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Executive Summary

Al capex growth now exceeds revenue growth, pressuring margins and making returns
on compute the key determinant of Big Tech valuations.

“Robust net cash balance Microsoft’'s and Meta'’s earnings for the quarter ended
and cashflowfromthead  31December 2025 showed robust top-line growth
business will sustain (Microsoft +17% YoY to US$81.3b, Meta +24% QoQ to
2026 inf:astructure USS$59.9b). However, the results revealed a structural
outlays. mismatch: capital expenditures were expanding far
Susan Li faster than revenue. Microsoft spent USS37.5b on Al-
centric data-center build-out; Meta’s quarterly capex
hit USS$22.1b and FY 2026 guidance targets capital
expenditure of USS115-USS135b.

CFO, Meta Platforms, Inc.

The marginimpact is already evident: Microsoft’s
operating margin is projected to narrow to ~67% (its
lowest in three years) while Meta’s operating margin
fell from 48% to 41% despite cash-rich balance
sheets. This report dissects the ROl prospects of Al-
driven capex, evaluates debt-service risk if interest
rates are hiked, and contrasts “renter” (cloud) versus
“builder” (Al-consuming) business models to identify
which big-tech names are best positioned to sustain
margins and generate shareholder value.

§37.5b $125b

Microsoft quarterly Al/data- ~ Meta FY26 capex guidance
center capex (+66% YoY) (record infra spend)

41% S80b+

Meta operating margin Net cash balance sheets
(down from 48%) with META and MSFT
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Chapter 01

Al-Intensive Capex
Outpacing Revenue

Growth

Al infrastructure spending IS outpacing revenue, compressing
capital efficiency and increasing margin pressure across clouad-

heavy business models.

We note that both Microsoft and Meta
posted revenue growth rates
(Microsoft+4%QoQ, Meta +24% QoQ)
that are materially lower than their
respective capex increases (Microsoft
+66% YoY to USS37.5b, Meta +70% YoY to
US$22.1b). The bulk of the spending is
directed toward Al-specific data-center
infrastructure: Azure GPU clusters, Meta
Superlintelligence Labs, and third-party
cloud contracts. While Azure cloud
revenue surged 39% YoY, the incremental
revenue per GPU is declining as token

pricing for large-language models has
fallen ~99.5% since 2023.

Consequently, capital turnover has
slipped (Microsoft capital turnover 0.4 vs
0.7in 2023), shifting ROIC reliance onto
margin preservation. The “renter” model
(Azure) now faces commodity risk - high
fixed-asset exposure with deflationary
service pricing - whereas “builder”
segments (Meta’s ad platform) may
benefit from lower inference costs, but
only if Al-driven engagement translates
into ad spend.

Hyperscalers’ Capex Above US$600b in 2026.

Roughly 75%, or $450b, of that spend is directly tied to Al infrastructure (i.e., servers, GPUs,
datacenters, equipment), rather than traditional cloud.
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Chapter 02

Liquidity-Backed
Capex and Capital-
Efficiency Risk

Balance sheets remain strong, the real risk is declining returns on
massive Al capex, not leverage or debt stress.

We believe the financing narrative around
Alinfrastructure is often overstated. Both
Microsoft and Meta maintain net cash
positions, each holding more than USS80
billion in cash and marketable securities.
Their incremental borrowing reflects
capital optimization rather than funding
necessity, as debt remains cheaper than
equity and preserves balance-sheet
flexibility for buybacks, acquisitions, and
strategic optionality. In other words,
these firms are choosing to lever
modestly despite ample liquidity, not
because they lack cash.

Microsoft’'s ~USS35 billion and Meta’s
~USS59 billion of long-term debt sit
comfortably against strong recurring
operating cash flows and large cash
buffers, keeping solvency risk low. As a
result, the primary risk is not debt service
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stress but capital efficiency. With
quarterly capex now exceeding US$20-
40 billion, returns depend heavily on the
utilization and monetization of Al
workloads. If token pricing continues to
decline and compute becomes
commaoditized, incremental ROIC may
compress even with healthy top-line
growth.

Interest rates, therefore, matter
indirectly. A higher rate environment
raises the opportunity cost of long-
duration, rapidly depreciating assets
such as GPUs and data centers,
pressuring free-cash-flow yields rather
than balance sheets. Investors should
focus less on leverage metrics and more
on capital turnover, depreciation
intensity, and the spread between
compute returns and the cost of capital.
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Chapter 03

Builder vs.
Renter:

Divergent
ROI Paths

Builders monetizing Al internally retain
margin advantages, while compute
renters face commoditization and rising
fixed-cost drag.

We note two emerging archetypes.
“Renter” firms (Microsoft Azure, Amazon
AWS, Alphabet GCP) sell raw compute;
their revenue per token is collapsing,
making utilization rates the key margin
lever. Capital intensity is high, and any dip
in cloud spend or slowdown in Al adoption
will magnify fixed-cost drag. “Builder”
firms (Meta, Apple, Amazon Retail)
consume compute internally, turning
lower inference costs into higher gross
margins on existing cash-generating
businesses. Meta’s ad platform, for
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example, enjoys a 6% QoQrise in average
price per ad, partially offset by a 409 QoQ
rise in total costs (driven by third-party
cloud spend). The builder advantage
hinges on the ability to monetize Al-
enhanced user engagement faster than
the depreciation of the underlying
hardware. Our analysis suggests that,
ceteris paribus, builder models retain a
valuation premium, while renter models
may see multiples compress toward
industrial-type benchmarks.

Page 6



Chapter 04

Currency, Macro, and
Market Sentiment Effects

Currency swings, power constraints, and sentiment shifts demand near-term ROI proof
before markets reward Al infrastructure spend.

We believe the weakening U.S. dollar on earnings beat and strong cash
introduces a two-sided effect. On the one generation, whereas Microsoft’s stock
hand, a softer dollar improves the dollar- fell >6% as investors priced in higher
denominated earnings translation for capex risk. The broader macro backdrop -
overseas cloud contracts, partially Tightening grid capacity, and permitting
offsetting margin pressure. On the other bottlenecks in key data-center regions
hand, a depreciating currency raises the (Northern Virginia, Silicon Valley) -
dollar cost of foreign-sourced GPU and compounds execution risk. The
silicon components, feeding back into confluence of these factors suggests
capex budgets. Market reaction that investors will increasingly demand
underscores the divergence: on 29 clear, near-term ROl evidence for Al
January 2026 Meta’s shares rallied ~9% infrastructure spend before re-rating the
sector.

Al-driven capex is reshaping big-tech from software-light to
asset-intensive enterprises. While revenue growth remains
solid, the financing structure, interest-rate sensitivity, and
divergent “renter” versus “builder” dynamics create a

margin-risk frontier. Firms that can demonstrate rapid Al
adoption, and efficient compute consumption are best
positioned to sustain profitability and justify their expansive
infrastructure investments.
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