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We recently discussed how competition is advancing artificial intelligence, alongside concerns about

misuse and regulation. And in February, we wrote about how Al can disrupt industries like software, reminding
investors to look beyond broad enthusiasm or fear and do the work on each company’s fundamentals and role

in an Al-driven world. That discipline also applies to the buildout of infrastructure supporting Al. Building data
centers, adding power, and installing computing equipment requires substantial capital, and while much of the
initial spending was funded from operating cash flow, companies are increasingly turning to borrowing and other
financing arrangements. In this Sight|Lines, we examine who is providing that capital, what supports repayment,
and why confidence in Al's long-term potential is only one consideration when evaluating the investments financing
its growth.

THE TAKEAWAY: HOW Al GROWTH IS FUNDED MATTERS FOR INVESTOR RISKS AND RETURNS
Evaluating investments in the Al buildout requires a thorough understanding of how capital is being deployed, what
could support returns, and who bears the risks. In summary:

» The Al buildout is increasingly drawing on borrowing and outside capital, alongside cash generated by
existing businesses.

e Companies seeking debt funding must compete with governments and other businesses for investors’ capital,
which can increase their borrowing costs.

 Established technology companies and newer Al businesses can have very different financial profiles — with
varying strengths and risks.

* The details of the funding arrangements can determine what supports repayment and how risks and rewards
are shared.

» The useful lives of equipment and infrastructure should align with the financing and expected returns.

* Anincrease in borrowing does not automatically signal trouble, but investors should carefully assess financial
strength and financing terms.

» Al investment can remain substantial while contributing less to economic growth if the pace of spending
growth slows.

» (Confidence in Al's long-term potential is only one consideration in a thorough assessment of each
investment’s risks and potential returns.


https://www.stifel.com/Newsletters/AdGraphics/InSight/Sightlines/2026/SL100226.pdf
https://www.stifel.com/Newsletters/AdGraphics/InSight/Sightlines/2026/SL021326.pdf

IN-DEPTH: HOW CAPITAL IS DEPLOYED TO FUND Al GROWTH WILL INFLUENCE INVESTOR RISKS
AND RETURNS

Evaluating investments in the Al buildout requires a thorough understanding of how capital is raised and deployed, whether the resulting
revenues and cash flows can support returns, and how funding arrangements distribute risks and rewards. Going deeper:

* The Al buildout increasingly combines business cash flow with borrowing and outside capital:
0 While companies have been funding projects from operating cash flow, many are turning to outside funding.
o This funding includes corporate bonds, private loans, and financing tied to specific data centers or equipment.
» Competition for debt funding can increase borrowing costs:
0 Government borrowing and other companies’ financing needs are competing for the same pool of investors’ capital.
o When they have more lending opportunities to choose from, investors can demand higher yields and/or stronger protections.

Al-related businesses will have different financial strengths and risks:
o Established technology companies can draw on diversified revenues and cash flows from existing businesses.
0 As of September 1, 2026, Al-related debt was estimated at 4% of the high-yield bond market ($62 billion) and 1% of the leveraged-
loan market.
* Funding terms shape repayment support as well as the sharing of risks and rewards:
0 Some debt is supported by the company’s broader financial resources; other financing depends on specific assets, leases, and
customer contracts.
0 The terms determine lenders’ claims on those assets and cash flows, and how much risk remains with the company and its equity
investors.
* An asset’s useful life should align with financing and expected returns:
o Computing equipment can become outdated well before the buildings and power infrastructure supporting it.
0 Expected cash flows should support repayment before assets need replacement, without relying too heavily on resale values or
future refinancing.
* More borrowing by a company calls for careful assessment, but does not automatically signal trouble:
o Based on second-quarter 2026 data, major cloud and Al infrastructure companies’ earnings covered interest expense about 50
times, versus nine times for the average investment-grade company.
0 We believe investors should assess whether debt levels remain manageable if revenues disappoint or financing costs rise.
Continued Al spending may contribute less to economic growth if spending growth slows:
0 Economic growth depends on increases in spending, not simply on spending remaining at a high level.

o Slower growth in Al spending could reduce support for construction, equipment suppliers, and related industries, even as
investment continues.
* Al's long-term potential is only one consideration in assessing investment risks and returns:
0 Al can create economic value in aggregate without every company or project earning an attractive return.
o Forthose investing through asset managers or funds, this means understanding how these investment teams assess cash flows,
financing terms, and valuation.

WHAT WE THINK

How capital is being deployed in the Al buildout — and what supports the return on those investments — is an important consideration
when evaluating investment opportunities. We remain constructive on Al's long-term potential, but that does not mean every investment
tied to its growth is equally attractive. The important questions are how that capital is being used, whether the resulting revenues

and cash flows can justify the investment, and how the funding arrangements distribute the risks and the rewards. For investors, the
approach is familiar: Look beyond the broad theme, do the work on each investment, and assess whether the potential return adequately
compensates for the risks. We will continue to keep these concepts in focus as we guide clients in this environment.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation,

or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved.
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices
are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets
may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments
typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons, and
changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to
note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally
considered representative of the U.S. large capitalization market. The Bloomberg software Index is a price-weighted index of software
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. The Dow
Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the
NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S.
and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains.
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time. Core PCE is the PCE Price
Index excluding volatile food and energy prices, revealing underlying inflation trends.
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