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Guest Writer Section

We invite articles from the GLIO member 
base for future issues – it’s your forum.

Infrastructure has highly valuable attri-
butes for investors including attractive, 
risk-adjusted returns, supported by pre-
dictable cash flows, with inflation pro-
tections. Over the past several decades, 
investment vehicles have been created to 
more easily allow public investors to ac-
cess this desirable asset class, including 
real estate investment trusts (REITs), mas-
ter limited partnerships (MLPs) and closed 
end funds (CEFs) that invest in MLPs. 

In 2011, CorEnergy Infrastructure Trust, 
Inc. (NYSE: CORR, CORRPrA) compared 
the operating characteristics and invest-
ment attributes of each vehicle and set 
out to build the first listed REIT focused 
on energy infrastructure. The firm be-
lieves other infrastructure companies 
could benefit from considering this tax-
efficient and investor-friendly structure.

The value proposition of REITs
When one generally thinks of a REIT, they 

think of shopping malls, office parks and 
apartment buildings; rarely do they think 
of natural gas pipelines and oil storage 
terminals. However, real estate compa-
nies which fulfill the requirements to be 
a REIT are not subject to corporate-level 
tax as long as they pay a dividend equal 
to at least 90% of the REIT’s taxable in-
come (thereby avoiding a ‘double tax’ 
where the corporation pays taxes on its 
income and its shareholders pay tax on 
the receipt of a dividend). 

MLPs offer a similar value proposition 
to investors who wish to avoid double 
taxation, but certain characteristics of 
the MLP limit the scope of the investor 
base because they may produce unre-
lated business-taxable income (UBTI), 
economically connected income (ECI) and 
require complex K-1 tax forms. This can 
be undesirable and burdensome for tax-
exempt investors, foreign investors, and 
retail investors.

Tax-efficient  
infrastructure  

investing

The established REIT investment model is providing the foundation for 
investors to gain streamlined exposure to listed infrastructure.

The REIT structure offers a 

proven vehicle to benefit 

companies and the public, 

both as users of this 

infrastructure as well as 

potential investors in it.
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CorEnergy reviewed the limitations which 
master limited partnerships create for in-
stitutional capital formation, and decided 
to focus on the over $1tn invested in the 
equity of the REIT sector as a proxy for 
investor preference and benchmarking.  
Although the retail portion of REIT own-
ership may expand in the coming years 
due to the growing population utiliz-
ing tax-exempt accounts as sources of 
income, these companies remain over-
whelmingly held by institutional inves-
tors. This is a key difference from MLPs, 
who can have large sponsor or general 
partner ownership, but which have had 
more limited appeal to institutional inves-
tors for tax and governance reasons.
 
CorEnergy’s structure and portfolio seek 
to combine desirable energy infrastruc-
ture exposure with a tax and governance 
structure suited to institutions. The ana-
lysts who publish research on our com-
pany provide investors with the expertise 
of both energy sector awareness, and 
REIT-structure familiarity.  

The company currently has three research 
analysts which publish on it. Two, Selman 
Akyol of Stifel Financial Corp. and TJ 
Schultz of RBC Capital Markets LLC 
cover the midstream energy sector, 
while one, Barry Oxford of D.A. Da-
vidson & Co., covers the real estate 
sector. We believe energy sector ana-
lysts help communicate CorEnergy’s 
risk and opportunity of diversification 
through exposure to oil and gas in-
frastructure, while REIT analysts can 
discuss the expectation that leases 
are able to promote long-term con-
tractual revenue visibility from critical 
assets to support a stable dividend.

REIT qualifications  
expansion and utilization
When CorEnergy adopted a strategy 
to provide investors with direct expo-
sure to energy infrastructure assets, 
it began by examining third-party 
private letter rulings (PLRs) from the 
Internal Revenue Service (IRS) to de-
termine what was likely to be consid-
ered REIT-qualifying. In December of 
2012, CorEnergy purchased its first real 
property asset, the Pinedale Liquids Gath-
ering System, which supports natural gas 
production in Wyoming through its oper-
ating lease. For this asset, and with each 
acquisition thereafter, CorEnergy relied 

Comparison of technical characteristics of infrastructure vehicles

REIT structure provides investors the most attractive access to energy infrastructure

Institutional, tax exempt and non-US investors desire access to the infrastructure asset class.

upon tax opinions from reputable law 
and accounting firms to gain comfort in 
its ability to qualify as a REIT. 

Subsequently, CorEnergy purchased and 
leased a crude-oil and petroleum prod-
ucts terminal in Portland, Oregon in Janu-

ary of 2014 and the Grand Isle Gather-
ing System in June of 2015, which is a 
subsea-to-onshore pipeline and storage 
terminal for oil and water production 
in the Gulf of Mexico. In each of these 
cases, CorEnergy believed both the asset 

and the income generated were permis-
sible to be held in a REIT. The scope of 
permissable assets was later confirmed 
through the IRS’ release of final regula-
tions on the Definition of Real Estate In-
vestment Trust Real Property in Septem-
ber of 2016 (Below left).

CorEnergy’s Omega Pipeline is an ex-
ample of an asset that qualifies un-
der the REIT asset and income tests. 
Omega is beginning the fourth year 
of its ten-year contract with the De-
partment of Defense to distribute 
natural gas to the Army base, Fort 
Leonard Wood, in south-central Mis-
souri and also serves a number of end 
consumers. A private letter ruling is-
sued by the IRS to CorEnergy in July 
of 2017 concludes that revenue from 
the DoD’s long-term contract quali-
fies as “rents” from real property, 
allowing CorEnergy to own and op-
erate the asset. CorEnergy also owns 
one asset in a taxable REIT subsidiary.

Further adoption by  
infrastructure companies
Applying regulations and guidance 
from the IRS to energy infrastructure 
and capital formation activities are 
core competencies of CorEnergy. As 

an early adopter of the REIT structure for 
non-traditional assets, CorEnergy acts as 
an example of how the structure can ad-
dress many of the infrastructure needs 
faced by the USA today. Through the ma-
jority of its assets, the company demon-
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As an early adopter 

of the REIT structure 

for non-traditional 

assets, CorEnergy 

acts as an example of 

how the structure can 

address many of the 

infrastructure needs 

faced by the USA 

today.

strates the ability to hold assets in a quali-
fied REIT and serve the funding needs of 
a diverse customer and tenant base of 
public and private companies, end con-
sumers and government entities.

These are imperative developments as nu-
merous types of infrastructure, including 
energy, transportation and cellular net-
works, will require trillions of dollars of 
capital expenditures in the coming years. 
The REIT structure enables widespread 
ownership, transparent reporting, and 
permanent capital formation, consistent 
with the duration of the assets involved. 
 
The structure offers a proven vehicle to 
benefit companies and the public, both 
as users of this infrastructure as well as 
potential investors in it. As the categori-
zation of REIT-qualifying assets and rev-
enues continues to develop, it is an in-
creasingly flexible mechanism to allow 
companies to construct and maintain 
essential structures, while providing pub-
lic investors with access to critical assets 
with stable cash flows.  

David SCHULTE
................................... 
David Schulte is a co-founder, Chief Ex-
ecutive Officer and President of CorEn-
ergy Infrastructure Trust, Inc. Previously, 
Schulte was a co-founder and a Manag-
ing Director of Tortoise Capital Advisors 
L.L.C. where, until 2015, he served on the 
investment committee. He is recognized 
in the industry as an expert on master 
limited partnerships and other financial 
structures for investing in energy infra-
structure. 
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