do you see a return to growth from companies in this sector as having a positive impact?
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JJ:

I do. And that’s a good segue from my last answer. So with four years in a row of distribution reductions, we’re
actually finally seeing that turn the corner. So we’re seeing distributions now, 2019 over 2018 should be positive
for the first time since 2014 over 2013. And once the confidence in that distribution stream returns, we expect
fund flows to follow. So that the end of the distribution cut era should be close, and I think that could be a
catalyst for slow and steady rerating of the space, back to historical norms.

CEFA:

Do you think that the regulatory and political backdrop has contributed to weakness in the sector?

JJ:

Yeah, that’s a great point, Diane. I think so. I mean it can’t be ignored. It’s an important part of the research we
do at Brookfield, is looking at the regulatory and political backdrop and how it might impact the fundamentals
of companies in particular. Obviously that has contributed to the broader negative energy sentiment with a
good focus on climate initiatives, global warming and what have you. But there are a lot of positive stories and
green shoots that we could point to, in the infrastructure space, and how our companies are actually positively
impacting things for the better, even when addressed with those. So I do think it’s a headwind, it’s something
you’ve got to manage around, and on a pipeline specific basis or on a company specific basis, that’s something
we must do diligence on, so that we can avoid any regulatory pitfalls, any project specific risks. It’s a big area
of focus for what we do over here.

CEFA:

What impacts could you see resulting from the upcoming elections in 2020?

JJ:

Well, obviously it depends on the outcome of those elections, but certainly as the election heats up, we would
expect more discussion around what the Democrat candidates might do to regulate and to increase regulation
for U.S. oil and gas. We’ve heard everything from outright fracking ban, to returning to the export ban that was
reversed in the Obama administration in 2015. And we think some of that dialogue will continue. What actually
happens if one of those Democrats is elected, I think is a little bit more difficult in talking about what they say
from the podium. And I do think a lot of jobs have been created by the energy industry. A lot of GDP growth
has been contributed from the energy industry and the resulting low prices of commodities, because of the
supply that we’ve created. And I do think the export market is important for the rest of the world in reducing
carbon emissions, and becoming less dependent on producer States which might not be so friendly, and might
not be free market oriented.
So, I think it’s a complicated question. I do think that there will be... If a Democrat were to win, there would
be some additional regulation almost immediately on federal land. Now the flip side of that, I think that’s the
easiest thing that we can say is probably going to happen, and I think that would impact about 10% of activity.
The current rig count or the current well completions, it’s about 10% on federal land. Most of the activity is
being done on state private land, and for that reason we see continued growth regardless of what may happen
at the ballot box in 2020. But expect more conversations, expect more debate, expect more discussion around
potential regulation.

CEFA:

So, Brookfield is an active investment manager within the energy infrastructure space. How do you
approach portfolio construction, and what advantages do you see for an active manager, with respect to
managing risk and adding to performance?
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JJ:

Yeah, this is a, obviously we’ve talked a little bit about the regulatory and political backdrop, and I think that’s
one very easy area where it’s incredibly important for an active manager to do work, to avoid some of these
pitfalls that obviously passive investing, takes no effort at looking at. So I think that’s an important area of active
management. Our focus is on quality. Our focus is long-term. We’re investors, not traders. And whether it’s
C-corps or MLPs, we’re investing in midstream energy infrastructure companies with solid fundamentals that
can work through commodity cycles, and we’re trying to do so at the best relative valuation for our asset class.
So, in the past, the products in this space, you’re often limited to just partnerships. We do not limit ourselves
in just partnerships or just C-corps. There are other structures that are more C-corp oriented. We are really,
truly focused on the best assets run by the best management teams, and really at what we think are the most
compelling relative valuations in any given moment. Also, while doing an incredible amount of diligence on
those potential project level issues or regulatory issues, things that we can keep our eyes on to manage risk
accordingly.

CEFA:

Brookfield manages a closed-end MLP and energy infrastructure fund with the ticker symbol CEN. Do you
find the closed-end fund structure to be advantageous in managing a portfolio of energy infrastructure
securities?

JJ:

We do. Yeah, absolutely. We can... In our closed-end fund, we’re doing that core investing that we do across
all of our strategies and products, and that is providing investors with our best ideas. But in addition, because
of the closed nature of a closed-end fund, we are able to do private investments in our closed-end fund, CEN.
We can manage more illiquid securities, and so we can do co-invest private equity, to complement our public
exposure. Currently we have a $40 million investment for example, in a co-invest private equity joint venture,
with a very well-known private equity company, operated in a very attractive base, and that’s created quite a bit
of alpha for us and excitement in what has been a difficult environment.

CEFA:

Jeff, the energy related sectors are always subject to market and domestic issues as well as global events.
And the mid-September attack on Saudi Arabia’s oil supply was the first time in a while that we have seen
geopolitical supply disruption. How do you think this could impact U.S. energy and midstream energy
infrastructure?

JJ:

It’s a great question. That was a surprising attack, and an unfortunate attack. The Abqaiq facility, which was
attacked, is really... If the oil market had a heartbeat, it was really the Abqaiq facility in Saudi Arabia. And we
think that the market shrugged off that event pretty quickly, crude oil prices returned to normal and came back
down fairly quickly. And a lot of that was because they were able to be repaired quite quickly. But what I think it
points to, is that there is a large amount of supply subject to geopolitical risk, and we have not been reminded
of that in quite some time. And that’s a good thing. You want to be reminded of that. But in the U S we have
no comparable geopolitical risk or beating heart, that could be attacked and could disrupt crude oil supply in
such a large magnitude.
So, I think it’s important and should be recognized, that the U.S. provides light sweet crude that is less susceptible
to large supply shocks, comes from a free market, and is one in which should provide overall stability to the
commodity market. The presence of the U.S. in the crude oil market I think is a good one for those reasons. So I
think it points to what I think should be a premium placed on what we’re doing. And if that premium continues
to exist, or that premium... And if people believe that narrative, then I think you should continue to see flows
through the pipelines, and through the export facilities that we’re investing in over at Brookfield.
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CEFA:

Natural gas pricing has added to volatility in the energy sector generally. What is the root cause of this
volatility, and what is the impact on the midstream equities?

JJ:

Yeah, natural gas is a really important part of what we do. We spend a lot of our time talking about crude oil,
because it dominates the headlines. It tends to be the focus of most people when they think about energy
stocks. The natural gas is as important, if not more important, to the infrastructure that we’re investing in at
Brookfield. And so natural gas... The cause of the most recent volatility is actually the success of the U.S. oil and
gas industry. And I say success, not in terms of stock success, because we have not seen that unfortunately.
Talking success in terms of production success, in terms of volume success, in terms of volume growth. The U.S.
has gone from a nobody on the global stage, to the leading producer of crude oil, natural gas, and natural gas
liquids.
And on natural gas specific to this question, a lot of the natural gas comes out of crude oil wells as an associated
byproduct. And I think that’s very important for investors to keep in mind. So, in the Permian oil fields, as
primarily an oil field in West Texas, producers like Exxon and Chevron are producing crude oil and about 30
to 35% of the well that comes out, comes out with natural gas. But they are there for the crude oil economics.
So, the success of the Permian has created a lot of associated gas. And that associated gas is very cheap,
because those producers don’t necessarily want it, and it comes out in large quantity. And so you’re seeing an
absolute flood of natural gas due to our own success in creating new production and creating volume. And
lots of supply is not necessarily a good thing for price. And so that’s what has happened. That does create
an opportunity on the demand side, which is why you’ve seen a lot of coal switching, displacing coal fired
power plants for natural gas fired power plants, which has a better carbon footprint. And you’ve seen a lot of
LNG facilities constructed and built. But unfortunately the demand response to the supply signals we see this
summer doesn’t happen overnight. It takes time to get that demand, to build that demand, and to create the
infrastructure to let the world access those cheap markets. And so that’s what we’re in the process of doing now
and investing in here at Brookfield.

CEFA:

Midstream and energy infrastructure as C-corporations have outperformed MLPs by a wide margin this
year. Do you think this will lead to further conversions of the C-corporation structure, and how does this
impact the investor base in the space?

JJ:

Yeah, I think this has been a big trend. Historically, most midstream companies were housed in partnerships
or MLPs. There is a tax advantage to being a partnership. Everyone knows that partnerships are not subject
to double taxation like the C-corps. And so what you’ve seen is many entities, and I’ll name a few like Kinder
Morgan or Williams Companies or Oneok Inc., had C-corps that were publicly traded, and used those C-corps to
buy out their partnerships. So what you’ve seen is less of a conversion to C-corps, and more of an aggregation
within C-corps, and an elimination of some of the publicly traded partnerships.
Now the fact pattern for each company is quite specific. But there has been continued outperformance of
those C-corps this year. I personally don’t believe that the conversions will necessarily pick up steam or that the
large-cap partnerships will necessarily convert to a C-corp for a few reasons. One, I think the verdict’s still out
as to whether the outperformance seen by the C-corps is something permanent. Currently those C-corps are
not paying taxes, and currently the tax rate is 21%. If a Democrat will win, the corporate tax rate would probably
go up, and when those C-corporations start paying taxes, the MLP advantage would obviously be wider than
it is today. So there’s a real fundamental reason, a real cash tax reason, that someone might want to stay a
partnership.
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Second, the performance along C-corp versus partnership lines has mostly been focused on capitalization. So
it’s been large-cap companies that have outperformed as opposed to just being a C-corp. It does not appear to
be a cure all. And then finally, C-corps, the conversion process. If you’re a large-cap partnership that is looking
at conversion, that can be a very unfavorable tax event for legacy unit holders, and I don’t think it’s something
that companies enter into lightly.
So, I don’t see wholesale conversions happening. I do think there’s been some technical tailwinds for the
C-corps over the partnership size this year specifically, and some of that could reverse going forward. I think it’s
silly to look at companies from a structural perspective, and not spend all your time focusing on the best assets
and the best management teams, which is what we do.
CEFA:

Jeff, we have seen some M&A activity this year. Can you discuss how this has impacted the sector?

JJ:

Well, I think what you’ve seen is a healthy M&A market. An M&A market that’s disconnected from a valuation
perspective, from the public market. And I’ll give you a few examples. Recently you saw SIM Group bought out
at a 65% premium. And you’ve seen Tallgrass, which these are mid-cap C-corps in partnership. Tallgrass bought
out in a leveraged buyout by Blackstone, and you saw a large Australian infrastructure fund do a leverage
buyout of a terminal and storage company called Buckeye Partners. Actually the oldest midstream MLP going
back to 1986.
So, you’ve seen quite a bit of private equity appetite to buy midstream assets. And they do that because
of the stability, the cashflow, all of those things that tick the box of a good LBO candidate. And then you’re
seeing... And they’re doing some evaluations of 11, 12, 13 times on average, regardless of it being an asset deal,
leverage buyout, or corporate transaction. And yet the public still trades at nine to 10 times. So I think what
you’re seeing is a continued valuation disconnect between the private markets and the public market. And
one that highlights I think an opportunity in the public markets once they’re allowed to heal and investors feel
comfortable underwriting the stability of the distribution and the stability of the company.

CEFA:

Jeff, with interest rates at current levels, how do you believe an allocation to energy infrastructure is best
positioned in the portfolio of an incoming seeking investor?

JJ:

Yeah, I think it’s a great question. I think that’s a lot of the opportunity here. I think after four years of distribution
reductions, we finally are at a point where distributions should stabilize if not grow.
I think with a little bit of time, investors will learn that this is an under-writable dividend, particularly in the
large-caps, the partnerships, the C-corps that have fixed their balance sheets, remain investment grade, and
are trading at all-time lows, that have all-time high coverage ratios. And they are nearing the end of a large
build-out cycle that should accrue a lot of free cashflow to the benefit of equity investors.

CEFA:

And how would you see an allocation to energy infrastructure best positioned in the diversified portfolio
of an investor that is less focused on current income?
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JJ:

Yeah, I think less focus on current income still provides an attractive story. And without even talking about
the option value of mean reversion on value, you can just look at the underlying cashflow growth of these
companies. Some of that may be, which we see still as a stable 9% to 12% on average over the next few years.
Add on to that, some of that may be paid out as a dividend, some may be in dividend growth, some may go to
reduce debt, some may be done now in stock buy backs or share buy backs. All providing a lot of free cashflow
to investors that should accrue to the benefit of equity in the form of total return. And on top of all that, you
have very discounted valuations, providing the option or the opportunity for mean reversion over time, as
healing takes place.

CEFA:

Jeff, thank you so much for joining us today. We appreciate it.

JJ:

You got it. Thanks Diane.

CEFA:

And we want to thank you for tuning into another CEF INSIGHTS Podcast. For more educational content,
please visit our website at www.cefa.com.
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Brookfield Public Securities Group LLC (“PSG” or “the Firm”), formerly Brookfield Investment m management Inc., is an SECregistered investment adviser and represents the Public Securities Group of Brookfield Asset Management Inc., providing
global listed real assets strategies including real estate equities, infrastructure equities, multi-strategy real asset solutions and
real asset debt. PSG manages separate accounts, registered funds and opportunistic strategies for institutional and individual
clients, including financial institutions, public and private pension plans, insurance companies, endowments and foundations,
sovereign wealth funds and high net worth investors. PSG is an indirect, wholly owned subsidiary of Brookfield Asset
Management, Inc., a leading global alternative asset manager.
The information in this presentation is not, and is not intended as investment advice, an indication of trading intent or
holdings or the prediction of investment performance. Views and information expressed herein are subject to change at
any time. Brookfield Public Securities Group LLC disclaims any responsibility to update such views and/or information. This
information is deemed to be from reliable sources; however, Brookfield Public Securities Group LLC does not warrant its
completeness or accuracy. This presentation is not intended to, and does not constitute an offer or solicitation to sell or a
solicitation of an offer to buy any security, product, investment advice or service (nor shall any security, product, investment
advice or service be offered or sold) in any jurisdiction in which Brookfield Public Securities Group LLC is not licensed to
conduct business, and/or an offer, solicitation, purchase or sale would be unavailable or unlawful.
Opinions expressed herein are current opinions of Brookfield Public Securities Group LLC, including its subsidiaries and
affiliates, and are subject to change without notice. Brookfield Public Securities Group LLC, including its subsidiaries and
affiliates, assume no responsibility to update such information or to notify client of any changes. Any outlooks, forecasts
or portfolio weightings presented herein are as of the date appearing on this material only and are also subject to change
without notice.
Past performance is not indicative of future performance and the value of investments and the income derived from
those investments can fluctuate. Future returns are not guaranteed, and a loss of principal may occur.
All rates of return are annualized unless marked otherwise. Performance shown are net of fees unless otherwise stated. Index
returns do not reflect any management fees, transaction costs or expenses. Investment results shown reflect realized and
unrealized gains and losses and income. Returns are time-weighted on a daily basis using the Modified Dietz formula in order
to minimize the impact of any intra-period cash flows, and are calculated and compounded monthly. Please refer to Part 2 of
Brookfield Public Securities Group LLC’s Form ADV for additional information on advisory fees.
While Brookfield Public Securities Group LLC seeks to design a portfolio that will reflect appropriate risk and return features
such as sector weights, credit quality and duration, the Client understands that such characteristics of its portfolio, as well as
its volatility, may deviate to varying degrees from those of the benchmark.
Brookfield Public Securities Group LLC may have potential conflicts in connection with the allocation of investments or
transaction decisions for client accounts. Brookfield Public Securities Group LLC, its affiliates or personnel of affiliates may
have interests in the investment(s) being allocated and situations in which an account of an affiliate (“Affiliate Account”)
may have interests in the investment(s) being allocated and situations in which an Affiliate Account may receive a certain
percentage of the investments being allocated. Brookfield Public Securities Group LLC seeks to manage client accounts and
Affiliate Accounts according to each account’s investment objectives and applicable guidelines and applicable legal and
regulatory requirements.
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Dan C. Tutcher, is a Managing Director of the Brookfield Public Securities Group (“PSG”) on the Energy Infrastructure Securities
team. Mr. Tutcher also serves on the Board of Enbridge, Inc. PSG has adopted policies and procedures reasonably designed
to address potential conflicts of interest while allowing PSG to continue to invest in Enbridge Inc. However, from time to time,
PSG may restrict trading, which may prevent any fund or account managed by PSG from acquiring or disposing of securities
of Enbridge Inc. at any time.
Top 5 Holdings as of 9/30/19: Enterprise Products Partners LP (10.15%), Energy Transfer LP (9.53%), Plains All American
Pipeline LP (7.78%), Williams Cos Inc (6.46%), EnLink Midstream LLC (5.19%).
The mention of specific securities is not a recommendation or solicitation for any person to buy, sell or hold any particular
security.
Risks
Opinions expressed are subject to change at any time, are not guaranteed and should not be considered investment advice.
Diversification does not guarantee a profit or protect from loss in a declining market.
Investing in MLPs involves additional risks as compared to the risks of investing in common stock, including risks related
to cash flow, dilution and voting rights. The strategy’s investments are concentrated in the energy infrastructure industry
with an emphasis on securities issued by MLPs, which may increase volatility. Energy infrastructure companies are subject
to risks specific to the industry such as fluctuations in commodity prices, reduced volumes of natural gas or other energy
commodities, environmental hazards, changes in the macroeconomic or the regulatory environment or extreme weather.
MLPs may trade less frequently than larger companies due to their smaller capitalizations which may result in erratic price
movement or difficulty in buying or selling. Additional management fees and other expenses are associated with investing in
MLPs. Additionally, investing in MLPs involves material income tax risks and certain other risks. Actual results, performance
or events may be affected by, without limitation, (1) general economic conditions, (2) performance of financial markets, (3)
interest rate levels, (4) changes in laws and regulations and (5) changes in the policies of governments and/or regulatory
authorities. Investing in MLPs may generate unrelated business taxable income (UBTI) for tax-exempt investors both during
the holding period and at time of sale. This material is provided for general and educational purposes only, and is not
intended to provide legal, tax or investment advice or to avoid legal penalties that may be imposed under U.S. federal
tax laws. Investors should contact their own legal or tax advisors to learn more about the rules that may affect individual
situations.
Foreside Fund Services, LLC, is the distributor and sub-placement agent.

Disclosure
Closed-end funds trade on exchanges at prices that may be more or less than their NAVs. There is no guarantee that an investor
can sell shares at a price greater than or equal to the purchase price, or that a CEFs discount will narrow or be eliminated. CEFs
often use leverage, which increases a fund›s risk or volatility. The actual amount of distributions may vary with fund performance
and market conditions. Past performance is no guarantee for future results.
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