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The growth outlook

for listed infrastructure
continued to improve in
2024. Companies have
been key beneficiaries of a
virtuous cycle of generative
Al development, and
today’s generative Al needs
represent a game change for
the utility sector.

The growth outlook for listed infrastructure continued to improve
in 2024, and companies have been key beneficiaries of a virtuous
cycle of generative Al development.

We have seen increased profitability for data centers, rising
estimates of future capacity installations, surging forecasts for
power demand, and the utility investment needed to service
this demand.

With these trends in mind, this article provides a brief overview of:

e The extraordinary rise in utility earnings expectations
following increased investment demand

e The need for infrastructure as an “all of the above” solution to
service generative Al

e The discounted valuations for listed infrastructure and the
prospects for total return

ACCELERATING UTILITY EARNINGS EXPECTATIONS

Current regulated utility earnings growth estimates are without
precedent. Historically, regulated utilities in the US were moderate
growers. With the retirement of coal plants, the replacement with
natural gas, and the penetration of renewables, investment levels
increased and growth improved (Exhibit 1).

Today’s generative Al needs represent a game change for the
utility sector. As of September 2024, estimates for data center
power demand called for a quadrupling of 2023 levels by 2030,
representing more than 600 terawatt hours and 11%-12% of total
US power demand.'

With associated levels for utility power demand growth rising, we
expect a doubling in US utility investment by 2026 compared to
2015 levels. With higher investment, we expect utility earnings
to accelerate. Notably, our forecasts do not consider a dramatic
increase in the profitability or regulated returns (based on costs
of capital) allowed for utilities. These should have an additional
upward bias in a future period where long-term interest rates
average higher than in the previous decade; we have already seen an
upward bias for utility authorized returns on equity (ROEs) in 2024
compared to 2023 and 2022 levels.
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EXHIBIT 1: RISING UTILITY GROWTH; EARNINGS
FOLLOWS INVESTMENT

ROLLING 5 YEAR EPS GROWTH RATE (IHS)

Source: CBRE Investment Management?

We see average long-term utility growth estimates as having the
potential to reach a high single digit rate in the next two years. This
is a dramatic change from a decade ago. We also see the potential
for both upward revisions and an increased duration to these
growth expectations.

At the utility level, planning for data center power capacity is
extending into the latter half of this decade and beyond. Today,
we see evidence of utilities rationing current power distribution to
data centers pending the start-up of new transmission. Others have
noted flagship assets as constrained by 2028, reduced transmission
capacity through 2030, or are seeking “take-or-pay” contracts
to support new transmission infrastructure. In the current
environment, we clearly see a likelihood for enhanced utility
investment over an extended period.

INFRASTRUCTURE AS AN
“ALL OF THE ABOVE” SOLUTION

We see diverse forms of energy, and diverse sectors across
infrastructure, as needed to service generative Al In the last several
months, announcements have been made regarding the restart of
nuclear generation for the first time in US history; for example,
Microsoft and Constellation Energy announced in September a
partnership to restart the Three Mile Island nuclear facility, while
Holtec Energy is working to restart the Palisades plant in Michigan.
The Three Mile deal includes a long-term power purchase agreement
from Microsoft.

Even before the rise of generative Al, we expected nuclear energy,
renewable generation and traditional hydrocarbons capacity to assist
in meeting future global demands. The need for a comprehensive
energy supply is only enhanced in a post AI world.

At the utility level, planning for data
center power capacity is extending
into the latter half of this decade
and beyond.

EXHIBIT 2: RENEWABLES, NUCLEAR AND
TRADITIONAL HYDROCARBONS NEEDED TO MEET
FUTURE ENERGY SUPPLY NEEDS

OIL ENERGY SUPPLIED NATURAL GAS ENERGY SUPPLIED

\

Source: CBRE Investment Management IEA (2022), World Energy Outlook 2022,
1EA, Paris.?

We believe the beneficiaries of generative Al are well placed across
the infrastructure asset class. Communications infrastructure
companies are seeing stronger growth alongside the benefits of
moderately lower borrowing rates. Contracted energy generation
and renewable development are prospering in a new upcycle, while
the need for energy transmission and transport remains strong.

When rolled up to the asset class level, we see infrastructure’s
earnings are trending at approximately 300 basis points above their
historic average, driven by infrastructure as an “all of the above”
solution for generative Al
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EXHIBIT 3: INFRASTRUCTURE AS AN “ALL OF THE ABOVE” SOLUTION FOR Al

A SECULAR DEMAND PULL ACROSS THE INFRASTRUCTURE ASSET CLASS

| SECULAR DENAND PULLAGROSS THE NFRASTRUCTURE ASSET oLtss

DIGITAL ASSETS

i

- Data centers
- Cell towers

POWER GENERATION ENERGY NETWORKS

- Nuclear generation - Electric transmission utilities
- Renewable development - Gas distribution utilities

- Traditional hydrocarbon - Pipelines, storage, and

processing facilities

IMPROVING UTILIZATION AND PRICING

Source: CBRE Investment Management

With the contributions of strong
income yields, above-average earnings
growth, and discounted valuations, we
are optimistic that the asset class will
eclipse the historical 8%-10% total
returns it has generated over the course
of the last decade.

INCREASED POWER DEMAND

ENHANCED INVESTMENT OPPORTUNITY

COMPELLING VALUATIONS AND POTENTIAL
TOTAL RETURNS

The above-average earnings growth of listed infrastructure is a
key consideration in its ability to generate above-average returns in
the years ahead. The starting point for investors—that of current
discounted valuations—is also key.

As of Q3 2024, the earnings multiple of listed infrastructure still
trades at a large discount to broad equities. The asset class offers
high-income, discounted valuations to private markets and is one
of the larger historical beneficiaries of cuts in global central bank
borrowing rates. With the contributions of strong income yields,
above-average earnings growth, and discounted valuations, we are
optimistic that the asset class will eclipse the historical 8%-10%
total returns it has generated over the course of the last decade.

EXHIBIT 4: EV/EBITDA: GLOBAL INFRASTRUCTURE
VERSUS GLOBAL EQUITIES
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INFRASTRUCTURE GLOBAL EQUITIES
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Source: CBRE Investment Management, iShares MSCI ACWI ETF, SPDR S&P Global
Infrastructure ETF, ProShares Dow Jones Brookfield Global Infrastructure ETF, as of
10/31/2024.%
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NOTES

! McKinsey and Company, “How data centers and the energy sector can sate AI’s hunger
for power,” September 2024; one terawatt hour is enough to provide fully power 70,000
homes for a year, including heating and cooling.

2 Capex forecasts 2024-2025 per Edison Electric Institute; 2026 per CBRE Investment
Management based on public company disclosures and informed by rate base growth
expectations. Earnings forecasts per CBRE Investment Management as of September
2024. Earnings forecasts are based upon company-level forecasts, which are based upon
company disclosures and CBRE IM analyst estimates for capital expenditures, equity
ratios, regulated returns on equity, and other variables which can affect the earnings
power of public utilities. Forecasts and any factors discussed are not a guarantee of future
results.

3 Information is the opinion of CBRE Investment Management, which is subject to
change and is not intended to be a forecast of future events, a guarantee of future
results or investment advice. Forecasts and any factors discussed are not a guarantee
of future results.

Information is the opinion of CBRE Investment Management, which is subject to
change and is not intended to be a forecast of future events, a guarantee of future
results or investment advice. Forecasts and any factors discussed are not a guarantee
of future results.

Information is the opinion of CBRE Investment Management, which is subject to
change and is not intended to be a forecast of future events, a guarantee of future
results or investment advice. Forecasts and any factors discussed are not a guarantee
of future results.
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