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listening to the podcast itself For complete clarity on the topics addressed, we encourage you to always read the 
related Dividend Cafe missive and related communications at dividendcafe.com. 

 
Welcome to The Dividend Cafe, weekly market commentary focused on 
dividends in your portfolio and dividends in your understanding of 
economic life. 
 
Hello, and welcome to this very special edition of The Dividend Cafe. I 
say it is special because it is a topic that I have believed for some time is 
one of the most important topics in all of investing right now. I am 
particularly pleased with this week's Dividend Cafe. I worked very hard 
on it to reduce all of the things that I could have been distracted by into 
the singular topic of what the one major issue is in all of this AI talk that 
I think investors are missing, that I think investors need to understand, 
and that we are going to laser focus on today in The Dividend Cafe. 
 
Let's start with a basic caveat I think that anyone paying attention to 
the just, the day-by-day noise of markets, the sort of investor 
ramifications of AI story. If you read The Wall Street Journal, if you 
watch financial television, it's rather abundantly clear that AI is this 
huge story at various levels of engagement, nuance particulars. 
 
But you really can't be paying attention to investment markets without 
hearing AI as more or less the primary story. Some of them are more 
interesting than others, some are more intelligently presented, but 
there's just an abundance of coverage about AI for very good reason for 
anything related to investors and markets and all that. 
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But then this is also very true of any discussion of the economy when 
we look at the state of jobs, when we look at the state of GDP growth 
and the sources of GDP growth. When we look to understand potential 
ramifications around business investment, capital expenditures, these 
things are all just unbelievably intertwined with the AI story and 
discussion. 
AI is not only the kind of major investment story, it is the major 
economic story right now as well. Even more so than traditional 
economic story favorites like the Fed and interest rates and the 
midterm elections and things like that. And then speaking of those 
midterm elections, this third category I want to mention is in the 
political sphere th-the AI story is everywhere you look. 
All of a sudden, lo and behold, there is bipartisan populist rage over 
data center construction. There is various left wing critique of the AI 
movement because of the billionaire tech tycoons and oligarchy that 
surrounds it. There is right-wing opposition because of the lack of 
trustworthiness of the big tech folks or privacy concerns or whatnot It is 
a reasonably unavoidable story in the political sphere as well. 
 
And so whether you're talking about investment, economic or political 
domain, the AI thing is touching all of the above and all of these 
different categories in our society where there is AI discussion create 
their own levels of noise and their own levels of heat that is often very 
different from light. 
 
And that's fine. I'm not here today to say I'm gonna clean it all up but I 
do want to talk about the important part to us in The Dividend Cafe. 
That to the extent The Bahnsen Group has an investment point of view 
and there is an element to this story that I think is being missed. Now, 
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there's a lot of elements to this story in the writtendividendcafe.com 
today, I actually went through and I think found the last 10 dividend 
cafes I had written about AI in one form or another and provided the 
link where we're talking about AI and jobs; where we're talking about a 
bubble risk in AI; where we're talking about inflationary or deflationary 
ramifications of AI; we're talking about the history of various bubbles 
when we're talking about what disruption AI is creating and is not 
creating in the software space and so forth. 
 
So, we've done a lot around AI here in The Dividend Cafe, and that's 
because it is such a big story for investors in the economy, in the 
political sphere, et cetera. But what I want to suggest today is that 
there is a better way to narrow down the big issue right now than what 
has been done. And I include myself in this by the way. 
 
I wrote my "2026 Year Ahead" paper and I think we had nine forecaster 
themes in there and number one was 2026 being a year in which AI 
vulnerabilities were going to be a thing. And quite specifically, AI 
vulnerabilities will become much more evident to markets. That was 
the number-one theme in my 2026 whitepaper. 
 
And yet, I focused in that on valuation excess, on a low regard for risk, 
on the inability for every one of the companies competing with each 
other to all win at the same time. I focused on China risk. I focused on 
cultural/political pushback But the thing I'm gonna kind of more 
specifically talk about today was maybe tangentially mentioned. 
 
I have a half a sentence that I could extract, that you could say w- is in 
this domain, but we're gonna do the right kinda dive into it today. So let 
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me start by telling you that in the last several months, you have seen in 
American financial markets a $500 billion debt facility be announced 
from Nvidia in conjunction with a consortium of Wall Street asset 
managers and lenders. 
 
A $85 billion common stock offering from the company formerly known 
as Google. A 100-year bond offering from the company formerly known 
as Google, Alphabet as we know it. Intel doing a $15 billion common 
stock offering specifically to fund additional CapEx needs. Oracle 
announcing a $20 billion equity raise and a $25 billion senior debt 
offering. 
 
Amazon announcing a six-part bond deal raising $25 billion in new debt. 
Meta, the company formally known as Facebook, announcing a $30 
billion bond deal, their first bond offering in years. And I am skipping in 
this list... By the way, everything I just announced, there's a link to 
those deals in dividendcafe.com, and I am purposely skipping any of the 
other debt and equity capital announcements that were specific to a 
particular data center. 
 
Okay? There-- That would make the list even longer. These are just 
general debt and equity raises related to broader AI CapEx at a 
company level, at an enterprise level, and I wanna start with a question 
today. All of these stocks are up Because they are all making more 
money than ever. That's what we understand, right? 
 
Earnings are huge. Okay, fair enough. But if they're making more 
money than ever, why do they need to raise more money than ever? 
That's my question. And the known answer, the highly public answer is 
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that their free cash flow is actually collapsing, in some cases going 
negative. Revenues are increasing but cashflow is declining. 
 
It's that simple. And the reason for good or for bad, right now I'm just 
doing a basic accounting answer, the reason is because it is expensive 
to make this stuff, this AI stuff. The infrastructure, the build out that is 
necessary for not only the existence but then the subsequent 
applications embedded into AI. 
 
It's very high. These companies do not need capital for general 
corporate use but the expensive cost of AI compute, that is the thing 
And what we really say, what we really see more and more is the 
amount of money needed for AI infrastructure build-out is funding the 
very customers doing the building. 
Okay? So it touches that circularity thing we've talked about in the past. 
But the point being, we're living in a time in which massive amounts of 
burden are being put on capital markets to fund something at a time 
when revenues are already very high, but cash flow is declining, and th-
this is gonna lead to our subject today. 
 
Now, one thing I wanna point out is I listed a bunch of debt and equity 
offerings that do not tackle so-called off balance sheet issues, and I 
avoided it on purpose. I'm not trying to make it look better than it is, 
but I am trying to avoid making it look worse than it is. There are plenty 
of folks that might wanna sound alarms on this whole subject that 
immediately go to the fact that you're probably at about a trillion and a 
half dollars of off balance sheet obligations as well. 
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And you go, "Well, David, that seems relevant. Why are you skipping 
it?" And it is because I do believe many that are sounding that alarm 
are doing it disingenuously. I think what I'm gonna bring up today has 
so much concern in it that I don't need to melodramatize it, um, or be 
disingenuous with somewhat misleading statements. 
 
The trillion and a half number skews the fact... First of all, let's point out 
that stuff on balance sheet is concerning enough, okay? We don't need 
to go pile on. But just secondly, it's not really the same as a current 
liability that sits on a balance sheet, that when there's a cash outflow 
commitment into the future connected to future revenue expectations, 
there is a different discounting of that for good reason. 
 
I think many who repeat the balan- the off balance sheet numbers are 
doing it for shock and awe purposes, and I will challenge people that 
have followed Dividend Cafe for any period of time to say that I do 
shock and awe here in Dividend Cafe. I really believe I don't. And if I'm 
fooling myself, then forgive me, but I think that's true. 
 
Now, the other piece is that these off balance sheet obligations In many 
cases, our cash outflow commitments that go fifteen and sometimes 
twenty years. If you were to do a net present value of those it would be 
a much smaller number and take away a lot of the melodrama people 
are after. So I don't want to deny there are substantial off-balance 
sheet obligations both lease commitments and as well as GPU supply 
deals. 
I think the data center lease commitments are probably the biggest but 
I think that we can avoid exaggerating it and just speak to stuff that's a 
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little cleaner and that's what I'm doing now From a pure business 
model standpoint, nobody disputes.  
 
You can be the biggest AI bull or AI bear. Everyone understands that the 
large language models are expensive to run, and that is kind of at the 
heart of the matter here. 
 
Their business models are essentially very similar to one another. There 
are nuances, there are a few, you know, product differences, but their 
underlying funding is more or less very similar. And I think what's 
noteworthy is how totally turned on its head the LLM story, these AI 
labs from what we have become very accustomed to in thinking about 
the whole technology investment story in America. 
 
The whole software as a service story where essentially we've been 
very used to companies that as their revenues scale up, their costs 
don't move and in this particular case, as demand for AI is going higher, 
the cost are increasing even more so. It is very upside down relative to 
what we thought of as the appealing economics of technology 
investment in the last couple of decades. 
 
Look, I could point out the fact that like a lot of dotcom warnings in the 
'90s, you said, "Oh, these companies have no revenues, no earnings," 
or y-you know inadequate revenues and earnings and their valuations 
were way outta skew. But this is a little bit different in that while we're 
referring to here the AI labs, I'm not critical of the fact that they 
generate a certain amount of revenue now and are spending 
astronomically more than that. 
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I'm not really talking about the present spend and the present revenue. 
I am saying maybe we have a question about the future spend and the 
future revenue. And I will take for granted that they have some way to 
make money in into the future on these things. But I am unaware of 
what the plan is for increasing revenue and creating the scale that 
we're used to. 
You know, the, the fact of the matter is that this is a very expensive 
need to get that revenue and there is no sign of that expense coming 
down into the future. The AI infrastructure buildout is hundreds upon 
hundreds upon hundreds of billions of dollars that is going just to 
hyperscaler CapEx need with data centers, with GPUs, with power, with 
cloud capacity networking equipment and so forth. 
 
And it is nowhere near being covered by the actual AI generative 
revenue or future pro forma expectations for it. Now I don't think 
anything there is controversial. The question that I believe is reasonable 
is what in the future revenue will rationalize it? Where will it come 
from? Why will it come? And I wanna suggest some potential answers. 
 
Some AI critics will attempt to answer that question, but with an AI 
skeptical answer. It is never gonna come. The public will never allow it, 
the companies have overpromised, they're gonna under-deliver, et 
cetera. I'm not saying that, and what I mean by that is I'm not 
necessarily saying that. I'm not not saying it, but what I am limiting my 
scope here is to the incremental profits of whatever AI does end up 
doing, and I think this is a very important distinction. 
 
I do not believe the current capabilities or even the potential promise 
of AI's business use, adoption, application are really the major concern. 
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I acknowledge that there's additional risk in these things. I think that 
there is gonna be worse financial ramifications if they do under deliver, 
but I'm willing to bet that doesn't happen the issue is, are we sure the 
features and capabilities that will come with the needed revenue 
growth and incremental profit growth will justify these levels of 
investment? 
 
Okay, so I'm gonna, I'm gonna dumb this down for you here in a 
moment. To attempt to answer this question, we have to know a few 
things that we just don't currently know, okay? The questions cannot 
be answered without being able to say what the actual customer cost 
will be, the economically sustainable cost. 
 
What does it cost to have a customer in a sustainable way where the 
customer's paying their full freight, the provider's not losing money on 
that customer? So we're not talking about a subsidized customer. What 
is that cost gonna be? That number is a complete mystery in the AI lab 
business story right now. 
Number two, what the future utilization will be. How many customers 
at what level of usage, what level of monetization is going to 
materialize? Again, it's an unknown. People can put in different 
projections, and some optimistic ones may prove to be accurate. But I 
would like to point out that there are many who are far more bearish 
than I am using negative inputs here, and I cannot tell you that they are 
wrong. 
 
But on the flip side, whatever your inclination suspicion is about the 
future of this, it is unknown that I think is striking how wide the 
dispersion of potential results is. You cannot, by the way, say, "Well, 
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everyone is spending so much on this." That's the answer as to how this 
thing's all gonna play out. 
You cannot say it makes so much sense that everyone is spending all 
this money because everyone is spending all this money. And I do 
believe that is the most common answer out there, even if it gets 
worded a little differently to sound better than that I'm not used to 
hearing that everything is going to be all right because they're all doing 
it as a bull case. 
 
That, that strikes me as wishful thinking in a lot of ways. But the third 
issue that I think needs to be understood is if the cost of having a 
customer comes in at an acceptable place and the answer to what AI 
ends up delivering in terms of utilization is better than expected, will 
those two things happen in a timeline that is palatable? 
 
The assets involved to feed these things are depreciating assets, right? 
Will the utilization that is profitable, will the profitable utilization we're 
trying to get to happen before the technology is obsolete? And 
embedded in these unknowns gets you to the heart of the matter and 
the subject of today's Dividend Cafe. 
 
And I'm gonna give it to you, and I think this is eight words. What will 
the return on invested capital be This is the question. What will the 
return on invested capital be? We don't need to question the 
usefulness of AI, I don't. We don't need to question its transformative 
wonder, I don't. But we have to question whether the usefulness and 
the transformative generation out, out of AI will all generate the return 
on investment capital, and anyone who tells you that question doesn't 
matter is not offering an investment opinion. 
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They are asking you to join a cult. It has at that point become 
something almost more faith-based than anything in the realm of 
rationality. Now, I understand that many would say, "No, you're doing a 
present tense observation and you're not really understanding how 
revenues and costs in the future are gonna be wonderful." 
 
And you don't know that cost won't come down as users and user 
depth increases. The technology is gonna so outperform expectations 
that we just need to live a little and assume the best. The monetization 
will outperform. And by the way, the technology thus far has 
outperformed expectation. Why not assume the monetization in the 
future will outperform? 
 
Again, I guess that's possible. I don't know that it's an investment 
argument as much as a, a religious one but okay. But here's the thing I 
would say. The massive overspend that some are concerned about right 
now, you know if it all proves to be a major overspend, you cannot 
justify the AI moment by saying, "Hey, I'm investing in the companies 
receiving the overspend. 
 
It's okay This is the sort of hyperscaler versus pick and shovel argument 
that the spend when we talk about it with one side, is revenue on the 
other. And of course vice versa. The revenue of let's say NVIDIA is the 
spend of some of these other companies whether they be AI labs or 
hyperscalers. But remember that even in the stock prices of those 
receiving the money in this build out there is expectations of 
sustainability and growth of that spend That if it were to not materialize 
because the whole spend ran into question then it would end up not 
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merely hurting those doing the spending but those who are counting on 
that spending going forward. 
 
This of course is the story of the tech bust and many other busts 
beyond the tech and telecom bust in, in the last 25 years. But most 
CapEx bubbles in the last several hundred years It was a cascading 
effect that hit all comers. The receivers and the givers. And so I think 
where we're headed with this is a question about what could catalyze 
some concern, some problem, some reckoning of this spending and 
potential excess in the spend? 
 
And that brings me to the financial markets story. Nvidia's 10-Q by the 
way , I have a link to it in Dividend Cafe flat out discloses three 
customers are 54% of revenue. Twenty-one, seventeen and sixteen 
respectively. Three customers, the same three are 30, 18 and 16%. 
Sixty-four percent of their receivables. 
 
That's not a very diversified customer base but what about the 
diversification of their customers? And here I'm gonna put a chart up 
on the screen When you look at OpenAI and Anthropic that 80% of 
their revenue comes from 1% of customers, 1% of businesses There is 
In the customers of the labs all the way to the customers, the labs 
themselves of the pick and shovel companies There is a massive 
concentration and interconnectivity that is exponentially riskier than 
anything we've ever seen, ever. 
 
And these major AI labs have purchase orders, this capital spending 
commitment have purchase orders into the years out into the future 
over 10 times their total revenue. So what we have is just indisputably a 
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question about capital markets, because I started off today's discussion 
saying capital markets are now having to come fund this whole thing. 
 
Major debt issuance, major equity issuance, financial markets coming in 
to feed this. And I guess what I would say to you is that investment in AI 
ecosystem right now has almost nothing to do with how AI as a 
technology does, how it's utilized, how it's monetized. It's a financial 
story on whether or not capital markets allow it to play out. 
 
Because if financial markets pause, they adjust their expectation for 
terms, If there is some sort of hiccup around qualification, around 
structuring, the receivables are not there to pay for it. And this is 
always and forever the story. Financial markets funding something that 
can't pay for itself works until it doesn't. 
 
Now again, people may say no, it is all gonna work. It will hold up. And I 
am not saying it will not but I would say it would be the first time in 
history if it were to happen without any pauses, hiccups disturbances 
along the way Look The receivables will not matter to those holding the 
bag in the current economic story of AI so if the lending costs go up if 
what is needed to clear You know basically the cost of capital Equity 
investors are presupposing if those equity turns get rerated in the 
market the domino effect would be utterly extraordinary and I don't 
think that requires order flow to slow down This is one of the great 
disingenuous things Is every time a new quarterly result comes out and 
they go wow Wow was even bigger quarter Amazon spending even 
more than we thought Wow Was even bigger quarter Broadcom 
receiving more money than we thought Those things are not news 
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stories They're completely expected The question is how it's being paid 
for? 
 
The answer is been paid for from capital markets What if capital 
markets start to call into question the future return on invested capital 
the ability to generate incremental profits in the future from all of this 
spending. The far larger risk than a slowing of order for this compute 
power is, A, the access to the money to pay for it goes away, or B, the 
access to the money to pay for it changes as far as the terms involved, 
or C, and by... 
 
It could be and/or, the profits to be derived from these expenses, the 
revenues to the pick-and-shovel companies that are expenses to those 
paying them don't materialize. I am not saying A will happen or B will 
happen or C will happen, but of that A, B, and C ,I will tell you that all 
three are possible. All three could end up being problematic, and it only 
takes one of the three. 
 
I would say historically, a common sense analysis, I expect that there 
will be major problems there. I am too humble to tell you what, when, 
where, how exactly, but I think it's a pretty fair point to point out that 
this is underappreciated in the overall story. And I wanna say this, too. 
I'm avoiding the various other subjects about data center popularity, 
about the kinda political environment around it. 
 
I'm avoiding which AI labs are gonna beat out other AI labs in a 
competitive landscape. There is a lot of other things that get talked 
about a lot and that should be talked about that are not really my 
greatest subject here. I'm saying to you that the core vulnerability is 
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whether or not these prophets are going to rationalize the largest 
CapEx boom in history and whether they're going to come in time. 
 
And when I say "in time," it's not a completely subjective phrase 'cause 
the timetable is set by the only timekeeper that's ever mattered in 
business history. I'm talking about the timetable set by markets. Thank 
you very much for listening, watching, and reading Dividend Cafe. I 
really hope you understand the fundamental point we're making here 
today. 
 
I welcome any and all questions. As we get ready to go into this three-
day weekend, enjoy your weekend. Enjoy this bridge out of what has 
been a very hot and humid summer into what we hope will be a 
wonderful fall. And please do always remember, you can send your 
questions to questions@thebahnsengroup.com. 
 
Thanks so much for being a part of Dividend Cafe 
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