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Commentary: The Al Productivity Effect
At a recent industry event, the Investment Team at KAl Asset Management had the privilege of attending a keynote by Ajay Agrawal',

a professor at the University of Toronto’s Rotman School of Management and the acclaimed author of Power and Prediction. His deep
expertise in the economics of artificial intelligence provided us with a view into a powerful investment framework for the decade ahead,

one we believe is vital to share with our partners and stakeholders.
Agrawal’s presentation focused on his core thesis, centred on a few key principles:

- Al is fundamentally a prediction technology: Recent advances in Al represent a dramatic improvement in prediction
capabilities. As the cost of prediction drops, its usage will proliferate, causing the value of complementary assets to rise
significantly. In an Al-driven world, two of the most valuable complements are:

- Proprietary Data — The foundation that makes prediction accurate.
- Human Judgment — The ability to determine what to do with a prediction.

- “System Redesign” and “The Between Times”: Agrawal draws a parallel between Al and the historical adoption of
electricity during the Industrial Revolution.

- The Winners — The productivity revolution occurred when factory workflows were redesigned specifically to exploit
distributed electric power, creating system solutions. These redesigned factories achieved productivity lifts of up
to 600%.

- The Losers — The incumbent factory owners who stubbornly clung to what they knew, refusing to invest in
long-term system redesigns, were ultimately driven into obsolescence by this massive productivity gap.

- Agrawal argues we are currently in “The Between Times” — a transitional period before widespread, disruptive
system solutions take hold across the economy.

The Warning: Navigating the Productivity J-Curve

Agrawal warned capital allocators to prepare for the Productivity J-Curve. This phenomenon occurs when the adoption of
transformative technology leads to an initial decline in measurable financial efficiency. This dip is caused by the massive upfront
investment required for new physical infrastructure, workforce retraining, and workflow restructuring. Agrawal urges investors to avoid

misinterpreting this necessary investment phase as a sign of fundamental weakness.
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The Absurdity Index
Agrawal’s insight aligns perfectly with a recent observation by App Economy Insights?. They highlighted a phenomenon they coined the
“Absurdity Index,” where the market is currently paying massive premiums for companies like Walmart and Costco with anemic growth

prospects while discounting companies with incredible Al-driven growth pipelines such as Microsoft and Meta.

'Ajay Agrawal, CFA Society Winnipeg Forecast Dinner 2026 Keynote Presentation (April 22, 2026) 2App Economy Insights, The Great Al Rotation (April 7, 2026)
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Company Forward EV/EBITDA  One Year Growth Outlook
S&P Capital 1Q Growth Walmart 19.1 5.5%
Outlook! Costco 27.8 9.4%

Microsoft 12.6 17.0%

Meta Platforms 10.3 25.8%

As App Economy Insights summarized:

€6 |nvestors are no longer viewing heavy R&D and CapEx as a moat-expanding advantage. Instead, they are treating ambition
as a liability, rewarding low-drama retailers and staples with tech-like multiples simply because their earnings are easier to model.
...In a rational market, you pay a premium for growth. In the 2026 Al scare trade, that logic has been inverted. Investors are
currently paying up to avoid companies ramping their Al infrastructure spending.” ¢¢

The Comfort Trap

Agrawal’s thesis suggests that what feels “comfortable” in the present may actually be a dangerous long-term position. Just as factory
owners who refused to redesign for electricity were eventually wiped out, investors today who chase the “comfort trade” risk holding
the obsolete, steam-era factories of tomorrow.

Our Forward-Looking Strategy

We agree with Agrawal’s vision: enduring the pain of the Productivity J-Curve is a prerequisite for long-term relevance. We believe
our core equity holdings are aligned with both the foundational infrastructure required for the Al transition and the data as a cornered
resource principle.

Additionally, Agrawal outlines four critical Al Growth Vectors that he believes will greatly shape the future:

Before businesses can successfully transition to Al-driven system solutions, a massive
build-out of physical and digital infrastructure is required. The current agentic Al cycle places
unprecedented demands on both global compute capacity and the electrical grid.

The Foundation: Infrastructure
and Electrification

Agrawal emphasizes that as prediction becomes a commodity, proprietary data becomes
the ultimate constraint and most valuable complementary asset. Because the reliability of
an Al’s output is strictly limited by the quality of the data it can access, these companies
can leverage their unique information to generate high-value predictive tools, insulating their
pricing power and sustaining high free cash flow.

The Complements: Proprietary
Data Monopolies

The winners of this era are those moving beyond basic point solutions to fundamentally
redesign workflows. These include firms integrating generative agentic Al deeply into
operational workflow, knowledge work, and creative processes; companies where the

The System Redesigners foundation of their business model is to provide real-time prediction to match supply and
demand efficiently; companies utilizing advanced prediction to fundamentally optimize
advertising systems; and institutions utilizing advanced prediction to redesign systemic fraud
detection.

Agrawal notes that as Al reduces the cost of predicting outcomes, the human judgment
required to determine the relative payoff of different actions becomes a critical differentiator.
The Judgment and Capital Entities that utilize Al thoughtfully and that rely heavily on superior judgment for risk
Allocators assessment and capital allocation will excel. Agrawal makes the point that high-quality
capital allocators will be able to deploy predictive optimization across hundreds of vertical
markets to further enhance outcomes.

'S&P Capital IQ, KAI Asset Management Analysis (July 2, 2026) 2App Economy Insights, The Great Al Rotation (April 7, 2026)
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Below we present our view on how our core holdings map across Agrawal’s four critical growth vectors. We believe these holdings are
well-positioned to navigate the evolving Al landscape and benefit from the opportunities it may create.

Al Growth Vectors

The Foundation: The Complements:
Company Infrastructure and Proprietary Data
Electrification Monopolies

The System The Judgment and
Redesigners Capital Allocators
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The Between Times

Admittedly, navigating this period requires fortitude. However, we believe the risk of the “comfort trade” is profound as it is the
equivalent to sticking one’s head in the sand. By opting for short-term stability, investors risk missing the largest productivity shift in
a century. In our view, the most significant value is created during “The Between Times,” precisely when the market is most likely to
discount the future in favour of immediate, but fragile, comfort.
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Portfolio Activity | Holdings at Quarter End: 24

: Top Holdings GEOGRAPHIC ALLOCATION
:\rllliccrregssc?f? Weight: - KAl Properties
KAI Properties - KAl Health Services
Schneider Electric - Visa
Visa - Microsoft
- Constellation Software
Holdings Exited: - Mastercard
- Uber Technologies
- MSCI
- Alphabet

B International 67%
B Canada 32 %
B Cash 1%

- Berkshire Hathaway

Public Equities Allocation'
Dividend Growth Chart | Most Recent 12 Months
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Alphabet B Cash 1%
Blackstone We expect Blackstone'’s dividend levels to remain highly variable.
) To more accurately reflect the dividend trend we calculate the
o G"::; ; .0;-5% movement using a rolling four quarter average. SECTOR ALLOCATION
O“% 5“’/0 10‘% 15;% 2(;% 25‘% 36% 35% 46%
Private Assets Allocation | Key Statistics? .
KAI Health Services Inc.
/ 12 pharmacies . -
o ) ¢ medical clinics
33 pharmacists 69 physicians
D
1,210,000 RX/year [l Real Estate 17% Healthcare 5%
@ 250 homecare caregivers . Data & Analytics 15% Conglomerates 4%
% . Enterprise Software 15% Industrials 3%
: B Banks 9% Semiconductors 2%
KAI Properties Inc. Payment Services 9% B Cash 1%
\)m 831 multi-family 136,041 sq ft Digital Media & Tech. 8%
units 1 comm space [ Consumer Products 6%

= N

’ e Asset Management 6%
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'S&P Capital 1Q, KAI Asset Management Inc. (KAM) analysis (July 2026) 2KAI Health Services (KHS) and KAI Properties (KP) filings, presentations, and analysis as of July 2, 2026
except for annual prescription volume, which is estimated by management based on actual historical results and prescription trends within KHS pharmacies as of March 31, 2026.
In situations of partial ownership, the number of KPI multi-family units and square feet of commercial space cited represent the proportion owned by KPI. *The KAI Core Equity
Pool (KCEP) has an investment requirement that no less than 75% is to be invested in publicly listed securities, cash, or cash equivalents, with the balance invested in private
equity. “The Private Equity - Real Estate component reflects investments in shares of KAI Properties Inc. (KPI). °The Private Equity - Businesses component reflects investments in
shares of KAl Health Services Inc. (KHS). | The Private Equity Allocations described herein are private corporations that an affiliate of KAl Asset Management Inc. (KAM) manages
and administers. This affiliate of KAM is responsible for selecting and overseeing investments held in the corporations. The management agreements in place compensate the
KAM affiliate for these services. More information about this can be found in the KAI Issuers Fact Sheets, which are available upon request. | © KAl Asset Management Inc. (KAM)
2026 | KAM is a Portfolio Manager and Exempt Market Dealer registered in Manitoba, Saskatchewan, British Columbia, Alberta, Ontario, Yukon, and Newfoundland and Labrador.
The firm is also registered as an Investment Fund Manager (IFM) in British Columbia, Manitoba, and Ontario. This communication is directed only to persons resident in those
jurisdictions. The information contained herein is for general information purposes only and does not constitute an offer or solicitation of securities, managed account services, or
advice on any specific security. The opinions set out herein are effective as of the date of publication and the authors do not undertake to notify the reader of subsequent changes.
Certain general or market information contained herein has been obtained from sources believed to be reliable however KAM cannot guarantee their accuracy.

Any opinions expressed in this newsletter are just that, and are not guarantees of any future performance or returns. 260712 Page 4




