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KEY POINTS

e While hyperscaler financials remain in generally good shape, high-and-rising expectations along with
growing risks suggest that a cautious approach remains prudent.

e Categories outside of US hyperscalers provide exposure to the Al theme while still emphasising the
value/non-US leadership we expect to outperform.

HYPERSCALER FINANCIALS

Although Al's productivity gains are still debatable, firms are investing massively to power the buildout.
These firms, often known as 'hyperscalers’, have poured billions into data centres (DCs), the physical
facilities storing the infrastructure that powers cloud computing and are built for the large-scale workloads
needed to run generative Al. Recent estimates put capex at around $3 trillion over 2026 and 2027, while our
research suggests even this may be conservative. (Exhibit 1)

Exhibit 1. Data Centre Capex Likely Continues to Surprise to the Upside in the Near-Term

Data Centre Capex (Billions, USD)

Hyperscaler Capex $252 $436 $785 $971
Implied Industry Capex Spend $496 $845 $1,624 $1,733
Fisher Estimated Capex $476 $750 $1,514 $2,500 - $3,100

Source: Fisher Research, as of 2/6/2026. Implied Capex based on forecasted Gigawatt additions at current costs.

Current market estimates project hyperscalers free cash flows (FCF) to turn negative in 2027, though we
expect this to trend lower as announced capacity plans from the hyperscalers continue to exceed analyst
projections, driving capex spend higher. (Exhibits 2 and 3)
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Despite parabolic capex spending, hyperscaler balance sheets remain in decent shape. While debt levels
have increased significantly as they've turned to credit markets to finance growth, overall interest
coverage remains strong driven by robust growth in operating cash flows (Exhibit 4). As financing needs
continue to grow, debt issuance among the hyperscalers is expected to rise to around $170 billion across
the second half of 2026 into 2027. Even still, the historically low-leverage hyperscalers have significant
capacity to increase borrowing. At current levels, the hyperscalers have roughly $200B-$600B in additionall
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borrowing capacity while still maintaining leverage and coverage ratios at the 25" percentile of similarly
rated peers. (Exhibit 5).

Exhibit 4. Interest Coverage Keeping up With Debt Exhibit 5. Significant Borrowing Capacity Remains
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Though demand is robust and these firms are profitable, we see potential risks. Many Al investment
projections extend beyond 3 — 30 months (the usual timeframe equities generally price in), a sign of
stretched sentiment. While many market participants focus on the idiosyncratic risks of project delays,
cracks at one company can turn into fissures impacting the market at large. While not probable or
imminent today, risks such as rising costs and political pushlback remain worth watching.

EMERGING THREATS TO MONITOR

Down Stream Cost Sensitivity

End customers are confronting rapidly rising costs for "tokens". At first, Al developers charged flat
subscription fees to encourage maximising Al use. But now, cost concerns have moved to the forefront.
Boundless potential takes a backseat, and CFOs need to reconcile with the real implications of marginal
dollars being spent. Further, comparable Chinese Al models as seen in Exhibit 6 present a far cheaper
option for some customers, commoditising the space and potentially eroding Western competitors’ Return
on Investment (ROI) and incentive to continue spending on Al capex.

Exhibit 6. China Seeks to Commoditize Al
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Growing Political Pushback

Data centres are also a polarising issue politically in the US and abroad. Fourteen US states have
introduced bills to ban data-centre construction, while community objections to concerns over rising water
and power costs are commonplace. Scotland is considering a data centre moratorium, while grassroots
backlash is sprouting up in Ireland, the Netherlands, Malaysia, and Mexico. If governments do decide to
clamp down on data centres broadly, planned investment is at risk, a potential wallop to markets.

US Equity Supply Approaching Extremes

Equity supply continues to expand in the US pushed higher by the recent SpaceX IPO, signalling growing
enthusiasm and a risk to monitor. While oversupply tends to be bearish, supply remains moderate globally.
Further, its presence alone doesn't create bears; downturns generally require multiple ingredients for a
bear to converge at once, and we believe those conditions are not fully in place yet.

Exhibit 7. Trailing Twelve-Month Inflation Adjusted IPO Proceeds
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WHERE WE'RE FINDING VALUE

While spending on Al and data centres continues to accelerate revenue growth across hyperscalers, risks
remain. Strong fundamentals are offset by high-and-rising expectations, a drift to lower quality, and a
maturing of the infrastructure cycle suggested by rising capital intensity. While we don't discount
hyperscalers as the driving force behind Al's growth, they're not the only way to gain exposure to the Al
theme.

Upstream Facility Infrastructure

Facility infrastructure represents roughly 20% of total data centre (DC) spending according to our research,
spanning materials, industrial equipment and construction related investments.

e Materials: Demand has surged for so-called “future facing” commodities like copper, cobalt, nickel
and lithium, that play critical roles for Al/DCs, EVs and battery storage. Copper miners, in particular,
likely benefit if DC capex spend continues to surprise to the upside as copper is embedded in
virtually every layer of a data centre's infrastructure.

e Industrials: Industrials companies capture a significant share of DC costs across facility
infrastructure via HVAC systems, electrical component equipment, and power generation.
Additionally, the sector tends to be more cyclical and value-oriented, aligning with our style
preference while still providing thematic exposure to Al categories we expect to outperform.
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Midstream Technology Infrastructure

The remaining 80% of DC spending is related to the supply chain surrounding the servers themselves,
including chip design, foundry and semiconductor equipment, as well as the server components.

e Information Technology: Our selective exposure within the category targets IT firms that are
expected to be direct beneficiaries of the massive capex spending by hyperscalers and Al labs.
These span foundry and foundry suppliers as well as communication equipment firms providing the
infrastructure behind data transmission.

CONCLUSION

Despite excitement surrounding the DC buildout, we recommend a cautious approach to the category as
deteriorating free cash flows and weaker than historical balance sheets begin to detach sentiment from
reality. Given rising risk factors and our view that capex is likely to be higher than expected, we are
prioritising categories that can benefit from the Al theme and prioritising value/non-US firms.
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DISCLOSURES

Fisher Investments Ireland Limited trades as Fisher Investments Europe (FIE) and is requlated by the Central
Bank of Ireland. Fisher Investments Ireland Limited and its trading name Fisher Investments Europe are
registered with the Companies Registration Office in Ireland under numbers 623847 and 629724. Fisher
Investments (Fl) is an investment adviser registered with the United States Securities and Exchange
Commission. FIE is wholly-owned by Fisher Asset Management, LLC, trading as Fisher Investments (Fl), which
is wholly-owned by Fisher Investments, Inc.

Fisher Asset Management, LLC, trading as Fisher Investments, is an investment adviser registered with the
Securities and Exchange Commission. As of 30 June 2026, FI managed $440 billion, including assets sub-
managed for its wholly-owned subsidiaries. FI and its subsidiaries maintain three principal business units —
Fisher Investments Institutional Group (FIIG), Fisher Investments Private Client Group and Fisher Investments
Private Client Group International. These groups serve a global client base of diverse investors including
corporations, public and multi-employer pension funds, foundations and endowments, insurance
companies, healthcare organisations, governments and high-net-worth individuals. Fl's Investment Policy
Committee (IPC) is responsible for investment decisions for all investment strategies.

For purposes of defining “years with Fisher Investments,” Fl was established as a sole proprietorship in 1979,
incorporated in 1986, registered with the US SEC in 1987, replacing the prior registration of the sole
proprietorship, and succeeded its investment adviser registration to a limited liability company in 2005.
“Years with Fisher Investments” is calculated using the date on which FI was established as a sole
proprietorship through 30 June 2026.

Fl'is majority owned and controlled by Fisher Investments, Inc. Since Inception, Fisher Investments, Inc. has
been 100% privately owned. It controls and owns the majority of Fisher Investments (see Form ADV Part 1 -
Schedule A). Ken owns more than 75% of Fisher Investments, Inc., as noted in Schedule B to Fl's Form ADV
Part 1.

FIE outsources portfolio management to Fl. FI's Investment Policy Committee (IPC) is responsible for all
strategic investment decisions. The Joint Investment Oversight Committee (IOC) is responsible for
overseeing FlI's management of portfolios that have been outsourced to Fl.

This document has been approved and is being communicated by Fisher Investments Ireland Limited.

The foregoing information constitutes the general views of Fisher Investments and should not be regarded
as personalised investment advice or a reflection of the performance of Fisher Investments or its clients.
Investing in financial markets involves the risk of loss and there is no guarantee that all or any capital
invested will be repaid. Past performance is never a guarantee nor reliable indicator of future results. Other
methods may produce different results, and the results for individual portfolios or different periods may
vary depending on market conditions and the composition of a portfolio or index. The value of investments
and the income from them will fluctuate with world financial markets and international currency exchange
rates. If you have asked us to comment on a particular security then the information should not be
considered a recommendation to purchase or sell the security for you or anyone else. We provide our
general comments to you based on information we believe to be reliable. There can be no assurances that
we will continue to hold this view, and we may change our views at any time based on new information,
analysis or reconsideration. Some of the information we have produced for you may have been obtained
from a third-party source that is not affiliated with Fisher Investments. Fisher Investments requests that this
information be used for your confidential and personal use.
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