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Data Centers: Commercial Real Estate’s Digital Frontier

Real estate represents the built environment where we live, work, and play, and the data center sector has the unique
distinction of impacting our universal activities. Over the last decade, the proliferation of technology has not only
fundamentally changed the way we utilize data centers but has also elevated the criticality of these properties to new
heights. In this brief, we examine the backdrop of the rise of the data center sector and share our predictions for a
promising future.

The Rise of the Machine
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the evolution of the modern data center we know today 35
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Data Demand by the Numbers
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needs of most companies, and 2) network-dense data centers that provide an ecosystem of connectivity among many
different users.

Enterprise data centers can be further parsed into colocation data centers, which house multiple, smaller tenants in the
same data center, or hyperscale data centers, which typically house a single large tenant — such as a cloud provider (i.e.,
Microsoft Azure, Amazon AWS). Whether an enterprise data center houses one tenant or many, these properties store
and manage most of the data we create. Given the tenancy and usage of these spaces, these enterprise data centers
tend to have longer term leases that can range from 5-20 years with large credit tenants (i.e., Alphabet, Apple, Meta).

Network-dense data centers are a variation of enterprise colocation data centers where different tenants are
interconnected and can “talk”to each other.These data centers represent unique ecosystems and are extremely difficult
to create and replicate, resulting in only one or two network-dense data centers in any given market. Here, a real estate
operator can generate revenues not only from leasing the space (data center leases come in the form of megawatts of
power rather than square feet of space) but also from creating highly-coveted interconnections between the tenants.
These data centers also tend to have shorter lease terms — typically less than five years.

Starting from Foundational Strength

Data centers have long benefitted from the outsized growth of data consumption around the world. Sustained and
significant growth in global digitalization seems inevitable as businesses continue to deploy technology solutions to
become more efficient, and consumers rely heavily on emerging technologies to manage all aspects of their lives. As
data creation, consumption, and usage continue to proliferate, third-party data infrastructure providers have emerged
as the most efficient and effective way to access new and expanding technologies. According to the Gartner Group,
approximately 35 percent of enterprises in the U.S. today have outsourced their data center infrastructure to a third-
party provider. This figure is up from roughly 20 percent a decade ago. Moving servers off-premises to a private or public
cloud environment will continue to occur and this transition will benefit data center providers. Yet, this demand is facing
meaningful supply restrictions primarily driven by limited availability of power in core data center markets like Northern
Virginia. As a function, data center space today is characterized by low availability and strong pricing power unlike the
industry has experienced in the last few decades.

The Next Wave of Growth

Building from this position of strength, data centers are now seeing a new demand driver on the horizon in the form of
artificial intelligence. Here, we anticipate the impact on data centers will unfold in two stages: training and inferencing.

Al's initial training phase, which is already unfolding today, is based around a large language model (LLM) and requires
incredible amounts of power and computing. These needs are currently being met by large enterprise data centers
in secondary or tertiary markets where power is available, cheap, and the general environment is business-friendly.
The typical focus toward connectivity and low latency within data centers will be less critical in these facilities than in
traditional data centers. For example, Amazon recently announced its plans to build a data center campus on 400 acres
of land in central Ohio and spend approximately $10 billion on the project once itis fully developed. Not so coincidentally,
this campus will be in the same county where Intel is building its new $20 billion semiconductor manufacturing facility.
With cheap and abundant power, a business-friendly political environment, and access to the latest and greatest chips
Intel will produce down the street, this scenario is a prime example of the types of locations large multinational cloud
providers will pursue to train their new Al models.

Once the LLMs are trained, they can then be utilized in the inferencing phase, allowing enterprises across industries to
make use of the Al technology for their specific business needs.As aresult, it will be critical to co-locate and interconnect
with multiple Al models in more centralized data centers to reduce the total all-in cost and increase efficiency. In more
latency-sensitive applications, it will be important to place servers in closer proximity to the LLMs. In general, the
inferencing phase is expected to enhance the value and tenant retention of the current network-dense data centers
located in more traditional markets.

The Development Opportunity

The appetite for new development across the real estate industry has plummeted in recent months as a function of
restricted capital markets and rising construction costs. However, data centers continue to screen as an attractive
development opportunity today, especially given the significant and unmet demand for hyperscale data centers in the
secondary and tertiary markets where the infrastructure is meaningfully under-developed. Despite rising construction
costs, rising rents are bolstering development yields to the low-teens and profit margins exceeding 40%.
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The opportunity for development within the data center sector is poised to grow even further as Al will require unique
building specifications beyond what existing data centers offer. For example, the new computing chips powering Al
often require more than 30 kilowatt hours per rack to operate. If a data center is running more than 35 kilowatt hours
per rack, it cannot be sufficiently cooled by today’s conventional air-cooling technology. Alternatives include developing
new data centers with liquid cooling technology or upgrading existing air-cooling technology to address evolving needs.
While each solution comes with pros and cons for tenants, both will require development expertise for owners and
operators to deliver and meet tenant requirements.

Conclusion

At CenterSquare, we have long asserted that alternative property types are becoming the real estate of the future.
These assets go beyond four walls and a lease and meet the evolving functional needs of the built environment today.
Data Centers fall squarely in this mix, and we expect this sector to outgrow and outperform core real estate in the
coming years. Real estate investors who can understand the more complex development and management of these
properties will be poised to do the same.
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Disclosures

Any statement of opinion constitutes only the current opinion of
CenterSquare and its employees, which are subject to change and
which CenterSquare does not undertake to update.

Material in this publication is for general information only and is not
intended to provide specific investment advice or recommendations
for any purchase or sale of any specific security or commodity.
Due to, among other things, the volatile nature of the markets and
the investment areas discussed herein, investments may only
be suitable for certain investors. Parties should independently
investigate any investment area or manager,and should consult with
qualified investment, legal, and tax professionals before making any
investment. Some information contained herein has been obtained
from third party sources and has not been independently verified
by CenterSquare Investment Management LLC (“CenterSquare”).
CenterSquare makes no representations as to the accuracy or the
completeness of any of the information herein. Accordingly, this
material is not to be reproduced in whole or in part or used for any
other purpose. Investment products (other than deposit products)
referenced in this material are not insured by the FDIC (or any
other state or federal agency), are not deposits of or guaranteed by
CenterSquare, and are subject to investment risk, including the loss
of principal amount invested.

For marketing purposes only. Any statements and opinions
expressed are as at the date of publication, are subject to change
as economic and market conditions dictate, and do not necessarily
represent the views of CenterSquare or any of its affiliates. The
information has been provided as a general market commentary
only and does not constitute legal, tax, accounting, other
professional counsel or investment advice, is not predictive of future
performance, and should not be construed as an offer to sell or a
solicitation to buy any security or make an offer where otherwise
unlawful. The information has been provided without taking into
account the investment objective, financial situation or needs of any
particular person.

Any indication of past performance is not a guide to future
performance. The value of investments can fall as well as rise, so
investors may get back less than originally invested. Because the
investment strategies concentrate their assets in the real estate
industry, an investment is closely linked to the performance of the
real estate markets. Investing in the equity securities of real estate
companies entails certain risks and uncertainties. These companies
experience the risks of investing in real estate directly. Real estate is
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a cyclical business, highly sensitive to general and local economic
developments and characterized by intense competition and
periodic overbuilding. Real estate income and values may also be
greatly affected by demographic trends, such as population shifts
or changing tastes and values. Companies in the real estate industry
may be adversely affected by environmental conditions. Government
actions, such as tax increases, zoning law changes or environmental
regulations, may also have a major impact on real estate. Changing
interest rates and credit quality requirements will also affect the
cash flow of real estate companies and their ability to meet capital
needs.

This communication is not an offer of securities for sale in the United
States, Australia, Canada, Japan or any other jurisdiction where to
do so would be unlawful. CenterSquare has not registered, and
does not intend to register, any portion of the securities referred to
herein in any of these jurisdictions and does not intend to conduct
a public offering of securities in any of these jurisdictions. This
communication is being distributed to, and is directed only at,
personsin the United Kingdom in circumstances where section 21(1)
of the Financial Services and Markets Act 2000 does not apply (such
persons being referred to as “relevant persons”). Any person who is
not a relevant person should not act or rely on this communication
or any of its contents. Any investment activity (including, but not
limited to, any invitation, offer or agreement to subscribe, purchase
or otherwise acquire securities) to which this communication
relates will only be available to, and will only be engaged with,
persons who fall within the target market. This communication is an
advertisement and is not a prospectus for the purposes of Directive
2003/71/EC, as amended (such directive, the “Prospectus Directive”)
and/or Part IV of the Financial Services and Markets Act 2000.

Canada Specific Disclosures

This document has been prepared solely for information purposes
and is not an offering memorandum nor any other kind of an
offer to buy or sell or a solicitation of an offer to buy or sell any
security, instrument or investment product or to participate in any
particular trading strategy. It is not intended and should not be
taken as any form of advertising, recommendation, investment
advice or invitation to trade. This information is confidential and
for the use of the intended recipients only. The distribution of this
document in Canada is restricted to recipients who are qualified
“permitted clients” for purposes of NI31-103. This document may
not be reproduced, redistributed or copied in whole or in part for any
purpose without prior written consent.
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About CenterSquare

Founded in 1987, CenterSquare Investment Management is an independent, employee-owned real asset manager focused on listed real
estate, private real estate equity and private real estate debt investments. As a trusted fiduciary, our success is firmly rooted in aligning
our interests with those of our clients, partners and employees. CenterSquare is headquartered in suburban Philadelphia, with offices in
New York, Los Angeles, London and Singapore. With approximately $13 billion in assets under management (August 31,2023), our firm and
subsidiaries are proud to manage investments on behalf of some of the world’s most well-known institutional and private investors.

For more information, please contact:
CenterSquare Investment Management
630 West Germantown Pike

Suite 300

Plymouth Meeting, PA 19462
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