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Big tech shares fell sharply last week due to two concerns: (1) that Al is eroding legacy
businesses, and {2) FCF has turned negative (although this has been well anticipated)
despite rapid profit growth and might get more negative. We think the first is in fact a
reason why big tech companies cannot cut investment, which, in our view, is not bad for
semiconductors. The second would be a problem for big tech CFOs, whether they could
resolve the issue with a range of financing tools such as operating leases, joint ventures
and securitization of future cash flows, in our view. It is not a variable that changes
semiconductor demand or the value of semiconductor companies. In our opinion, the
market's reaction to semiconductor stocks is overdone.
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Two reasons for the sell-off

The October sell-off reflects two overlapping concerns, in our view: Al cannibalizing
legacy business, and negative FCF. Alphabet (GOOGL US, Not rated) fell 12% on 29
October, which is its largest single-day drop since its public listing (/ink ).

+ Al cannibalizing legacy businesses: Alphabet's search advertising growth slowed
to 12% in 3Q, a five-quarter low, which media attributed to Al Mode in Search (/ink ).
Meta's (META US, Not rated) Al agent Muse , launched on 8 September, handles
shopping and bookings on users' behalf and carries no ads. Amazon's (AMZN US,
Not rated) decision to block Muse shows that agents can bypass existing shopping
and ad funnels. Each company’s Al now threatens the others' legacy businesses.

= Negative FCF, borrowing and new share issuance: Four big techs and Oracle
(ORCL US, Not rated) have raised USD326bn of bonds in 2026, about three times the
amount of 2025, according to S&P Global Market Intelligence. In 3Q, Alphabet issued
USD28.7bn of bonds and USD12.4bn of stocks through an at-the-market program.

The first concern is why investment cannot stop. In our view, the only way to defend the
legacy business is to build Al competitiveness, so slowing investment is hard. That is, if
anything, good news for semiconductors. The second concern is understandable for
short-term investors, but treating a timing gap as an Al profitability problem is an
overreaction, in our view.

Why big tech must invest early

1. Performance scales with inference compute, not just training. Reasoning models
and agents use far more tokens per answer, and post-training reinforcement learning
is compute-intensive. Without enough compute, even a good model cannot be sold in
volume.

2. Revenue is capped by capacity, not demand. Backlogs stand at USD560.8bn for
Google Cloud (end-September), about USD496bn for AWS (part of Amazon) {(end-
June) and USD677bn of commercial remaining performance obligations for Microsoft
(MSFT US, Not rated) (end-September, +73%) (Stock Titan). Microsoft said 3Q
capex fell short of its USD50bn plan because third-party capacity was delayed.

3. Customers are data. Customer usage feeds the next model, and once enterprises
wire workflows, data and agents into one model, switching becomes hard. Customers
might try several models at first but are likely to settle on one or two.
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The next three years of compute build-out are therefore likely to set a market structure, in
our view. For a company that slows investment, the cost shows up less in near-term FCF
than in its later market position.

Profit and cashflow diverge: common in growth industries, a classic J-curve
Current investment is highly profitable and lifts future growth; we believe the negative FCF
comes from the lag in payback. Cloud operating margins are rising even as capex surges:
in 3Q AWS reached 38.7% (vs. 34.6% a year earlier) and Google Cloud 36.2% (vs.
23.7%) (link).

Some media are misreading: reading negative FCF as 'not making money' confuses
profit with cash. Big tech companies’ operating income is surging. In our view, the
negative FCF is simply a result of time gap from paying cash today for equipment that will
generate future revenue.

3Q cloud revenue accelerated for all three providers listed below, and margins rose with
it. The combined 3Q cloud revenue of the three providers was about USD110bn, up about
56% y-y. Google's cloud revenue rose 103% y-y in 3Q, and as surging investment
converts into revenue, the others' revenue and operating income should surge as well.

+ AWS: Revenue of USD46.0bn (+39%), its fastest growth since 2021, with a 38.7%
operating margin. It is growing close to 40% again at nearly three times the size.

= Azure: +48% (Microsoft, FY1Q27). Microsoft said capex fell short of plan because of
third-party capacity delays, showing growth is constrained by capacity rather than
demand.

+ Google Cloud: Revenue of USD30.7bn (+103%), operating margin 36.2% (23.7% a
year earlier). It includes TPU system sales, so its growth is not directly comparable
with the other two. Backlog is USD560.8bn.

Fig. 1: Big tech’s y-y cloud revenue growth trend
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Note: Azure data is based on “Azure and olher cloud services” from the cormpany’s earnings dala; Google Cloud revenue
includes Workspace and TPU system sales.

Source: Company data, Nomura research

Fig. 2: Big techs’ operating income keeps rising, while FCF traces a J-curve

Cperating income growth peaks at 477% (2029)
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Note: Based on combined earnings of four big techs (Alphabet, Meta, Amazon, Microsoft); 2025 figures are actual; 2026
figure is based on actual and company guidance; 2027 and onward is based on our estimates.
Source: Company data, Nomura estimales
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= Profit and cash timing: Capex leaves as cash in the year it is spent, while
depreciation and revenue arrive 5-20 years after the assets go live. So while
investment is accelerating, FCF can be negative even as operating income grows.

= Investment growth sets when FCF turns positive: If investment grows faster than
cohorts pay back, negative FCF widens; once investment growth slows, installed
capacity throws off cash and FCF rises quickly. If shares fall on negative FCF, we
believe it offers a prime opportunity for long-term investors.

= Caution: The timing of the FCF trough and turn, and the slope afterwards, move with
assumptions on investment growth, pricing and utilisation.

Fig. 3: Earnings, depreciation, and operating cashflow
For single cohort of investment
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Fig. 4: Earnings, depreciation, and operating casfhlow

Cumulative of multiple investment cohorts throughout years
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Note: “Cohort” means the assets invested in a given year; above chart is for an
illustrative purpose to describe cashflow trend following an investrment of 100, and does

not describe any specific company's investment or return.

Source: Nomura estimates

Big tech’s four options

company's investment or return.
Source: Nomura estimates

Big tech has four paths between investment and cash flow, in our view. We see a low
probability of option 2 (a capex freeze, see the table below); it is more likely to keep the
investment path of option 1 while adding the financing methods of options 3 or 4.

Note: Above chart is for an illustrative purpose to describe cashflows when investments
for multiple cohorts happen across multiple penods, and does not desrcive any specific

Fig. 5: Big tech’s four options between Al investments and cashflow
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Fig. 6: Big tech’s annual FCF by scenario

Scenario 2 and 4 lead in near-term; 1 and 3 lead later

wl
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Note: Above chart is for illustrative purpose and does not reflect actual figures/estimates.
Source: Nomura estimates

During the heavy investment years of 2027-2030F, options 2 and 4 would generate the
highest FCF. Once investment growth slows, options 1 and 3, which do not give up
growth, would generate the most.

* Option 1, accelerate investment (current expectation): Near-term negative FCF
widens, but FCF rises quickly once investment growth slows. FCF duration simply
lengthens, so a share-price fall might be an opportunity for long-term investors.

+ Option 2, freeze capex: FCF improves immediately, but future revenue becomes
much smaller. If a compute shortage pushes prices up, the Jevons paradox (cheaper
compute driving more usage) also weakens. Negative for semiconductors, but
unlikely, in our view, for the reasons mentioned above.

* Option 3, JV and operating lease instead of finance lease: The approach Meta
used at Hyperion {/ink 1, link 2; Meta 20%, Blue Owl (OWL US, Not rated)-managed
funds 80%, USD27.3bn of SPV bonds rated A+ by S&P, four-year renewable
operating leases with a residual value guarantee). Building investment drops out of
cash capex, at the cost of lease payments over the following 20 years. Big tech
companies improve cash flow, and institutional investors such as pension funds gain
a stable, higher-yielding asset.

« Option 4, partial monetization and forward sale of operating cash flows: Big tech
keeps the equipment, operations, customer relationships and mark-up, and sells only
the guaranteed cash flows that enterprise customers must pay to long-term investors
such as pension funds and insurers. Cash arrives when investment peaks, and the
price is a discount cost paid later. Under both US GAAP and IFRS, it is likely to be
recognized as a liability (/ink }, but it raises cash without adding borrowings. Spinning
off part of the assets and cash flows into a subsidiary and selling equity in it is another
possibility.

Oracle's plan is not based on a single scenario. It keeps the investment path of option 1
(no capex freeze) and combines option 3 (leases/SPV), a variant of option 4 (customer
prepayments), and a structure in which customers or third parties buy the hardware. Itis a
real-world example of our call that big tech will solve the cash problem through financing
methods rather than by cutting investment.
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Fig. 7: Oracle's Al investment and funding plan vs. our “four option"”-based scenarios
Itemn Details vs. four options

- Capex peaks in FY27-28 (Jun 2026-May 2028), and steps down from FY29 Option 1/

- FY27 gross capex of USD90-95bn (net cash capex no more than USD70bn) Option 2 for longer-term
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- FY29 FCF of USD30bn or more

- USD288bn of not-yet-commenced data center leases
Long-term leases {15-19 years, mostly operating leases) Option 3
- Developers build and Oracle leases

- About USD18bn of bank loans + USD3bn of Blue Owl equity
Project SPV - Oracle reportedly bears the debt costs and power responsibility Option 3
(Similar to Meta Hyperion, but with stronger guarantee-like support}

- USD11.4bn received in 1Q FY27, with a significant financing component
{future cash received upfront from customers, but not sold to investors)

Investment path

Customer prepayments Option 4 variant

- Part of the backlog is contracted with customers supplying their own GPUs
Customer-proivded HW - Customer buys the equipment New type
{Same effect as our 20% retained / 80% sold idea)

Vendor financing Reduces upfront cash needs A form of borrowing
- USD20bn ATM equity program completed in 1Q FY27

Equity and debt - New capital raises through FY30 capped at USD20bn Equity funding
{USD10bn equity + USD10bn gross debt, excluding refinancing)
- Net debt (including operating/finance leases and vendor financing) Rating-agency view

Leverage target - Adjusted EBITDA below 3.5x by FY29 built in

Source: Company data, Nomura estimales

Big tech's financial capacity: borrowing rises, but it is not a burden, and many
funding options exist

Even if FCF stays negative for several years as assumed under option 1, leverage should
not move far outside its historical range, while equity grows quickly. The big four tech
companies’ equity was USD2.0tn at end-September 2026, and the companies are cutting
shareholder returns, and in some cases issuing stock (Alphabet's USD12.4bn ATM
issuance in 3Q).

« (Point 1) historical range: Big four's “(financial debt + operating leases) / equity”
ratio was about 31% at end-2025 and about 42% at end-2022. We estimate that the
peak will likely be at 2022 levels even through option 1 assumes negative-FCF years
and falls quickly once FCF turns positive.

* (Point 2) equity growth: Rising profits and lower shareholder returns grow equity fast
enough to absorb the extra borrowing. If returns continue, the ratio rises further.

= (Point 3) funding cost: Big tech companies still issue bonds at high-grade credit
ratings, and the Hyperion SPV bonds are rated A+.

Memory risk if data centers are oversupplied? Unlikely for several years

The biggest risk, in our view, is a compute glut that leaves revenue per GW below
expectations. Building and equipment depreciation is a fixed cost, so lower pricing hits
profit directly.

« Big Tech's response to partial data center oversupply: (1) long-term supply
contracts cushion price declines (see the backlogs mentioned above); (2) spare
compute is redirected to model training, accelerating performance gains; and (3)
capex growth is fine-tuned modestly. Point (2) works to re-stimulate demand through
lower token prices and better performance. Overall, the impact on semiconductor
demand is limited, we think.
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Unexpected severe data-centre oversupply (very unlikely near term; possible in
the long run): Data center customers appear to procure about 80% of their total
memory needs under LTAs with purchase obligations, and the rest outside LTAs. We
estimate memory makers have about 50-70% of total volume locked into LTAs with a
guaranteed minimum margin {(we estimate operating margin of 60% or more). If LTA
customers buy only their obligated volumes and cut purchases outside of LTAs (10-
15% of total memory volume), some of that supply would ease severe shortages at
other non-LTA customers, but non-LTA prices would stop rising and in the worst case
could fall below protected LTA prices. Memory makers would then adjust capex plans
or cut utilisation to find a new supply-demand balance. Their response is more flexible
than in the past, and for memory makers, short-term profit and the bonuses of the
employees who make decisions now matter more than short-term market share.

Signs of data-centre oversupply are still weak: 3Q cloud growth accelerated (AWS
+39%, Azure +48%, Google Cloud +103%), and Microsoft's capex fell short of plan
because of third-party capacity delays. Indicators to watch: slowing cloud growth,
GPU rental prices and backlog growth.
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this material or otherwise arising in connection therewith. Without limiting any of the foregoing. in no event shall MSCI, any of its affiliates or any
third party involved in, or related to, computing or compiling the information have any liability (in negligence or otherwise, and in whole or in part)
for any damages of any kind. MSCI and the MSCI indexes are services marks of MSCI and its affiliates.

The intellectual property rights and any other rights, in Russell/Nomura Japan Equity Index belong to Nomura Fiduciary Research & Consulting
Co., Ltd. ("NFRC") and FTSE Russell {("Russell"). NFRC and Russell do not guarantee fairness, accuracy, completeness, correctness, reliability,
usefulness, marketability, merchantability or fitness of the Index, and do not account for business activities or services that any index user
and/or its affiliates undertakes with the use of the Index.

Investors should consider this document as only a single factor in making their investment decision and, as such, the report should not be
viewed as identifying or suggesting all risks, direct or indirect, that may be associated with any investment decision. Nomura Group produces a
number of different types of research product including, among others, fundamental analysis and quantitative analysis; recommendations
contained in one type of research product may differ from recommendations contained in other types of research product, whether as a result of
differing time horizons, methodologies or otherwise. The Nomura Group publishes research product in a number of different ways including the
posting of product on the Nomura Group portals and/or distribution directly to clients. Different groups of clients may receive different products
and services from the research department depending on their individual requirements.

Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future or
likely performance. Where the information contains an expectation, projection or indication of future performance and business prospects, such
forecasts may not be a reliable indicator of future or likely performance. Moreover, simulations are based on models and simplifying
assumptions which may oversimplify and not reflect the future distribution of returns. Any figure, strategy or index created and published for
illustrative purposes within this document is not intended for “use” as a “benchmark” as defined by the European Benchmark Regulation.
Certain securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived
from, the investment.

With respect to Fixed Income Research: Recommendations fall into two categories: tactical, which typically last up to three months; or strategic,
which typically last from 6-12 months. However, trade recommendations may be reviewed at any time as circumstances change. 'Stop loss’
levels for trades are also provided; which, if hit, closes the trade recommendation automatically. Prices and yields shown in recommendations
are taken at the time of submission for publication and are based on either indicative Bloomberg, LSEG or Nomura prices and yields at that
time. The prices and yields shown are not necessarily those at which the trade recommendation can be implemented.

Nomura's research services may utilize artificial intelligence tools, including third-party platforms, to assist with data analysis and other
research-related activities. Any Al-generated output is subject to review and oversight by the research analyst(s) primarily responsible for the
substance of this report and a qualified supervisor For the avoidance of doubt, the use of Al tools does not constitute investment advice and
does not alter the execution-only basis upon which Research Services are provided.

The securities described herein may not have been registered under the US Securities Act of 1933 (the ‘1933 Act’), and, in such case, may not
be offered or sold in the US or to US persons unless they have been registered under the 1933 Act, or except in compliance with an exemption
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from the registration requirements of the 1933 Act. Unless governing law permits otherwise, any transaction should be executed via a Nomura
entity in your home jurisdiction.

This document has been approved for distribution in the UK as investment research by Niplc. Niplc is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Niplc is a member of the London Stock
Exchange. This document does not constitute a personal recommendation within the meaning of applicable regulations in the UK, or take into
account the particular investment objectives, financial situations, or needs of individual investors. This document is intended only for investors
who are 'eligible counterparties' or 'professional clients' for the purposes of applicable regulations in the UK, and may not, therefore, be
redistributed to persons who are 'retail clients’ for such purposes.

This document has been approved for distribution in the European Economic Area as investment research by Nomura Financial Products
Europe GmbH (“NFPE"). NFPE is a company organized as a limited liability company under German law registered in the Commercial Register
of the Court of Frankfurt/Main under HRB 110223, NFPE is authorized and regulated by the German Federal Financial Supervisory Authority
(BaFin).

This document has been approved by NIHK, which is regulated by the Hong Kong Securities and Futures Commission, for distribution in Hong
Kong by NIHK. This document is intended only for investors who are 'professional investors' for the purposes of applicable regulations in Hong
Kong and may not, therefore, be redistributed to persons who are not 'professional investors' for such purposes.

This document has been approved for distribution in Australia by NAL, which is authorized and regulated in Australia by the ASIC.

This document has also been approved for distribution in Malaysia by NSM.

In Singapore, this document has been distributed by NSL, an exempt financial adviser as defined under the Financial Advisers Act (Chapter
110), among other things, and regulated by the Monetary Authority of Singapore. NSL may distribute this document produced by its foreign
affiliates pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. This document is intended for accredited,
expert or institutional investors as defined by the Securities and Futures Act (Chapter 289). Where the recipient of this document is not an
accredited, expert or institutional investor, NSL accepts legal responsibility for the contents of this document in respect of such recipient only to
the extent required by law. Recipients of this document in Singapore should contact NSL in respect of matters arising from, or in connection
with, this document. THIS DOCUMENT IS INTENDED FOR GENERAL CIRCULATION. IT DOES NOT TAKE INTO ACCOUNT THE SPECIFIC
INVESTMENT OBJECTIVES, FINANCIAL SITUATION OR PARTICULAR NEEDS OF ANY PARTICULAR PERSON. RECIPIENTS SHOULD
TAKE INTO ACCOUNT THEIR SPECIFIC INVESTMENT OBJECTIVES, FINANCIAL SITUATION OR PARTICULAR NEEDS BEFORE
MAKING A COMMITMENT TO PURCHASE ANY SECURITIES, INCLUDING SEEKING ADVICE FROM AN INDEPENDENT FINANCIAL
ADVISER REGARDING THE SUITABILITY OF THE INVESTMENT, UNDER A SEPARATE ENGAGEMENT, AS THE RECIPIENT DEEMS FIT.
Unless prohibited by the provisions of Regulation S of the 1933 Act, this material is distributed in the US, by NSI, a US-registered broker-dealer,
which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934.
The entity that prepared this document permits its separately operated affiliates within the Nomura Group to make copies of such documents
available to their clients.

This document has not been approved for distribution to persons other than 'Authorised Persons’, ‘Exempt Persons’ or ‘Institutions’ (as defined
by the Capital Markets Authority) in the Kingdom of Saudi Arabia (‘Saudi Arabia') or a 'Market Counterparty’ or a 'Professional Client' (as defined
by the Dubai Financial Services Authority) in the United Arab Emirates ('UAE’) or a ‘Market Counterparty’ or a '‘Business Customer’ (as defined
by the Qatar Financial Centre Regulatory Authority) in the State of Qatar (‘Qatar’) by Nomura Saudi Arabia, Niplc or any other member of the
Nomura Group, as the case may be. Neither this document nor any copy thereof may be taken or transmitted or distributed, directly or indirectly,
by any person other than those authorised to do so into Saudi Arabia or in the UAE or in Qatar or to any person other than ‘Authorised Persons’,
‘Exempt Persons’ or ‘Institutions’ located in Saudi Arabia or a '"Market Counterparty’ or a 'Professional Client' in the UAE or a ‘Market
Counterparty' or a ‘Business Customer' in Qatar. Any failure to comply with these restrictions may constitute a violation of the laws of the UAE
or Saudi Arabia or Qatar.

For report with reference of TAIWAN public companies or authored by Taiwan based research analyst:

THIS DOCUMENT IS SOLELY FOR REFERENCE ONLY. You should independently evaluate the investment risks and are solely responsible
for your investment decisions. NO PORTION OF THE REPORT MAY BE REPRODUCED OR QUOTED BY THE PRESS OR ANY OTHER
PERSON WITHOUT WRITTEN AUTHORIZATION FROM NOMURA GROUP. Pursuant to Operational Regulations Governing Securities Firms
Recommending Trades in Securities to Customers and/or other applicable laws or regulations in Taiwan, you are prohibited to provide the
reports to others (including but not limited to related parties, affiliated companies and any other third parties) or engage in any activities in
connection with the reports which may involve conflicts of interests. INFORMATION ON SECURITIES / INSTRUMENTS NOT EXECUTABLE
BY NOMURA INTERNATIONAL (HONG KONG) LTD., TAIPEI BRANCH IS FOR INFORMATIONAL PURPOSES ONLY AND IS NOT BE
CONSTRUED AS A RECOMMENDATION OR A SOLICITATION TO TRADE IN SUCH SECURITIES / INSTRUMENTS,

This material may not be distributed in Indonesia or passed on within the territory of the Republic of Indonesia or to persons who are Indonesian
citizens (wherever they are domiciled or located) or entities of or residents in Indonesia in a manner which constitutes a public offering under the
laws of the Republic of Indonesia. The securities mentioned in this document may not be offered or sold in Indonesia or to persons who are
citizens of Indonesia (wherever they are domiciled or located) or entities of or residents in Indonesia in a manner which constitutes a public
offering under the laws of the Republic of Indonesia.

An individual name printed next to NOI on the front page of a research report indicates that this document is a translation of a research report
issued by NOI in the PRC. In all other cases, this document is prepared by Nomura Group or its subsidiary or affiliate (collectively, “Offshore
Issuers”) that is not licensed in the PRC to provide securities research. This research report is not approved or intended to be circulated in the
PRC. The A-share related analysis (if any) is not produced for any persons located or incorporated in the PRC. The recipients should not rely on
any information contained in this research report in making investment decisions and Offshore Issuers take no responsibility in this regard.

NO PART OF THIS MATERIAL MAY BE () COPIED, PHOTOCOPIED, REPRODUCED OR DUPLICATED IN ANY FORM, BY ANY MEANS;
OR (Il) REDISSEMINATED, REPUBLISHED OR REDISTRIBUTED WITHOUT THE PRIOR WRITTEN CONSENT OF A MEMBER OF THE
NOMURA GROUP. If this document has been distributed by electronic transmission, such as e-mail, then such transmission cannot be
guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain
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viruses. The sender therefore does not accept liability (in negligence or otherwise, and in whole or in part) for any errors or omissions in the
contents of this document, which may arise as a result of electronic transmission. If verification is required, please request a hard-copy version.

The Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but
not limited to, Conflicts of Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of Chinese Walls and
employee training.

Additional information regarding the methodologies or models used in the production of any investment recommendations contained
within this document is available upon request by contacting the Research Analysts of Nomura listed on the front page. Disclosures
information is available upon request and disclosure information is available at the Nomura Disclosure web page:
http:/f/go.nomuranow.com/research/m/Disclosures

Copyright @ 2026 Nomura International (Hong Kong) Ltd., Hong Kong. All rights reserved.
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