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Sustainable CSP capex to support Al trend through FY28e

& CSP capex trend is intact to support sustainable Al trend and .
rank Lee*

semi supply chain earnings Global Head of Tech Hardware &Semi Research
The Hongkong and Shanghai Banking Corporation Limited
. : frank lee@hsbc.com. hk
& Our scenarios show that sustained CSP capex momentum 10 essemann o

FY28e could be achieved with justifiable leverage Adithya Metuku®,CFA
Senior Global Technology Analyst

# Reasonable ROIC for CSPs even in scenarios assuming Eoya e @hsbe com

additional debt to fund incremental capex +442032002800

Paul Rossington*
Semi earnings should be intact given the sustainable CSP capex trend:Despite ﬁg’.;'g'ﬁ,?.?:ﬂ“" Platforms Analyst

recent bullish capex and capacity expansion announcements by semi supply chain paul.rossington@hsbecib.com
stalwarts like TSMC,Intel,and ASML market concerns have emerged over CSP +442079010734
capex peaking given that most hyperscalers'free cashflow generation could turn Abhishek Shukla®,CFA
L . . . Senior Analyst,Technology

negative in FY27.This has increased market focus on hyperscalers generating HSBC Bank Middie East Limited DIFC
positive ROIC from their heavy investments As a result,the SOX index is-16% ag?ﬂg‘aﬁ;&@;‘a@“mcmm

+
(vs S&P 500+3%)since 1 July.However,we believe hyperscalers'capex trend
remains sustainable with acceptable leverage and ROIC going forward to support Shadic Rothbenh ms Analyst
semi supply chain capex guidance,as well earnings growth expectations. HSBC Bank plc

charlie rothbarth@hsbc.com
Room for upside to FY27-28 CSP capex as increased leverage is justifiable: +442032685284

As per consensus; 1)collective CSP capex growth willdecelerate from 95%y-0-y in Stephen Bersey
2026e(USD731bn)to 46%in 2027e(USD1.1tm)and 11%in 2028e(USD1.2tm); HoBC SecrmesuS e e
and 2)CSPs will start to see negative free cash flow starting from FY27 \We perfom stephen.bersey@us.hsbc.com

a scenario analysis to see how much incremental debt CSPs need to raise to exceed +12125254153

consensus FY27-28 capex forecasts.Our scenario implies a net debt/equity ratio of N Eﬂae;d cgfteé?gaiﬁs?:;h o
8-30%to meet potential FY27e capex of USD1.0-1.6trn or capex growth of 37-119% HSBC Continental Europe

y-0-y.In FY28e the net debt/equity ratio would need to increase to 25-43%to meet ff:;";g:g;‘éssm@“s““'”'m
potential capex of USD1.9-2.5trn or capex growth of 46-92%y-o0-y(assuming FY27e

capex of USD1.3trn based on Case Il in our FY27e scenario).

Overall CSP ROIC declining but still acceptable to support capex trend: Another
concern investors have with the significant CSP capex trend is the ROIC(return on
invested capital)that CSP players would generate.Based on consensus estimates,
we see overall CSP ROIC declining from 35%in FY24e to 22%in FY26.However we
expect that CSP ROIC could remain at 22%and 21%in FY27 and FY28 respectively,
based on consensus capex,or contract to 19%in FY27 and 17%in FY28e based on
our scenarios,which we believe is still acceptable to support the ongoing capex trend.

Overall Al semi trade and earnings visibility are intact\We conclude that CSPs
fundamentally have more room to raise debt without signifcantly compromising their
ROIC to fund the ongoing capex trend.Therefore,semiconductor companies could
see sustained growth to 2028e and market concerns about funding issues at CSPs for
continued capex expansion seem overdone in our view.\We do not see any significant HSBC Funding the Future Survey
earnings downside to the overall Al semi supply chain in FY27 and into FY28.0ur top
Al semi names remain Marvell,Intel, TSMC,and ASML given company specific Al megadeals and the rest

drivers that should continue to surprise the market on the upside into FY27e. Click to view
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Ratings and target prices

Current Mkt cap EPS growth

Company Ticker Currency price TP Rating Implied upside USDm FY26e FY27e
TSMC 2330 T THD 2, 380,00 3, 400, 00 Buy 1% 1,913, 412 tdh 28%
Intel INTCUS 1'SD 97. A2 200, 00 Buy 105% 19T, 891 2454 0%
Marvell MRVL 1S 1'sh 208. 56 200, 00 Buy HY 182, 650 80A, 14
ASMI ASML. NA 1'sh 1,513 8O 2, 145,00 Buy 2% BT8R, 241 A3% 13%
ATphabel GUOGL 1S 1sp 3a7. 52 120, 00 Ry 17% 3, 280, 539 914 -27h
Amazon AMZN 1S 1'SD 278. 09 210. 00 Buy 1% 2,499, 567 i -19%
Wicrosolt MSET Us 1S 506, 06 5495, 00 Buy 18% 4,737,772 24% 19%
Wl META US 150 549.4. 92 H30, 00 Buy A 1, 514, 432 A% 1%
Oraele ORCL S 150 151, 05 316,00 Buy 104% 135, 045 2T% %
Sonrce tHSBC estimates, Bloomherg Priced at close of 10 jug 2026

Market concerns despite bullish semi demand outlook

With demand and supply for traditional Al use cases stillnot in equilibium,agentic Al came to
the fore earlier this year. The unprecedented surge in demand for server CPUs-a primary
enabler of agentic Al use cases-has widened the demand/supply gap further.As a result key
semi players like TSMC, Intel,and ASML provided enhanced visibility around their capacity
expansion plans through 2028e during their June-Q financial results.

€ TSMC:At its 2Q26 results announcement(16 July,/ncreasing CAPEX reiterates LT demand
confidence), TSMC raised its FY26e capex guidance from the high-end of USD52-56bn.to
USD60-64bn.VWhile TSMC did not provide any capex guidance beyond FY26.it announced
an incremental USD100bn capital investment in Arizona,US,on top of the previously
announced USD165bn. TSMC also acknowledged that its 2nm capacity could expand at
a CAGR of >70%through FY26-28(vs our pre-2Q26 result estimate of 55%).

€ Intel: Atits 2Q26 results announcement(24 July, Another beat &raise:enhanced foundry
confidence) Intel raised its FY26e capex guidance to>USD20bn from previous guidance
of USD17.7bn(with tool spending up 40%y-0-y)vs pre-2Q26 result consensus estimates
of USD15bn.Intel acknowledged that its FY27e capex willcontinue to increase further.

4 ASML:In its 2Q26 results announcement (16 July, ASML opens the lithography tool
spigot), ASML announced plans to increase capacity for EUV tools by 30%in FY27e and
investigating increasing EUV capacity by a further 30%in FY28e.This implied low NA EUV
tool capacity of 110 tools in FY28e vs consensus estimates(pre-2Q26 results)of 89 tools.
ASML acknowledged that its capacity increase guidance follows the strong end market
demand dynamics,which has motivated its customers to not only increase their capex,but
also accelerate their plans.

Despite the enhanced capadity addition plans suggesting strong demand visibility through
FY28e,the market's reaction was underwhelming.It was reported(Bloomberg,July 1)that Meta
Platforms is planning to launch a new cloud computing business to monetise its large surplus

Al infrastructure. The revelation that a major hyperscaler already has "excess"capacity led
investors to fear that the aggressive capex cycle-which has fuelled record gains for
semiconductor providers-may be nearing a peak.As a result,the SOX index has traded -16%
(vs S&P 500+3%)since 1 July.
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Exhibit 1:S0X index performance YTD
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Exhibit 2:Hyperscalers free cash flow

{USDbn) FY25 FY26e FY27e FY28e
Google 7 B (26) 3
Amazon 11 (1) (29) R
Microsoft 14 (2) (27) (7
Meta 72 657 26 37
Orac e [[)] 2h (18} (1)
Total free cash flow 199 34 (104) 18

Source:Visihledlpha consensus estimates, companydata
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CSPs could fund incremental capex with justifiable leverage

According to Visible Alpha consensus estimates,the capex growth for hyperscalers will
significantly decelerate from 95%in FY26e to 11%in FY28e Apart from the concerns of
hyperscalers'capex peaking investors have also been unsure about the hyperscalers ability to
fund any incremental capex without materially deteriorating ROIC.

Exhibit 3:Hyperscalers’capex—consensus estimates
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Exhibit 4:Consensus estimates for hyperscalers'capex
(USDbn) FY25 FYZ26e FY2Te FY2Be
Alphabet 91 202 302 RE(1]
Amirzon, com 124 218 283 296
Meta Plat forms 70 110 1496 216
Microsof t 63 116 194 223
Oracle 21 b 93 106
Total capex 376 731 1,068 1, 180
yo-y 95% 46% 11%

Source Visible Alpha consensus esimates

We perform a scenario analysis wherein we analyse the potential for hyperscalers to raise
incremental debt to fund incremental capex and its impact on their leverage ratios.We assume
incremental debt as the funding source beyond the operating cash flow as current debt on
balance sheet would already be deployed elsewhere.For our scenarios,we look at
hyperscalers as a group and not individually,including the top five hyperscalers-Alphabet,
Amazon,Microsoft,Meta,and Oracle.

For FY27e,we perform three scenarios assuming hyperscalers raise the required debt to fund
capex of USD1.0-1.6trn.With operating cash flow estimates of USD962bn,incremental debt of
USD38-638bn would need to be raised to fund the capex.This would drive the net debt/equity
ratio to 8-30%vs the current leverage ratio of 7%according to consensus estimates.The
USD1.0-1.6trn capex would imply y-0-y growth of 37-119%vs current consensus estimate of
46%y-0-y growth.
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Exhibit 5:Scenarios-debt raised and impact on leverage to fund higher CSP capex in FY27e

(USDbr) Casel Casell Caselll
Operating cash flow

Al phialiet 271 271 271
Nz on, com 251 231 2al
Meta Platforms 172 172 172
Microsall 214 214 214
Oracle 13 43 13
Total operating cash flow Y52 Gn2 [
Incremental  debt 3B 338 [E8+,]
Total fund for capex 1, 000 1, 300 - 1, 600
vy vs 208 consensis capes 3T TR% 119%
Net debt

Al phalbet (102) (102) (102
Az on, com 111 111 111
Meta Platforms 52 52 a2
Microsol {15) {13) (1
Oracle 117 117 147
Total net debt before incremental debt 143 193 144
neremental  debt 28 KR 6.8
Total net debt including incremental debt 231 331 811
Shareholder equity

Alphabet Y17 Y17 917
Amaz o, com Rl 7 i
Meta Platforms 115 115 413
Microsolt and anl il
Oracle an] 69 ]
Total shareholder equity 4TS 4 TE 2, TH
Total net debt to equity 8% 19% 2%

Soree: Visihle Alpha consensus estimates, INT est imtes

For FY28e,we perform three scenarios assuming hyperscalers raise the required debt to fund
capex of USD1.9-2.5tr.With operating cash flow estimates of USD1.2trn.incremental debt of
USD698-1.3trn would need to be raised to fund the capex. This would drive the net debt/equity
ratio to 25-43%vs the current ratio of 5%according to consensus estimates. The USD1.9-2.5trn
capex would imply y-0-y growth of 78-134%vs FY28e consensus capex estimates of 11%y-0-y
growth.However,if we assume FY27e capex of USD1.3trn based on Case Il of our scenario,

y-O-y growth would be 46-92%.
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Exhibit 6:Scenarios-debt raised and impact on leverage to fund higher CSP capex in

FY28e

(USDbn} Casel Casell Caselll
Operating cash flow

Vphahet BE S S L4
Amizim, ¢ om RIE] AR AR
Mitin 'Lt foorae 214 213 sk
Mic rosd 1 i ot Lpid
trawle it rli with
Total operating cash flow [P 1.4J 1, 202 1202
Ine vemental debr (B0 LT 1. 284
Total fund for capex 1,900 20 # 2,500
==y v BT comsensus capes .. 104 LA
y==ves 20UTsconerin (ease 110 apes 1% iy oy
Nat debt

Alphaluy 11020 {1 L1
\m.1Zom. ¢ om i) b i)
Metan I'lat formes i En kg
Mic el {43 Zhn =n
Hra |v 174 174 17w
Total net debl before incremental debt Iy Liis i
Ine rementad debr [ LR 1.t
Total net debt including incremental debn A6R L L 1, Ik
Shareholder equity

Mphabet (N~ I, 1% (N EA
Atz ¢ o i et e
Mutan 'Lt formes il 31 A3
Mic rosad 1 I KK N
Myl HE: i Ry
Total sharsholder equity L Ve 3,423 A
Total net debt to equity 25% I L]

Souree b isille Alpha consensos est imates, ISHC s imnnes

We believe the most bullish leverage ratio of 43%is justifiable in this intensive Al investment
phase.We also acknowledge that enhanced earnings, higher operating cash flows,and equity

funding could reduce the need for additional debt.
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ROIC holds up even with CSP capex surge

To close the debate around negative or low returns on increased hyperscalers'capex,we
further look at the ROIC of the hyperscalers prior and post raising incremental debt as per our
scenarios.Given the lack of clear disclosures around specific CSP Al revenues,we have looked
at the overall ROIC of the entire company given that most capex is Al related.

With increasing capex,the ROIC of hyperscalers declined from 35%in FY24 to 29%in FY25.
According to consensus estimates,the ROIC is expected to be 22%in FY26e and FY27e;and
21%in FY28e.

In our scenario,assuming increased capex is equal to the amount in Case Il of our scenarios,
which assumes USD1.3tm and USD2.2trn in FY27e and FY28e the FY27e ROIC drops from
22%to 19%and FY28e ROIC drops from 21%to 17%.We believe the returns are strong
enough to dismiss concerns about negative ory low returns(see our 6 August report,
Cloudnomics-Benchmarking analysis reveals risk and valuation difference for our latest
benchmarking analysis on underlying CSP revenue and returns).

Exhibit 7:Hyperscalers ROIC-as per consensus vs HSBC scenarios

40% 5%
o 29%
30% -
25% - 22% 22% 21%
m% ST L T T
15% - 19% o
17%
10% -
5% -
0% - ' . ‘ .
FY24 FY25 FY26e FY27e FY28e
Comeraus ~HSBC Scenario
SourceVisbie Alpha corsensus estimates HSBC eslimates
Exhibit 8:ROIC for hyperscalers-individually and as a group
FY24 FY25 FY26e FY27e FY28e
Alphabet 1 3% 2% 20% 23%
Amazon. com 25 149% 13% 16% 17%
Yeta Platforms 14 AN R 2% 2%
Wicrosall 354 I 0% 27 26%
Oraec e 2% 4% |3% 1 3% 15%
ROIC for hyperscalers 35% 29% 22% 22% 21%

Source Visible Apha consensus estimates

We believe the hyperscalers stillhave meaningful headroom to increase leverage to finance
additional capex,without materially diluting returns on invested capital(ROIC).In other words,
their balance sheets appear sufficiently robust to support incremental debt-funded investment
while maintaining disciplined capital efficiency.

Against this backdrop,the semiconductor sector could continue to benefit from sustained
demand and growth through FY28e,supported by ongoing CSP infrastructure buildouts.As a
result,current market concerns that CSPs may face funding constraints that could slow or halt
further capex expansion look overstated,in our view given their capacity to access debt
markets without undemining investment returns.
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Valuation and risks

Valuation Risks
Curentprice:  Methodology:Ourtarget price of TWD3 400 is derived by Downside risks:1)weakerthan-expecied Snm orders;
TSMC TWD2,380.00  applyinga target P/E multiple of 25x to our FY27e EPS of 2)intensified US-China trade tensions and tighter
2330TT Targetpice:  TWD137.20.We believe our target P/E mulipe of 25¢ is restrictions on shipments to companies with businesses

TWD3400.00 reasonable as TSMC's pricing power has never beenas strong as  related to mainland China region;3)slower ramp-up of
now.due to strong Al demand and higher incentives for TSMC to  advanced node production and yield rates;and
Buy Updownside:  adjust pricing to reflect higher costs. With c43%implied upside,we 4)higher depreciation costs from investing in advanced
+42. 9% maintain our Buy rating. nodes
Our target price forthe ADR TSM US,USD41847 as ofthe dose
of 10 Aug)is USD632.19which is based ona 5:1 share
corversion HSBC TWDUSD forecast of 32.0.and one-year
average share price premium of 19% We believe the trading
premium on the ADR is justified given TSMC's active capacity
expansion plan(additional USD100bn}in Arizona US.

Frank Lee* [fank lee@hsbe.com hig+85220066916

intsl Corp Curentprice.  Methodology: PE-based SOTP Downside risks: 1)Worse-than-expected server CPU unit
Targetprice:  above the historical average P/E)applied to our core business  "ke-and 3)higher margin dilufion due 1o foundry ramp.

USD200.00 2027e EPS of USD4.25 implying core business value of USD125.

Target FY27e P/B of 3.1x(in line with second tier foundnes)

Bu idownside:
y Ufos o Sde:  aopled to foundry BVPS of USD24.42implying foundry business
+ .
‘ value of USD75.00.
More details on valuation methodology here.
Frank Lee*|frank lee@hsbc.com hk|+85229966916
Marvell turtent price:  Methodology:FV2& target F/E multiple. Downside risks
MRVL US USD208. 56 Assumptions:Tarket FYZEe IVE of A42x applied 1o FY2Re E'S of Slower=than—cxpected growth of optical transceivers
Target price: 147, 1A, mirket.
USD300. 00 tar A2V 2e target PE milviple s the maliple between 25D Higher=than—expec el mathet shate loss in IS,
Cpldownsides above e three-vear historical average and the peak Y8 milviple Delavs in ASIC projects.
+43. % Clax) MarviTtrades  at c29FY2Be P/E based  on our EPS
extimates, between the tlove=vear historical average and 15D
above three=vear historical average. We believe the opt fcal
interconinet revente oppertuni by is still severvly underest imted
Buy b the market amd there could he signilicant carnings upside

surprise driven by stronger-than-expected optical interconnect
revenue growth. Tnoaddition,we think UNL demand  is alsn
underestimat ed, hence we expect Muvell o re—rate higher than
250 abhowes the J=vear historical average PE and towards the peak
I'E multiple.

Frank Lee*| 11ank. lecehshic, com bk [=852209664 1t
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Risks

Curent price:
EUR1,513.80
Target price:
EUR2,149.00
Up/downside:
+42. 0%

Methodology:Multiples-based valuation. Forward P/E muttiple of Downsidersks

27 Sxapplied to our 2028e EPS estimate

Assumptions:Our target multiple is at a 20%discount to the
historical average forward 12-month P/E of 33 2x We see this as
fair given low visibility on growth beyond 2028.and after the 306%
EPS growth we model over 2024-28e we cannot rule out a growth
slowdown in 2029 until visibility improves.

Our TP implies 2027e P/E of 37 4x.in the upper halfof the
historical P/E range of 22-50x,and c¢13%premium to the five year
average Given the strong demand backdrop and growthwe
expect to 2028 we see this premium as warranted and we
reiterate our Buy rating.

Secondary listing: For the ADRs(ASMLN,USD1,733.48)we
cacuiate a target price of USD2,471.00 based on a EURUSD
spotexchange rate of 1.15 and an ADR share conversion ratio of 1
to 1.

Ongoing trade and tariff tensions and slower-than
expeded macroeconomic/Al trends leading to weaker
demand n 2026/27 than we exped and a weaker demand
improvement post 2027 thanwe currently model.
Slower transition in technology at some customers
leading to lower demand for ASML's tools.
Lower-than-expected profitability driven by inflationary
costincreases or tariffrelated priang pressures.
Supply disruptions.

Slower adoption of high NA EUV tools without any
offsetting increase in adoption of low NA todls.

Higher impact than we expect from geopoditical risks
leading to downside to expectations.

Adithya Metuku®|adithya.metuku@hsbe.com  [+442032682960

Alphabet Cureriprice:  Methodology Ve use an SOTP analysis to reach our target price  Downside risks
GOOGL US UsSD357.52 of USD420 based on peer group multiples. Our TP implies c18% Google Search losing meaningful query market share
Targetprice:  UPsieWe rate Alphabet a Buy as we see scope for further margin Google Cloud failing o win further contracts and
USD420.00 expansion alongside our positive view acoss both Search, Cloud reaching a lower market share than expected
. and YouTube We see Alphabet as being welplaced to deal with Price war within cloud server providers market-
Buy Upldownside:  market shocks. impacingmergin
-17. A )
. . Adverse FX scenarios
More detals on valuation methodology here.
Chasing growth.including expensive M&A
Limited valuation suppart.

Paul Rossington®|paul rossington@hsbcib.com  |+44(0)7920506802

Curentprice:  Methodology Ve use a DCF-based sum-of-the-parts(SOTP)to Downside risks

usD278.09 value Amazon ®  Incremental macro-fariffinduced weakness.
Target price:  Assumptions: V\e assume a WACC of 80%with a costofequity 4 Slower-than-expected recovery in growth/margin
UsSD310.00 at9.1%.Ths is based on a nisk-free rate of 4.25%,equity nisk

.. premium of4.0%,and company-specific beta of 1.32(all #  Escalation of regulatory risk
Buy UPHOWISAE:  nchanged). Chasing growth induding expensive M&A
11. A% - .
Ourtarget price of USD310.00 implies ¢12%upside.and we have Limited vaksation support

a Buy rating supported by continued upside potential from the
AWS N America and |ntemational businesses in the short,
medium,and long-term supported by an increase in theinvestment
Jeapex run rate and early stage of the cloud and Al cydes.

Paul Rossington*|paul rossington@hsbcib com |+44(0)7920506802

Wicrosoft Current price:  Methedolegy:tur [Pol 'SDAYS is based on Pxout NTW non- Downside risks:ligher—than-expected competitive
MSFT US USD306. 06 GAAP EPS st imate of VSI20. AL intensityweaker=than—vspe: ted stock mrket o
Targer price: Assumptions: We conscrvatively use the same /ST multiple microeconomic  enviromment, adverse  regulatory action,
USD595. 00 as the average over the past Five vears, even though wie cxpeet higher than expected competitive pressures in the 11
Yofd . strong Neure gtowth b deive an oeven higher FI'S CAWER Fo clowd space, default by major customers  (particularly Al
p/downside: . . i ) . : ) P
Wicrosof1 going forward than was realized historieal v, labs}, and cyvhersecurity risks
+17. 6%
Stephen Bersey#|stephen. hersevlus. hshe. com|-121252515
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Meta Platforus (urrent price:

META US VSDE%, 92

[arper prive:
USDAA0. 0D

U pfdemnsiede

Valuation Risks
Methodology:FY27c target P/E multiple. Downside risks:
Assumptions:Target FY2Te PAE of 19 s Csligholy Temer than the ® Regulotory action th prevemts Wetio Erom leveraging

global peer average of 21 1o aceount for grosing capital dita Erom i1s Large user Tose to feed s AL wodels in

vequivements and product cxecunion visksPapplied o oonr FY

e e Cer LN regions

GAAE EPS esvimate of P56 00 ve this we add o regulatory risk Higher competition in the advettising sarcket if A1 tools
discount of S%given the considerable pressure on the company, . L
" ol Paive v ¢ s e at Moetg heceme relatively Tess ollicient

. e R ¢ R igher=than=mticipied capea intensity 1
thur T of TSIBS0 jmplics o iupside apd se therelore retain our Higher=than=aticipared capex intensity 1o fuel Al
erising aclivily remains strong, suppor Ded by AL e Tospamme st

Buy rating. !

Nicolas Cote-Colisson*|nicolas.cote-colisson@hsbcib.com|+4420799 16826

Buy +39, 5%
Oracle Larrent  price:
ORCL Us USD161. 06
Target prive;
LISIKI 16. D0
B Upldowpside:
uy
105, 2%
Ficed at close of 10 August 2026

Methodology: larget I'E D ownside risks:!'nfavourihle stock market and
Assumptions:We use o Larget PEG of 1L 75x0in Tine aith mjor maerereeommic condinions i gher=1him cspeetaed
pecrs in the sectord, along with our Jong=term non=tAAFP EPS o MPELELive prossures:potent lal pegative impact From an

weat 12-month non—AAP EPS estimate of ox termal T hack;clowd infrastroctun e outage  and disvuption

CAGR ol 22, %and
FSUE, TL 1o arrive at our tacget price of D561, Oue TP (mplics d

o' upside and we maintain our Boy rating. U Tor ot il Ty

Stephen Bersey®| i plin, oras@us lish oo« 121220 g

"Employed by a non-US afiliate of HSBC Securities{USA)Inc.and is not registered/qualified pursuant to FINRA regulations
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