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Natural Gas Demand from Data Centers: A Positive for 

Utilities and Power Producers 

Key Takeaways 
▪ We see natural gas gaining greater acceptance among 

data center power customers, supporting utilities and 

industrials with exposure to power production, such as 

GEV. 

▪ Texas appears to be one of the main hubs of data center 

development, and we see tailwinds for new natural gas 

generation across the state. 

▪ Electric and gas utilities and power producers with 

exposure to Texas may benefit from these trends, 

including ATO, CEG, NRG, SRE, and VST. 

Fundamental Context 
Natural gas appears to be gaining popularity with data center customers. In CFRA’s “Utilities and AI: 

Powerful Combination?” thematic research published in July 2024, we highlighted the demand for low- or 

zero-emission electricity by U.S. data center users, including major technology firms, with many continuing to 

sign long-term power purchase agreements utilizing renewables and/or nuclear power. Some primary 

examples in recent months include Constellation Energy’s (CEG) recent deals with Microsoft and the U.S. 

General Services Administration. While we think renewables like wind and solar will continue to expand, we 

do not expect a significant amount of new nuclear power to come online in the near term. Given the immense 

growth in expected U.S. power demand, we already see signs of natural gas gaining traction as another key 

resource being sought out by data center operators as they look to fuel new investments in artificial 

intelligence and computing infrastructure (Figure 1). 

While not a utility company, GE Vernova (GEV) stands out as a primary beneficiary of these trends, in 

our view. GEV is an electrical equipment firm whose leadership in natural gas turbine production continues 

to drive growth. In recent months, GEV announced long-term agreements with Chevron (CVX), NextEra 

Energy (NEE), and NRG Energy (NRG) to support gas power plant development in support of data center 

and AI infrastructure. We expect GEV’s Power segment, the company’s primary driver of revenues, margins, 

and free cash flows, to primarily benefit from these partnerships. However, we think the smaller 

Electrification segment, which includes equipment for electric transmission and distribution, electric grid 

software, and power storage solutions, could also find opportunities as data center infrastructure develops.   

 

 

 

 

Positive (+) or Negative (-) Implications  

 (+) Atmos Energy Corporation (ATO) 

 (+) Constellation Energy Corporation (CEG) 

 (+) GE Vernova Inc. (GEV) 

 (+) NRG Energy Inc. (NRG) 

 (+) Sempra (SRE) 

 (+) Vistra Corp. (VST) 
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Figure 1: Noteworthy Natural Gas – Data Center Developments in 2025 

▪ Gas turbine manufacturer GEV, multinational oil major CVX, and activist investment firm Engine 
No. 1 announced a partnership to develop natural gas power plants co-located with data centers. 
The partnership aims to add up to 4 gigawatts (GW) of natural gas power (first project expected 
to be in-service by year-end 2027).   

▪ NEE announced a four-year collaboration with GEV to identify opportunities to co-develop natural 
gas power generation to support data centers, manufacturing, electrification, and other drivers of 
higher U.S. power loads.  

▪ GEV announced a long-term agreement with Texas-based utility and power producer NRG and 
private construction firm Kiewit to support AI and compute-based electricity demand by bringing 
over 5 GW of new natural gas-powered generation capacity online between 2029 and 2032. 

▪ Midstream oil and gas operator Energy Transfer LP (ET) signed a long-term deal with CloudBurst 
Data Centers, with the potential to supply roughly 1.2 GW of power over a 10-year period 
beginning in the second half of 2026. 

▪ In an interview with CNBC, Microsoft VP of Energy Bobby Hollis spoke encouragingly, in our view, 
about the possibility of the software giant seeking out natural gas to power its data centers in 
addition to nuclear, renewables, and other fuel sources. 

Source: Company filings and press releases, American Public Power Association, CNBC. 

We see a significant runway for natural gas development in Texas. According to an October 2024 report 

from the U.S. Energy Information Administration (EIA), Texas is the fastest-growing U.S. state for electricity 

consumption, which we expect will lead to greater investment in natural gas generation capacity. Supported 

by power demand from data centers and other “large flexible load” customers, EIA estimated approximately 

5% electricity load growth in 2025 across all customers in the Electric Reliability Council of Texas (ERCOT), 

which encompasses 90% of the state’s power loads. Looking beyond 2025, we think peak power demand 

will continue to rise quickly, supported by new data centers and strong population growth trends in the state. 

Focusing on August energy demand (often the peak month due to summer cooling needs), ERCOT forecasts 

indicate a roughly 93% increase in August demand from 2024 to 2030 (Figure 2), according to the Texas 

Comptroller. For comparison, ERCOT records show that peak demand rose by only 23% in the six-year 

period from 2017 to 2023.   

Figure 2: Forecasted August Energy Demand (GWh) in ERCOT from 2024 to 2030 

 

Source: CFRA, Texas Comptroller, ERCOT. 
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We expect Texas will remain a pivotal market for data center development. According to CBRE’s “North 

America Data Center Trends H1 2024” report, the Dallas-Ft. Worth area continues to demonstrate low 

vacancy rates, strong pricing, and high data center demand, which can create upside for local utilities by 

increasing land values and supporting customer growth and higher power loads. The report indicates that 

Dallas/Ft. Worth was tied for second with Chicago in terms of total U.S. primary market data center 

inventory (11%), behind only Northern Virginia (47%), which is often dubbed the “data center capital of the 

world.” 

We think one motivation for CEG’s Calpine acquisition is to capitalize on Texas growth trends. In January 

2025, nuclear power plant operator CEG announced the acquisition of power generator Calpine. The 

combined company would position CEG as the nation’s largest power generator, complementing CEG’s 

significant nuclear fleet with a leading natural gas fleet and adding exposure to key markets, including 

California and Texas. Based on Calpine’s disclosures, we estimate that CEG stands to take ownership of 

approximately 9.1 GW of natural gas generation capacity in Texas, which is significantly more than CEG’s 

entire natural gas and oil portfolio of roughly 7.0 GW (per CEG’s 2024 10-K filing). Assuming the acquisition 

closes (expected in Q4 2025), we anticipate that natural gas demand from population growth and data 

centers will be positive for CEG’s Texas fleet over time.  

Texas’ largest natural gas distributor, Atmos Energy (ATO), is well-positioned, in our opinion. ATO is the 

largest gas utility by market cap in the U.S. As of November 6, 2024, 75% of ATO’s total rate base was 

located in Texas, including the Mid-Tex and West Texas gas distribution operations (49%) as well as the gas 

pipeline and storage assets of Atmos Pipeline-Texas (APT, 26%). Over time, we think data center demand 

for natural gas can support a greater need for gas pipeline and storage infrastructure in the state, creating 

opportunities for additional capital expenditure. Underpinned by strong population and economic growth 

trends in Texas, ATO’s capital spending guidance implies one of the strongest rate base growth trajectories 

in the sector (13%-15% CAGR from 2025 to 2029), in our view.  

State government appears supportive of new natural gas generation. In 2023, the state created the 

Texas Energy Fund, which initially allocated roughly $5 billion of low-interest loans toward natural gas power 

generation within the state, according to the Office of the Texas Governor. State government press releases 

in late December 2024 highlighted initiatives to expand this funding pool to $10 billion. In August 2024, the 

Public Utility Commission of Texas released its initial list of 17 projects that advanced to the due diligence 

round for potential Texas Energy Fund loans, including several companies highlighted in this report (Table 1). 

In November 2024, NRG noted six of its power plant sites in Texas where it saw potential for development of 

new power generation infrastructure. In February 2025, the company highlighted two of its gas power plant 

projects (TH Wharton and Cedar Bayou 5) that qualified for additional due diligence by the Texas Energy 

Fund for potential loan and grant eligibility.    

Table 1: Examples of Texas Energy Fund Loan Applications Selected for Due Diligence  

Company MW Capacity 

NRG Energy 456 

GE Vernova 1,350 

Calpine 460 

Constellation Energy 300 

Vistra 440 

Source: Public Utility Commission of Texas, Office of the Texas Governor, The Texas Tribune. Data as of August 29, 2024.  

Note: GE Vernova application includes Competitive Power Ventures (CPV Group LP). 
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Power demand in the oil-rich Permian Basin region may also benefit power producers and local utilities. 

ERCOT’s Reliability Plan for the Permian Basin Region (filed July 2024) indicates significant power load 

growth expectations in the Permian Basin, an area covering large swaths of West Texas and providing 

around 46% of all U.S. oil production in 2023, according to data from the Federal Reserve Bank of Dallas. 

Importantly, the report speaks to rising electricity demand from non-oil and gas customers, such as data 

centers, cryptocurrency activities, and hydrogen electrolysis. One recent example came in February, when 

helium exploration firm New Era Helium, which maintains a joint venture (JV) with Sharon AI, known as Texas 

Critical Data Centers, announced the JV’s pending acquisition of a 200-acre site in the Permian region for 

eventual data center construction. Per New Era Helium’s press release, the data center will utilize natural gas 

for its energy supply and aims to incorporate carbon-capture technology to support a net-zero carbon 

emissions operation.  

Over time, we think power demand in this region could support independent power producers like Vistra 

Corp., which maintains approximately 11.5 GW of natural gas generation within Texas, per the company’s 

2024 10-K filing. In May 2024, VST announced its intention to add roughly 2.0 GW of gas-powered 

generation across the state, including West Texas, with plans to seek funding from the Texas Energy Fund. 

We also see benefits for traditional utilities like Atmos Energy as well as Sempra, the latter of which has a 

Texas-based electric subsidiary, Oncor, that serves the Permian region. Per company filings, 23% of Oncor’s 

year-end 2024 active transmission points-of-interconnection requests (an indicator of customer growth) 

were data-center- and IT-related, while 11% were related to oil and gas activities. We think that new 

infrastructure in West Texas will play an important role in Oncor carrying out its $36.1 billion capital 

expenditure plan from 2025 to 2029.  

Risk Factors 
Our analysis is subject to several risks. Increases in the price of natural gas could make power customers 

shift to cheaper fuel alternatives. Social or economic shifts, such as a renewed focus on reducing carbon 

emissions, could also work against natural gas demand. Expectations for rapid growth in power demand and 

data center infrastructure spending could prove to be overly optimistic for a variety of reasons. Weaker 

economic growth or an economic recession could slow power sales by increasing unemployment, slowing 

manufacturing output, and pressuring capital investment in data centers and other technologies.  

Weaker economic conditions in the state of Texas, relative to other states, could have a particularly 

damaging impact on some of the companies highlighted in this report. Unfavorable developments in the oil 

and gas industries, which have a large footprint in the Permian Basin region, could pose headwinds for data 

center construction and future capital investment opportunities by utilities and power producers.  

We may overestimate the attractiveness of Texas as a location for future data center construction, and 

unfavorable changes in land availability, taxes, legislation, regulation, supply chains, or weather could all have 

negative impacts.  

Theoretically, we think it is possible that significant improvements in computing efficiency could reduce 

aggregate power demand. While we think recent commentary from major technology firms reduced the 

market’s broader concerns, we still think investors are cautious about the impact of Chinese AI start-up 

DeepSeek’s surprising model performance relative to U.S. competitors. The model’s performance at a similar 

level to peers at a fraction of the cost has some investors questioning prior expectations for a rapid increase 

in U.S. electricity needs and data center investments, in our view. That said, NVIDIA CEO Jensen Huang 

recently doubled down on comments made in late February, emphasizing that reasoning models like 

DeepSeek will require 100x more compute power, despite being smaller than traditional LLMs in most cases. 

Broader risks facing utilities and power producers include inflation, rising interest rates, and tightening 

regulatory conditions.  
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Company Implications 
Atmos Energy Corporation (ATO 149 ****) is engaged in natural gas distribution and pipeline operations, 

delivering natural gas to over 3.3 million customers across eight states. According to ATO’s 2024 10-K filing, 

the company operates one of the largest intrastate pipelines in Texas based on miles of pipe. We think ATO 

stands to benefit from rising power demand, driven by its major presence in Texas, where we see gas 

demand increasing due to customer growth and new data center infrastructure. ATO's capex guidance 

implies one of the strongest rate base growth trajectories in the sector (13%-15% from 2025-2029), 

supporting our expectations for an attractive 8% EPS and dividend compound annual growth from FY 25 to 

FY 28, in our view. Our 12-month target price of $165 is 23x our FY 25 EPS estimate, a premium to ATO’s 

historical forward average due to our improved fundamental outlook for gas utilities. 

Constellation Energy Corporation (CEG 222 *****) operates the largest nuclear fleet in the U.S. and 

generates carbon-free electricity for customers in 48 U.S. states and Canada. We think CEG benefits from 

nuclear tax credits within the IRA and an improving environment for nuclear power generation. CEG raised 

its long-term EPS growth expectations following a long-term PPA with Microsoft and signed a 10-year deal 

to provide electricity to the federal government. CEG recently announced the acquisition of power generator 

Calpine for $16.4 billion ($29.1 billion enterprise value, including debt). The combined company would 

position CEG as the nation’s largest power generator, complementing CEG’s significant nuclear fleet with a 

leading natural gas fleet and adding exposure to key markets in California and Texas.  

We think CEG aims to capture even more potential upside from rising power demand due to trends in data 

centers and AI. We anticipate that CEG’s healthy free cash flow and earnings growth will help the company 

restore its balance sheet quickly after taking on additional debt during the acquisition. Our 12-month target 

of $278 represents 30x 2025 EPS, a premium justified by industry-leading growth. While down from 40x in 

January, we view the valuation decline as an opportunity, given CEG's superior growth (~13% EPS CAGR, 

~10% dividend CAGR) well above our expectations for the broader electric utility industry,  

GE Vernova Inc. (GEV 334 *****) is a global energy solutions provider operating in the areas of power 

(primarily gas turbines), wind turbines, and electrification technologies. Global power demand appears to be 

rising, supported by trends in data centers, AI, and manufacturing. We expect growing sales and earnings 

growth from GEV’s significant equipment and services backlog. In recent months, GEV announced long-term 

agreements with CVX, NEE, and NRG to support gas power plant development in support of data center and 

AI infrastructure. Our 12-month target price of $410 reflects a 2025 P/E multiple of 65.8x. We feel GEV's 

strong growth multiple is justified based on its favorable positioning as a leading provider of gas turbines and 

other equipment in a period of rising power demand. Negative net debt and the recent initiation of a 

shareholder dividend also support our view. 

NRG Energy Inc. (NRG 101 ****) is a wholesale power generation company that sells electricity, natural gas, 

and related home products and services across the U.S. and Canada. Our positive outlook reflects several 

tailwinds, including strong positioning in Texas’ growing data center market, potential for favorable long-term 

power purchase agreements, and the commitment to the return of capital to shareholders. NRG's positioning 

in Texas is particularly advantageous, in our view, given strong electricity demand growth and projected data 

center development, with multiple long-term power purchase agreements expected in 2025. Our 12-month 

price target of $132 represents 18.4x our 2025 EPS estimate, reflecting a small discount to peers but a 

premium to NRG’s historical average. This valuation considers improved strategic clarity post-management 

changes, favorable Texas market positioning, and data center growth potential. 

Sempra (SRE 70 ***) is a utility holding company with operations in the U.S. and Mexico. Given higher 

operating costs in Texas, regulatory headwinds in California, and project delays for Infrastructure, SRE 

effectively reset its financial guidance in Q4 earnings and offered 2025-2026 EPS targets well below prior 

expectations. Looking ahead, SRE stressed its high-growth potential, particularly in Texas, while offering 

confidence in reaching the high-end of (or exceeding) its 7%-9% long-term earnings growth target (using the 
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2025 base). In the near term, we think the shares could face an overhang as SRE spends 2025-2026 

regaining investor confidence in reaching financial expectations. Longer-term, however, we think SRE 

maintains a strong position in attractive markets for regulated utility operations within California and Texas.  

We think SRE’s Texas-based electric subsidiary Oncor, which serves the Permian region, could be poised for 

growth due to rising power demand in the region. Per company filings, 23% of Oncor’s year-end 2024 active 

transmission point-of-interconnection requests (an indicator of customer growth) were data-center- and IT- 

related, while 11% were related to oil and gas activities. We think that new infrastructure in West Texas will 

play an important role in Oncor carrying out its $36.1 billion capital expenditure plan from 2025 to 2029. Our 

12-month price target of $78 is 17.3x our 2025 EPS estimate, a discount to peers to reflect weaker near-

term EPS growth following the recent guidance cut. We also note somewhat higher earnings risk from SRE's 

Infrastructure segment and international operations. 

Vistra Corp. (VST 131 ****) engages in the electricity business in the U.S. The company retails electricity, 

natural gas, and other services to around 5 million residential, commercial, and industrial customers across 

18 states and Washington, D.C. As of its 2024 10-K filing, VST also claims to be one of the largest 

competitive power generators in the U.S. based on megawatt-hours (MWh). Our positive view reflects VST's 

strong positioning in nuclear and gas power generation amid surging demand from AI, data centers, 

manufacturing and EVs. The company's Texas presence and bipartisan support for nuclear power, including 

production tax credits, also provide advantages, in our view. Our 12-month target of $160 represents 24.5x 

our 2025 EPS estimate, warranting a premium to regulated utilities' typical 19x-22x multiples given VST's 

superior growth profile and our favorable nuclear outlook. While power price volatility exists, we believe 

strong demand trends justify the higher multiple. 

Relative Performance  

 

Source: S&P Global Market Intelligence. 
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Implications*  

Positive implications: CFRA sees an improvement in company fundamentals, which could include (but are not limited to) 

improved pricing, strengthening backlog, market share gains, cost improvements, a more favorable regulatory 

environment, or improving demographic trends, over the next 12 months.  

Negative implications: CFRA sees a weakening in the company’s fundamentals, which could include (but are not limited 

to) weaker pricing, reduced backlog visibility, market share losses, cost inflation, unfavorable regulatory climate, or 

demographic headwinds, over the next 12 months.  

* The categorization of positive or negative implication may not include every qualitative or quantitative factor that is 

used to undertake a full analysis of a company’s financial picture as other factors may need to be analyzed, and is not 

intended to be investment advice and should not be interpreted as such. These categorizations represent the current 

good-faith views of the authors at the time of publication and these views are subject to change without notice of any 

kind. 

 

Contact CFRA 
977 Seminole Trail, PMB 230 

Charlottesville, VA 22901-2824 
USA   
P: +1-800-220-0502 
cservices@cfraresearch.com 

www.cfraresearch.com 
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refer to the Glossary section of the report for detailed methodology and the definition of STARS rankings. 

Quantitative Stock Reports 

Quantitative recommendations are determined by ranking a universe of common stocks based on 5 measures or model categories: 

Valuation, Quality, Growth, Street Sentiment, and Price Momentum. In the U.S., a sixth sub-category for Financial Health will also be 

displayed. Percentile scores are used to compare each company to all other companies in the same universe for each model category. 

The five (six) model category scores are then weighted and rolled up into a single percentile ranking for that company. For  reports 

containing quantitative recommendations refer to the Glossary section of the report for detailed methodology and the definition of 

Quantitative rankings. 

STARS Stock Reports and Quantitative Stock Reports 
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different criteria, assumptions and analytical methods and may have differing recommendations. The methodologies and data used to 
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Analyst Certification 

STARS Stock Reports are prepared by the equity research analysts of CFRA and its affiliates and subsidiaries. All of the views 

expressed in STARS Stock Reports accurately reflect the research analyst's personal views regarding any and all of the subject 
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information from sources it believes to be reliable, SE does not perform an audit and undertakes no duty of due diligence or 

independent verification of any information it receives. Valuations services are opinions and not statements of fact or recommendations 

to purchase, hold or sell any security or instrument, or to make any investment decisions. The information provided as part of valuations 

services should not be intended as an offer, promotion or solicitation for the purchase or sale of any security or other financial 

instrument nor should it be considered investment advice. Valuations services do not address the suitability of any security or 

instrument, and securities, financial instruments or strategies mentioned by SE may not be suitable for all investors. SE does not provide 

legal, accounting or tax advice, and clients and potential clients of valuation services should consult with an attorney and/or a tax or 

accounting professional regarding any specific legal, tax or accounting provision(s) applicable to their particular situations and in the 

countries and jurisdictions where they do business. SE has redistribution relationships that reflect evaluated pricing, derivative valuation 

and/or equity pricing services of other unaffiliated firms with which SE has contracted to distribute to its client base.  

Pricing and data provided by these third-party firms are the responsibilities of those firms, and not SE, and are produced under those 

firms' methodologies, policies and procedures. Valuations services provided by SE and products containing valuations services may not 

be available in all countries or jurisdictions. Copyright © 2025 by Intercontinental Exchange Inc. All rights reserved.”  

For residents of the European Union/European Economic Area  

Research reports are originally distributed by CFRA UK Limited (company number 08456139 registered in England & Wales with its 

registered office address at New Derwent House, 69-73 Theobalds Road, London, WC1X 8TA). CFRA UK Limited is regulated by the UK 

Financial Conduct Authority (No. 775151). 

For residents of Malaysia 

Research reports are originally produced and distributed by CFRA MY Sdn Bhd (Company No. 683377-A). 

For Residents of Singapore 

This Research Report is distributed by CFRA UK Limited to its clients in Singapore who hold a financial advisers licence or is a person 

exempt from holding such licence (“SG Intermediary”). Recipients of this Research Report in Singapore should contact the SG 

Intermediary in respect to any matters arising from, or in connection with, the analysis in this report. Where the recipient is not an 

accredited, expert or institutional investor as defined by the Securities and Futures Act, the SG Intermediary accepts legal responsibility 

for the contents of this Research Report in accordance with applicable law. When reports are distributed by SG Intermediaries in 

Singapore, the SG Intermediary, and not CFRA, is solely responsible for ensuring that the recipients of the Research Reports 

understand the information contained in the Research Reports and that such information is suitable based on the customer's profi le and 

investment objectives. This Research Report is intended for general circulation and no advice or recommendation is made herein or by 

CFRA to any particular person. CFRA does not assume any responsibility to advise on whether any particular product is suitable for any 

person, and the analysis herein does not take into account the specific investment objectives, financial situation or particular needs of 

any particular person, and should not be relied upon for any investment decision. 
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For residents of all other countries 

Research reports are originally distributed Accounting Research & Analytics, LLC d/b/a CFRA. 

Copyright © 2025 CFRA. All rights reserved. CFRA and STARS are registered trademarks of CFRA. 


