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Company Spotlight Alphabet

In the accompanying KAl Commentary: The Al Productivity Effect, we share economist Ajay Agrawal’s framework for investing
through the growth and proliferation of Artificial Intelligence (Al) technology, including four Al Growth Vectors we believe will

have significant influence on the overall economy and capital markets over the decade ahead." This quarter’s company spotlight
focuses on Alphabet Inc., the parent company of Google and YouTube, as it stands out among our core holdings for its unique
positioning across three of these vectors. Just as important, we believe Alphabet is making these investments from a position of
remarkable financial strength.

The Foundation: Infrastructure and Electrification /

As the Commentary describes, the shift to an Al-driven economy requires a massive build-out of computing infrastructure, and
Alphabet is one of the largest builders. Google Cloud, the division that rents computing power to businesses, generated $20
billion of revenue in the first quarter of 2026, growing 63% from a year earlier, with a pipeline of signed future revenue that has
swelled to more than $460 billion.? To keep up with Al demand from internal and external use cases, Alphabet plans to invest
between $180 billion and $190 billion this year alone.?
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Our thesis is that what sets Alphabet apart is that it internally builds nearly everything needed for Al computing. The company
designs its own Al computer chips, runs its own data centres, and develops its own Al models through Gemini.* Owning the
entire Al “stack” is something we believe allows Alphabet to operate at a lower cost than rivals who must buy these pieces from
others.

The Complements: Proprietary Data Monopolies /

Agrawal emphasizes that as Al becomes widespread, proprietary data becomes increasingly valuable and scarce." By this
measure, we believe this is another position of strength for Alphabet as Google Search remains the world’s front door to the
internet, capturing people’s intent at a scale no other company has managed to replicate, while YouTube, which generated over
$60 billion of revenue in 2025, adds a deep layer of insight into what billions of people watch and enjoy.®

Importantly, Al appears to be enhancing this advantage rather than threatening it. Search revenue accelerated to 19% year-over-
year growth in the first quarter of 2026 as Al-powered features continue to draw people in.? We believe this pairing of unmatched
data and increasingly capable Al will make Alphabet’s advertising steadily more personalized and effective over time.
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The System Redesigners /

The winners of this era, in Agrawal’s framing, are those who use Al to fundamentally redesign how work gets done." Alphabet is
weaving its Al capabilities directly into the tools millions of people use every day, including in Gmail, Google Docs, Sheets, and
Meet, where it can now draft documents, build spreadsheets, and manage tasks on a user’s behalf.? This decision is paying off,
as businesses are signing on: paid users of its Gemini Enterprise product grew 40% in a single quarter.® As CEO Sundar Pichai
summarized, “Our Al investments and full stack approach are lighting up every part of the business.”

Investing from a Position of Strength

As highlighted in the Commentary, we acknowledge that the early years of a technology transition test investors’ patience, as
heavy spending can weigh on near-term results.” We believe Alphabet is uniquely equipped to navigate and extend its advantage
through this heavy investment phase. In the first quarter of 2026, the company generated $109.9 billion of revenue, up 22% from
a year earlier, while operating profit rose 30% and profit margins expanded.® Alphabet is funding one of the largest investment
programs in corporate history primarily out of its own cash flow, all while continuing to return capital to shareholders. To date, the
company has been able to successfully expand its advertising business model via Al integration instead of watching its Al tools
cannibalize the advertising business. Rather than a company sacrificing the present to buy the future, we see a business whose
Al investments are already paying off, one positioned to create significant value through “The Between Times.”
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