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Follow the money behind the AI buildout with our AI Compute, Capital and Markets

Model - understand who is funding the expansion, how deals are structured, and

where the risks sit. Contact our team here to find out more.

We’re also hiring for SemiAnalysis’s Compute, Capital & Markets team. We have four

openings across New York and Singapore:

Senior Credit Markets Specialist - New York: 5-7 years in credit sales, sales

trading, or trading, with strong pricing knowledge and investor relationships.

Credit Analyst - New York: 5-7 years in credit analysis, ideally covering high-

yield, distressed, or complex debt.

Two Junior Credit Analysts - New York and Singapore: 0-3 years of experience,

with strong financial modeling skills. Recent graduates are welcome; prior

specialization in credit, semiconductors, or AI is not required.

If you want to combine financial analysis with a detailed understanding of the

technology and economics behind AI infrastructure, we’d like to hear from you -
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apply here.

As of 2Q F1/27 (second quarter of fiscal year ended Jan 2027) Nvidia in its 10-Q

disclosed $530B of gross off-balance sheet guarantees across six different line items

– a jump from $184B of obligations disclosed in the prior quarter due mainly to

moves in three items:

1. Supply and capacity commitments went from $119B to $279B, primarily

memory as explained by the CFO, with 96% of these supply commitments due

by F1/29.

2. Guarantees and LPS Guarantees went from $3.5B to $108.5B on SB Energy’s

PORTS-Pike campus in Ohio, representing 4.25 GW leased to OpenAI for

twenty years with Nvidia guaranteeing the land, power and shell.

3. Two line items appeared for the first time: $36B of AI cloud agreements, the

take-or-pay floors under Neocloud capacity, and $20B of datacenter leases

Nvidia has signed as a tenant but expects to reassign to third parties.

The $530B of commitments dwarf on-balance sheet liabilities of $91B, which

includes $33.4B of total debt with $25B of senior notes issued in the most recent

quarter. On the asset side, Nvidia’s cash balance has increased from $12B to $22B in

the past few quarters, but its investment book (marketable and non-marketable

securities) has leapt from $45B in 2Q F1/26 to $128B by 2Q F1/27. The $99B equity

book generated $23.7B of gains in the first half, and $25B more of equity

investments are committed.

The question on everyone’s mind is this: given Nvidia’s on-balance sheet and off-

balance sheet obligations, what is its capacity to meet all of these commitments in the

case of an industry slowdown or downturn, and how much can Nvidia grow these

obligations over time while still enjoying a margin of safety? How much support

does the industry need and how much support should Nvidia offer?

In the chart below, we illustrate the history of these off-balance sheet items as well as

our estimates of how much additional obligations Nvidia can reasonably support

given its balance sheet and future cash flows. To be clear, this does not represent our

base case or a definitive forecast for where we think Nvidia will go with its various

backstops. Rather it focuses on the extent of Nvidia’s ability to support obligations

An expanded view of Nvidia’s

Balance Sheet
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given its business profile, and we argue given this considerable firepower, that it

should have the willingness to continue expanding these commitments significantly.

Source: SemiAnalysis AI Compute, Capital and Markets Model

What is obvious from the diagram above is that Nvidia is a true behemoth when it

comes to cash generation – consensus estimates have it generating ~$441B of

EBITDA in F1/28, and this is why we reflect this via a growth of the cash balance to

$1.4T by F1/31 – though in reality Nvidia will most likely reinvest this cash into

various securities. These are huge numbers, yet the scale of overall AI investment is

larger – we estimate ~$11T of cumulative capex from CY24 through CY29!. This

note will explore how far Nvidia can take each form of support, and what impact this

could make on the massive AI investment needs ahead of us.
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Source: SemiAnalysis AI Compute, Capital and Markets Model

The mechanism that gives rise to these off-balance sheet guarantees and backstops is

the same one we described in The Front End Gets Crowded (institutional article). The

Gigascalers (Amazon, Microsoft, Google, Meta, Oracle) have been gatekeeping the

investment grade capital that the AI buildout runs on and have benefitted

tremendously from the high spread between offtake price they are being charged, and

spot/short-term price that they are selling at as well as services that sit on top. In

response, Nvidia has been manufacturing alternative credit anchors so Neoclouds and

Neolabs can raise money without the Gigascalers. In these support arrangements,

Nvidia sells GPUs at full margin on day one, then floors the buyer’s revenue (in the

case of the AI Cloud Partner (AICP) Program), or guarantees the buyer’s landlord, or

signs the lease itself, all so that non IG-rated operators can effectively borrow at IG

rated pricing.

Heads, demand holds and Nvidia wins twice, once on the GPU sale at full margin

and again on the revenue share above the floor. Tails, demand falls and the
Neocloud makes no money but remains solvent, as the revenue floor is set high
enough to repay lenders. Nvidia’s backstops and guarantees also act as a breakwater

against further contagion as lenders have some shielding from a downturn. Yet how

high and broad the breakwater that is the Nvidia backstop/guarantee depends on

Nvidia’s ability to meet these obligations.

Risk reward is asymmetric in Nvidia’s favor as long as its balance sheet remains
strong. Nvidia loses only if the backstopped Neoclouds fail to meet their lease and

offtake commitments at the same time that Nvidia’s own business and cash

generation slow, degrading its ability to make good on these obligations. The two are

correlated, since a Neocloud that cannot pay its lease is a Neocloud that has stopped

buying GPUs. Only if a downcycle is steep enough to overwhelm Nvidia’s ability to

meet its off-balance sheet obligations, then it will be tails, we all lose.

By our count, Nvidia today backstops ~6.5 GW of capacity, most of which is not yet

built. Our datacenter model has Microsoft, Meta, AWS and Oracle leasing roughly 15

GW of third-party capacity in 2026 and we expect them to lease more than 35 GW by

2028. Each of those leases typically run fifteen to twenty years, and developers

borrow against them with investment grade pricing. The Gigascalers are the implicit

backstop of the buildout and are in aggregate far larger force than Nvidia’s

backstopped capacity, yet Nvidia’s program gets the attention because it is new and

Why all the Guarantees and

Backstops?
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because many investors have Cisco PTSD, contracted vicariously without an

appreciation for the dissimilarities.

Source: SemiAnalysis AI Compute, Capital and Markets Model

We will now explore how this support could evolve in detail – walking the six off-

balance sheet obligation lines in the recent quarter’s disclosure, plus a new one we

have created to track residual value guarantees under the capital partnership.

This line item made its debut in the 2Q F1/27 earnings report released on August

26th, 2026 at $36B of aggregate obligation, spread across six years. It represents

Nvidia’s AI Cloud Partner (AICP) program, where Nvidia backstops GPU rental

contracts for six years at a below market rate, approximately $2.35/hr/GPU on

average for the GB300 vs the $4.50 to $4.60 range for 5y contracts, with the intent of

making these AI clusters bankable. Neoclouds in this program would then seek to

rent out compute on shorter term contracts to AI Natives and other tenants, but can

always rent to Nvidia at any time should these contracts fall through or not renew. We

published an extensive analysis of this structure in a July 2026 Newsletter Article.

AI Cloud Agreements
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Source: SemiAnalysis AI Compute, Capital and Markets Model

There are three deals announced so far under AICP: Firmus’s 360MW deal in Batam

corresponds to a $21.1B total obligation, the SharonAI deal means $4.2B of

obligations and we estimate the GMI deal corresponds to $2.2B of obligations for

Nvidia. We believe there are still a few deals that have been completed before Nvidia

reportedly paused AICP two weeks ago and estimate this line item will close F1/27 at

$51B.

We do understand that Nvidia is not advancing any further AICP deals at this time,

but believe that they still wish to be supportive in one form or another. In this

analysis, our forward modeling still assumes considerable growth in this line item to

reflect our view that Nvidia should offer support in some form, as well as to explore

how far Nvidia could go in terms of explicit support.

Source: SemiAnalysis AI Compute, Capital and Markets Model
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Earlier in August 2026, Nvidia announced its partnership with a number of private

equity funds to mobilize over $500B of third-party capital to support the buildout of

AI Clusters. Under this program, institutional investors are in the driver’s seat and

will evaluate and price each proposed project, with the only support from Nvidia

being a residual value guarantee for up to 25% of a deal. In his X post detailing the

program, Jensen Huang highlighted that this support would be limited and on a

project-by-project basis. Though there are few details on what such a program could

look like, we drew inspiration from the Google-Broadcom-Anthropic-Apollo TPU

structure to surmise how deals could be structured.

In the TPU backstop structure, if Anthropic is unable to continue to service lease

payments to the TPU SPV, then the structure can be resolved by Broadcom assuming

the lease or by the racks being sold. If the racks are sold, then the residual value

guarantee takes effect, as Broadcom must then make the senior noteholders whole

after such equipment sale – effectively plugging the residual value gap, if any. The

deal gets better – Google will play its part by also backstopping rental payments to

the various datacenter operators. The effect is that lenders to the TPU SPV are

effectively taking Broadcom credit risk while lenders to the datacenters are taking

Google credit risk.

Nvidia’s proposed structure would appear to wean investors away from this dual

backstop as it not only reduces the residual value guarantee to only up to 25%, but it

also is silent on any datacenter backstop.

Residual Value Guarantees under Capital

Partnerships
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Source: SemiAnalysis AI Compute, Capital and Markets Model

We think that the funds could tranche the lending to create different pools of risk,

with the first loss being taken by riskier equity/mezzanine style lending and the last

loss taken by more senior creditors. Nvidia’s 25% residual value guarantee would

insert itself above the senior lenders but after the equity/mezzanine investors, adding

a meaningful amount of crumple room to the structure, which could place the senior

tranche at low enough risk of actual shortfall to attract conservative lenders like

banks.

This structure can also provide the most bang for buck when it comes to Nvidia’s off-

balance sheet obligations. While the AICP creates $59B of obligations per GW of

capacity enabled and the PORTS-Pike structure requires $25B of obligations per GW,

the residual value structure would only require $9.4B of obligations per GW enabled,

though the datacenter leg still needs to be solved for.

While Nvidia has said the program targets over $500B of capital, we think it will

likely swell larger due to the strong compute demand. In the spirit of examining the

full extent of Nvidia’s maneuverability, we take an aspirational stance, assuming

$2.5T of total funding under this program through F1/31, with the obligations under

this line item ending F1/27 at $55B before growing to $373B by F1/31.
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Source: SemiAnalysis AI Compute, Capital and Markets Model

Cloud Service Agreements are not a new line item, having first been disclosed in 3Q

F1/23 at $1.6B before growing to ~$11B by 1Q F1/26 before jumping to $26B in 3Q

F1/26. While AI Cloud Agreements represent Nvidia’s backstops to external

Neoclouds, Cloud Service Agreements primarily represent Nvidia’s commitments

related to its own in-house compute needs for model development and Continuous

Integration/Continuous Development (CI/CD), though Nvidia has been known to

resell this capacity at times.

Among the $29B of cloud service agreements listed, Nvidia has a $6.3B agreement

thru 2032 with CoreWeave and we think the balance of the agreements are partially

accounted for by ~360MW of compute in Batam, Indonesia via Oracle, ~20MW of

capacity at YTL in Malaysia, 10-20k GPUs rented from CoreWeave, and a few other

Oracle facilities in the US. Our AI Datacenter Model has more details on the exact

facilities Nvidia is an end user at.

We estimate that these cloud service agreements will exit F1/27 at $38B and there is

capacity to grow them to $96B by F1/31.

Cloud Service Agreements
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Source: SemiAnalysis AI Compute, Capital and Markets Model

We think datacenter leases signed for reassignment become a large and fast-growing

line. In Datacenter Backstop Wars (March 2026), we said Nvidia would lease

multiple gigawatts in 2026, and indeed we now count about 1.2 GW signed year to

date for both its own use and for third-party reassignment.

Source: SemiAnalysis AI Datacenter Model

The reassignment structure is effectively a credit substitution. A datacenter gets

financed against Nvidia as an AA rated offtaker, then the lease is handed to a

Neocloud that buys and operates Nvidia GPUs. Hut 8 funded the first Beacon Point

building with $4.25B of senior secured notes at 6.129%, rated Baa2 and amortizing

from 2030, which no Neocloud could price on its own name or for that term.

Developers want both an investment grade tenant and a long lease, making the

datacenter leg the hardest leg to solve for within the AI Project Trinity that was

described in Nvidia GPU Debt Backstop Unleashes the AI Project Trinity (July

Datacenter leases yet to commence for

third-party reassignment
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2026). Nvidia supplies both, and keeps years seven through fifteen after Lambda’s

term to re-let or use.

Source: SemiAnalysis AI Compute, Capital and Markets Model

We think that this deal comes with a revenue share to Nvidia in order to compensate

it for risk taken and the implicit use of its balance sheet. This seems fair enough –

after all, we are by no means advocating for communism here. Even after

reassignment to Lambda, we don’t think Nvidia fully offloads the risk. Lenders that

bought Baa2 paper on an AA tenant will not consent to a B-rated one, so Nvidia

likely stays primary obligor until the project significantly de-levers and/or clears a

DSCR test.

The fifteen year lease against a six year offtake gets described as a duration

mismatch, but we would frame it as optionality. At year six, Nvidia can re-tenant with

upgraded GPUs and touch only the power equipment, or let the operator renew and

run the existing hardware at spot or short-term prices. Both paths are worth more in a

world where interconnect queues run four to seven years.

The scale of the above deal is small in the grand scheme of things. 704 MW is one

campus. Most of the GWs coming online over the next five years are neither

facilitated nor backstopped by Nvidia, and the Gigascalers’ implicit backstops are far

larger. Microsoft, Meta, Amazon, Oracle and Google lease ~39 GW of third-party

capacity by 2028 against Nvidia’s 1.5 GW as per our datacenter model.
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Among the leases we outline in the table in the prior section, only the two at Hut 8

are for third-party re-assignment. Hut 8’s July 8-K shows these two 352 MW leases

at Beacon Point worth $9.8B each over fifteen years for $19.6B in total lease

payments.

The rest of the leases in the table will be occupied by Nvidia for its own use, and the

value of these commitments sit in the separate $25B “Datacenter Leases Not

Commenced” line item in Nvidia’s disclosure. These leases include: Tract’s 400 MW

at McCarran, Nevada, the first 64 MW of Vantage’s campus, and Mega’s 64 MW in

Israel. Two older own-use leases, Digital Realty in Virginia at 96 MW, and Aligned in

Oregon at 36 MW, takes Nvidia’s total as a tenant to 1.5 GW.

Source: SemiAnalysis AI Compute, Capital and Markets Model

This line moved from $3.5B to $108.5B in one quarter, and we think it is where the

program is going. Ionic Digital’s S-1 shows Nscale on a 126 month triple net lease

for 234 MW of capacity, with Nvidia guaranteeing the first five years of rent up to

$860.3M, and Nscale’s parent guaranteeing from year six, with Nvidia taking $60M

of Nscale warrants as consideration. About $2.6B of the $3.5B from last quarter still

has no name against it.

The PORTS-Pike deal added $105B of obligations disclosed in the most recent

quarter, and it functions in a similar way, with Nvidia guaranteeing the value of a

datacenter lease, but at a much larger scale. The deal includes credit support on land,

Datacenter Leases Not Commenced

Guarantees and land, power and shell (LPS)

guarantees
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power and shell for approximately 4.25 GW at SB Energy’s PORTS-Pike campus in

Ohio, capped at $105B against twenty year leases to an OpenAI affiliate, such

support becoming effective in phases as buildings reach ready for service with the

first expected in fiscal 2029. Exposure declines as OpenAI pays and terminates

altogether if OpenAI reaches a satisfactory credit rating. The site will exclusively

host Nvidia infrastructure, and Nvidia holds an option to backstop a further 3.8 GW

in a second phase, and if Nvidia declines to backstop this phase, then OpenAI has to

find an alternative guarantor with an A- credit rating or better. The first phase prices

in $24.7B/GW of credit support, so exercising the full option on the same terms

would add about $93B and take the PORTS cap to roughly $200B.

We diagram the structure of the deal below, but fully unpacking the entire structure is

another article onto itself!

Source: SemiAnalysis AI Compute, Capital and Markets Model

PORTS-Pike uses Nvidia’s credit to help turn OpenAI’s demand for compute into a

campus that is financeable. SB Energy develops the roughly 8GW campus through 17

building-level landlord subsidiaries, each with a separate 20-year triple-net lease to

an OpenAI affiliate. From a financing perspective, these project SPVs give lenders a

defined set of assets and lease receipts to underwrite, allowing financing to follow

through to the construction phase.

Q
Q
:1
41

32
21

43
5

QQ:
1413

2214
35

PA-FP:PA-FP-25983df946775e8674fa61293c7ee902

https://substackcdn.com/image/fetch/$s_!CcA-!,w_1100,c_limit,f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Ff18b985f-5803-4d11-b02e-3daa27f2062d_1935x1487.png
https://substackcdn.com/image/fetch/$s_!CcA-!,w_1100,c_limit,f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fsubstack-post-media.s3.amazonaws.com%2Fpublic%2Fimages%2Ff18b985f-5803-4d11-b02e-3daa27f2062d_1935x1487.png
https://substack.com/redirect/98a9ab22-c562-4b55-b00f-4b3c4604a936?j=eyJ1IjoiN3N2aDV3In0.69uj9iqoEnE-BU2o2kD3QFa-7OdFmy0XRqGvPfCNjQI


If OpenAI defaults on the lease, Nvidia faces a defined shortfall under the guarantee,

with recoveries from replacement tenants or a sale reducing its exposure. Nvidia also

has options to assume leases and arrange alternative uses for the capacity. OpenAI

also compensates Nvidia for the guarantee though the terms and amount of the

compensation structure is still unknown.

To further incentivize the counterparties within the deal structure, Nvidia has agreed

to invest $3B into SB Energy, including $1.5B conditional on its IPO, while OpenAI

receives SB Energy warrants through the broader commercial relationship.

Nvidia estimates that PORTS-Pike could generate $150-200B of revenue per

hardware generation, giving it a substantial incentive to provide the guarantee. On a

gross commitment basis, LPS guarantees also support more than twice the capacity

per dollar as AICP – approximately $24.7M/MW of maximum exposure vs.

~$58.6M/MW for AICP. LPS guarantees address the datacenter financing constraint,

the hardest leg of the AI Project Trinity.

Our forecast combines new LPS guarantees, third-party reassignment leases

transferring into the guarantee line when they commence, and we assume Nvidia

exercises their option to guarantee the remaining 3.75 GW of PORTS. Together, these

assumptions take maximum exposure under datacenter and LPS guarantees from

$108.5B today to roughly $338B by F1/31.

Source: SemiAnalysis AI Compute, Capital and Markets Model

Putting Nvidia’s Backstops in

Perspective
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We believe the circular financing concerns overstate Nvidia’s role in funding the

overall AI buildout. The ~6.5GW in our current backstop count is equivalent to just

under 3% of the approximately 240GW of net growth in global AI IT capacity

forecast by our Datacenter Model between year-end 2025 and year-end 2030.

Our expanded support scenario models a maximum potential gross backstop of

approximately 46.6 GW, a large amount of capacity, though 28.2 GW of this would

be under the AI Capital Partnership, with only a 25% residual value guarantee on the

supported lending. To align the comparison with the buildout through F1/31, we

include the opening commitments and new commitments through F1/29, allowing

two years for deployment. This 46.6 GW represents less than ~20% of total planned

AI IT capacity additions through CY2030, and while it definitely can move the

needle, Nvidia clearly cannot hold up the entire world on its own.

Source: SemiAnalysis AI Datacenter Model, SemiAnalysis AI
Compute, Capital and Markets Model

This is also a clear illustration of why the AI industry is simply too big for Nvidia to

fund the overall buildout through circular financing. The ~6.5 GW in our current

backstop tally corresponds to approximately 2.5-3M GB300-equivalent GPUs, about

25-35% of the number of Nvidia GPUs we forecast shipping in CY2027. The

backstopped capacity will be deployed over multiple years however – spread evenly

over five years, the current tally would correspond to roughly 0.6M GB300-

equivalent GPUs annually, well less than 10% of our CY2027 shipment forecast.

We model an upper-end comparison – while we count each support type discretely,

several instruments can support the same project and some announced capacity will

be commissioned beyond 2030.
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Source: SemiAnalysis AI Compute, Capital and Markets Model

Even under the full expansion we model, the bulk of the AI buildout would still be

financed without Nvidia’s backstops. We view these programs as a way for Nvidia to

get emerging operators to a scale which they can finance themselves. Successful

projects under the backstop give operators a track record and allow lenders to

experience underwriting their assets and cash flows at a lower risk. The intended end

result is for customer revenues and independent capital to fund subsequent

expansion, reducing the need for Nvidia’s support. Nvidia directly benefits by

broadening the customer base that is able to buy its GPUs at scale – our numbers

suggest it can materially accelerate that development while remaining a minority

source of support for the overall buildout

Green light – go, go go! Funded debt of about $36B sits against ~$283B of F1/27

EBITDA on our balance sheet model, so net debt to EBITDA runs at negative 0.1x in

F1/27 and reaches -1.6x by F1/31. This is because the cash pile compounds faster

than anything Nvidia can possibly borrow money on the balance sheet. Credit

analysts we have spoken with put downgrade territory around one and a half turns of

leverage (i.e. Net Debt to EBITDA). As of today, none of the off-balance sheet

obligations count as leverage.

How far can Nvidia take backstops

and guarantees?
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Source: SemiAnalysis AI Compute, Capital and Markets Model

Yet if we close our eyes, does the world disappear? Clearly not. So we built a harder

test to evaluate how well Nvidia could weather the storm of a downturn and still meet

its obligations. Add every off-balance-sheet commitment we forecast to net debt as if

all were owed immediately, and divide by EBITDA. That ratio is just below 2x for

F1/27, inside what the agencies tolerate, and it falls to 1.33x by F1/31, even with

considerable expansion of off-balance sheet commitments.

Source: SemiAnalysis Compute, Capital and Markets Model
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Then take the harshest framing we could construct. Count only stable assets, meaning

cash, receivables after a 30% haircut and a fifth of the securities book, and exclude

inventory, the rest of the equity portfolio and all of the intangibles. Set those against

total liabilities to get a stable net worth, and measure that against the off balance

sheet obligations we forecast for each year, which start at the $497.5B filed today and

reach $2.1T by F1/31 as supply commitments and the guarantee, lease, AICP and

residual value lines grow.

The idea here is to consider the case where Nvidia’s revenue evaporated over the

following year. Could it still meet its obligations by drawing on its balance sheet and

a few quarters of remaining cash flow before the apocalypse arrives? Even though

these obligations come due over a long period of time, up to 20 years in some cases,

we take a conservative stance and check whether Nvidia could pay them all off right

away. Against today’s commitments held flat, stable net worth covers 0.11x in F1/27,

crosses 1.0x in F1/29 and reaches 2.35x in F1/31.

We push on this test further, and model out how well Nvidia’s cash generation will

grow as more obligations are piled on in our stress test. Against the growing stack it

covers 0.09x in F1/27 and 0.57x by F1/31, or 0.70x if Nvidia suspends a year of

dividends and buybacks.

Source: SemiAnalysis AI Compute, Capital and Markets Model

These metrics are not crazy. We would go further and argue Nvidia should be offering

more support. The direct marginal cost of a guarantee in the base case is zero,

because the tenant pays and, at PORTS, OpenAI also indemnifies Nvidia. The
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marginal benefit is a buyer that could not otherwise raise capital and a campus locked

to Nvidia silicon for twenty years, which Nvidia itself sizes at $150B to $200B of

revenue per generation.

Each backstop turns a B-rated operator into a financeable one and bootstraps the

Neoclouds so they can gain operational experience and build a track record and

potentially be put on the path towards an investment grade credit rating. The

alternative, which we laid out in The Front End Gets Crowded, is a market where

four Gigascalers are the only protagonists in the world with access to investment-

grade capital, and thus only they can decide who buys compute. Our datacenter

team’s read of Nvidia’s objective is to have twenty buyers at scale rather than just

four. This playbook is not lost on Google at $75.5B of guarantees and Meta at $59.0B

of obligations. The downside risk taken here is balanced by a floor of its own. Nvidia

returned nearly $26B to shareholders in a single quarter, so the dividend and buyback

are a $300B lever over three years to cushion a moderate downturn.

Taking a step back, the limits that bind are not balance sheet limits. OpenAI is 97%

of the guarantee cap, and the agencies are worried about how much of it points at one

customer. Nvidia can spread the next tranche across other labs and across Neoclouds,

but it cannot diversify away the fact that two frontier labs are the end payers behind

almost every floor, lease and guarantee. That means that a demand shock at the labs

hits everything, all at once. These are reasons that, if possible, the next tranche should

go to new counterparties.

A demand air pocket marks down everyone’s chips while Nvidia keeps its margins

and its cash. The real risk to Nvidia is not from a cyclical downturn in AI demand

relative to expectations, instead it is a scenario where competing chips take

leadership, and Nvidia enters a spiral where it must price down to hold share. In this

scenario, Nvidia’s EBITDA falls, and the higher productivity of competing chips

mean that Nvidia is now backstopping projects that are now uncompetitive. Both

sides of the ratio – stable net worth, and likelihood of obligations being called upon

move in a bad direction for the same reason. These obligations amplify that outcome

without causing it.

That scenario is also the exact reason to be aggressive now. Nvidia leads today, AI

demand is strong for at least the next three years, and power is the binding constraint

on the buildout, so every powered site is scarce and whoever locks the site up owns

that capacity for a generation of hardware or more, tying a campus down and creating

a generation of buyers that have to run Nvidia GPUs. As long as Nvidia leads the

market, backstops cost nothing, at least not explicitly. This is a play to win large parts

of the market and we believe Nvidia should go for it while the window is open.
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