QUARTER THREE, 2026

FDS NEWSLETTER
=]

This summer | finally made the leap to play more golf than | ever have. That’s right; | went
from playing once or twice per summer to playing once per week! It’s not exactly enough to
get me on the pro golf tour but I'll settle for our local park district league circuit.

Now, our league played at 7am on Monday mornings so by the time | finished, a typical work
day was ready to start. As | left the golf course | felt like one part of my day had finished and
| was now going to another part of my life for work and family. Many of the women in our
league also talked about how they were going to go to their next activity with another group
of women or a few other golf leagues they had the rest of the week. | admit that | was
probably the youngest person in our league.

But it got me thinking how these women are living life fully! They’re getting out and about,
involved with many different groups of people, and a variety of activities in their days. The
oldest women in our league were in their nineties! | was honestly impressed at how well
some of them still golfed!

I’m sharing about my summer golf league to encourage you to keep living life to the fullest.
Not only does this bring meaning and relationships to your life but it’s also encouraging to
someone, like me, who sees you out there, involved and active. And it doesn’t just have to
be golf. Some of you take regular trips or meet with prison inmates. Keep inspiring others by
your continued involvement and activity! Others are watching...well at least | am!

— Michelle Smalenberger, CFP® and CEO
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There are a lot of questions recently about
whether "Artificial Intelligence is in _a bubble?”
Our newsletter article from late 2025 addressed
whether Al-related stocks were showing “bubbly”
characteristics.

We concluded that “...there is an elevated risk of
correction in these stocks.” So far in 2026, the
only major Al correction has been in stocks that
seem to be most at risk of Al hurting their
business.

This quarter’'s article looks at the Al bubble
question from a different angle: that being the
economic impact of a historic capital spending
cycle. There’s no doubt that Al spending is the
primary driver of U.S. economic growth.

But instead of trying to predict how Al will play
out in the coming years, we think a better
approach is to examine the evolution of prior
investment booms, which can inform us how the
current boom may play out.

Key takeaways:

e |n 2026, companies will likely spend
over $800 billion on the Al build-out,
and they will invest an additional $1.2
trillion annually from 2027 to 2030.

e The economic impact of the current Al
spending blitz exceeds that of the
railroad build-out of the late 1800s, the
interstate highway system of the 1950s
and 1960s, and the internet build-out of
the late 1990s.

e Surging debt issuance by hyperscaler
companies is a warning sign that the
spending cycle may be extended.

* While strong hyperscaler cash flows
offer a cushion, the reliance on Special
Purpose Vehicles (SPVs) may signal
late-cycle overextension.

PAGE 2: THE Al CAPITAL SPENDING BOOM: HISTORICAL PARALLELS & RISKS

How Much
Intelligence?
The pace of investment spending on artificial
intelligence is rising so rapidly that it’s hard to pin
down exactly how much is being spent per year.

is being Spent on Artificial

The easiest metric to look at is what so-called
“hyperscaler” companies are committed to spend
on these investments, as these are numbers that
matter to investors.

The five companies classified as hyperscalers are
Alphabet (Google), Amazon, Meta (Facebook),
Microsoft, and Oracle. Looking solely at the five
companies in the chart below, we see that
spending has risen from $200 billion in 2024 to
an estimated $800 billion in 2026, with
expectations for spending to exceed $1 trillion in
the coming years.

Big Bucks Theory
Capex ramps up in expectation of mega computing power demand
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These estimates likely underestimate the scale of
investment spending. Not included above are
Anthropic, which launched the Claude platform,
and OpenAl, which launched ChatGPT. Spending
by these two companies likely approaches $100
billion per year.

Beyond direct Al companies, Standard & Poor's
expects that electric utility companies will more
than double capital spending (to $280 billion)
relative to when ChatGPT was first launched.
More electric generation means more spending
on transformers, gas turbines, and the like.


https://financialdesignstudio.com/article-are-ai-stocks-in-a-bubble/

Regardless of the exact number, the takeaway is
that the sheer size of spending is very large and
continues to grow. Just one vyear ago,
hyperscaler companies estimated spending $400
billion in 2026.

The actual number for 2026 is now twice that!
The question is how long this spending will
continue. Most observers believe spending levels
will remain substantial in the current build-out
phase, but decline as Al capacity comes online.
But no one is sure when the spending push will
end.

How Does the Al Spending Boom Compare to
Other Tech Revolutions?

Over $1+ trillion dollars is clearly a lot of money.
By comparison, the United States spends $1
trillion on defense, $1.1 trillion on Medicare, and
$1.6 trillion on Social Security.

Given the scale of Al spending, Al has evolved
from a stock market story to a major driver of the
U.S. economy.

The current economic output of the United States
is $32 trillion per year, which economists call
Gross Domestic Product (“GDP”.) Assuming a flat
$1 trillion of spending on Al equals 3.1% of total
economic output.

Researchers from Columbia Business School
have looked back over the history of the United
States and think the size of the Al spending boom
exceeds that of the past build outs of railroads,
highways, and fiber optic networks.

Peerless Artificial Intelligence
Al delivers the largest capex-driven boost to GDP in history
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This is an important historical context. While each
of the revolutions had a meaningfully positive
impact on the long-term growth of the U.S.
economy, the business cycles during the build-
out phase were anything other than smooth.

The U.S. suffered from two panics in 1873 and
1893, both of which were directly related to
excessive speculation in railroads.

The tech bubble of the 1990s ended similarly,
with many internet companies going bankrupt. In
both situations, the installed railroad track and
fiber optic cable ultimately saw profitable use, but
many investors experienced disappointment due
to the early and frequent spending.

We believe the massive surge in Al spending is a
“warning sign” to keep an eye on. Significant
capital spending on new technology can have an
outsized impact on the overall economy. And
when that spending cycle encounters difficulties
and stalls, history tells us that it can have a
negative impact on the same economy.

How Increasing Al
Market Risk

If the economic impact of surging Al spend is the
first indicator we’re watching, how that spending
is being financed is the next most important
indicator on our radar. From 2023 to mid-2025,
almost all of that spending was financed by
internal cash flows at hyperscalers.

Debt Signals Growing

Google, Amazon, Meta, and Microsoft all have
strong, growing underlying businesses outside of
Al. Cash generated from these “Golden Geese”
was increasingly plowed into spending on Al.

However, the spending splurge is so large now
that it has overwhelmed these company’s ability
to finance the projects with internal cash flows.
Cash flows that were being used to repurchase
their own stock are now being redirected towards
Al spending.

Most notably, however, is the fact that these
companies are now issuing massive amounts of
debt to finance the build-out, as this chart from JP
Morgan Asset Management shows.
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Going back to the historical revolutions noted
above - railroads of the late 1800s and internet
build-out of the late 1990s - both of those
bubbles eventually hit a wall due to surging debt
issuance.

Stock investors have a tendency to look the other
way as companies spend cash flows on major
investments. But bond investors are very
particular about getting their money back. If bond
investors lose confidence in the ability of
companies to pay back their debt, they can
quickly shut the window on these companies
being able to finance their spending in the bond
market.

Our view is that we are still in the early stages of
this new wave of debt issuance. While nearly
$500 billion of debt issued since mid-2025
sounds like a very large number, it’s still small in
the context of $11.7 trillion of corporate debt
outstanding.

However, we believe the pressure on companies
to “spend or fall behind the Al race” will lead
these same companies to keep pushing the debt
issuance envelope.

One other thing concerns us about surging debt
issuance. If you look at the chart above, you’ll see
the acronym “SPV” included in the list of entities
raising debt. SPVs are “Special Purpose
Vehicles.” Having gone through two major
investment cycles in my 29-year career, SPVs
typically arrive late to the party, serving as a
classic sign of cycle overextension.
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We saw this with the tech and telecom build-out
of the late 1990s. SPVs came out of the
woodwork to buy bad mortgages during the late
2000s housing bubble.

SPVs by nature are opaque and are most often
“off-balance sheet entities” whereby it's hard to
determine exactly who is on the hook to pay
debts if they go bad.

In my view, the fact that SPVs are playing a
greater role in the Al build-out is a red flag.

How is the Al Cycle Different from the Railroad
and Internet Buildouts?

While the size of spending and how the spending
is being financed raise some historical eyebrows,
it’s important to distinguish the current cycle from
those prior ones.

We believe - at least for now - there is some
cushion. The chart below is a historical look at
trailing 12-month hyperscaler cash flows.

The main reason why we aren’t too concerned
right now is that the core businesses of the
biggest Al spenders are strong. Look at the green
line, which represents the sum total of operating
cash flows for these five companies. The
numbers are A) massive, and B) still growing.

Hyperscaler Cash Flows: Last 12 Month Sum ($-Billions)
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The majority of investors fixate on what’s called
Free Cash Flow (“FCF”,) which takes Operating
Cash Flow minus Capital Expenditures. FCF has
declined meaningfully since 2024 and has led to
modest performance of these stocks over the last
year.



For much of the last 15 years, investors gravitated
toward large tech stocks due to their belief that
their business models were “asset-light.”
Meaning, they were very profitable and those
profits could be allocated to buying back stock,
which creates strong buying demand for their
stocks.

The Al spending surge has reallocated those
cash flows away from buying back stock and
towards capital spending with an uncertain future
payoff.

In prior historical cycles, both railroads of the
1800s and newfound “fiber” companies of the
late 1990s spent a lot of money before they had
real business profits from these ventures.

The gap between spending and eventual profits
can be much wider than what these initial
investors hope, causing bankruptcies. And while
we have our share of new companies on
spending binges without strong cash flows
(Claude & ChatGPT, for example), most of the
spend is from these very profitable hyperscalers.

What’s Next for the Al CapEx Cycle?

Predicting the timing and “what happens next” of
the Al CapEx cycle is highly uncertain. But we
believe that history is a great guide for what
comes next, and hence we believe this spending
cycle will end at some point.

We believe there will eventually be a moment
when one of these hyperscalers ‘pushes back
from the table’ by announcing a curtailment in
capital spending. Maybe because they don’t think
they’ll get the investment returns they hoped for,
or because they simply can’t get the money to
finance the continued spending spree.

The end of summer and beginning of fall marks
an important shift in the calendar for many. The
smell of pumpkin spice lattes are in the air,
football starts, and our employers send us emails
about the upcoming open enrollment season.

FDS 03 2026
Such a moment might be closer than many
expect, given the surging costs of building data
centers. A hyperscaler ‘push back’ will probably
be profoundly negative for the recipients of all
this capital spending - Nvidia and semiconductor
stocks.

These are the companies whose earnings
expectations have gone sky high as demand for
Al and semiconductor chips has surged. But it
could also be a relief to investors in hyperscaler
companies, as curtailment of Al spending would
mean spending operating cash flows on stock
buybacks.

We are closely watching all parts of our
investment models to see how the Al spending
surge can impact our client’s investments. Many
traditional stock benchmarks, such as the S&P
500 and MSCI Emerging Markets Index, have
become very undiversified.

So we have taken steps to enhance
diversification in those asset classes. Likewise,
we are keeping an eye on exposure to Al-related
bonds in portfolios.

Our objective is that client portfolios generate the
long-term returns they need to support future
spending needs, while experiencing less volatility
than standard benchmarks. Investing in different
types of stocks and bonds - called diversification -
is how we do that.

Markets and the economy are always in some
state of transition from boom to bust and
everything in between. We partner with you,
monitoring your hard-earned savings and
optimizing your investments for any environment.

Employee benefits are a powerful part of your
compensation. Usually the value of offered
benefits are 10-20% of an employee’s overall
compensation!

PAGE 5: HOW TO CHOOSE OPEN ENROLLMENT BENEFITS
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But they often limit your ability to change these
benefits to a short 2-3-week period each year.
Here are the benefits you are most likely to see,
and what to consider.

Health Insurance: We all know how important
this is, and how expensive it can be. A quick trick
you can use is to identify what the out of pocket
maximum is. This is how much money you have
to spend before insurance kicks in. What amount
does your plan allow for?

Disability Insurance: Disability insurance pays
you a percentage of your regular income should
you become disabled. If you have a solid
emergency fund, it might be more important to
look at your long term disability over short term.

Life Insurance: If your company offers to pay for
basic life insurance, that’s a great option to take.
However, if you lose your job, you will lose all
your life insurance. We usually recommend our
clients look into buying the policy themselves to
avoid this risk.

For much of their life, people are focused on
accumulating wealth. Spending it back down in
retirement is a huge mindset shift. What most
people forget is that switching to giving away is
an even more drastic change.

When you write an estate plan, you are engaging
in the act of giving: taking what is yours and
changing the ownership.

No longer is estate planning a boring document
stating who gets how much. It’'s a way for you to
give. And gift givers seek to create impact.

As you consider your assets, you should think
about the relationships you have and the
unspoken needs or hopes they have. So how can
you give your assets in a way that makes a real
difference?
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Deferred Compensation Plans: Executives can
use this benefit to protect their income from high
taxes. However, you can’t guarantee that the
company will be around forever. And, once you
make this choice, it's nearly impossible to
reverse. For you, are these risks worth it?

Flexible Spending Accounts (FSA): These
accounts allow you to use pre-tax money for
healthcare. However you must use all the money
in this account before the end of the year. If you
anticipate having high healthcare costs, you
might want to consider this benefit.

Other benefits might include:
e Accidental Dismemberment
e Dental and Vision
e Dependent Daycare FSA
e Legal Assistance
e And more!

In Rob’s article, he does a deep dive on the value
for each of these benefits. Read the full article by
scanning the QR code with your phone.

In this way, your assets aren’t just being
repurposed, but truly accomplish what you want
them to.

We’ve seen people do some pretty remarkable
things for their beneficiaries!

Listen to our full conversation in Episode 77 of
the “Behind the Designs”. Find it where you
stream podcasts or scan the QR code below.

FINANCIAL DESIGN STUDIO & THE BEHIND THE DESIGNS PODCAST
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We spend our days learning about what matters most to you. Now, we want to share a bit
about what matters to us! In each 2026 newsletter, we’ll highlight a team member and how

they celebrate a holiday from that quarter!

What'’s your favorite holiday in this quarter?

July 4th, by a mile. | love celebrating America. In
my youth I'd go down to Arkansas to visit my old
college roommate, and we’d take over his
neighborhood’s roads, and shoot off a ton of
fireworks, enough for a 25 minute show.

Put it in your own words for why we celebrate
and remember this holiday.

| truly believe that we as individuals and a nation
need to reflect on our respective histories and
stories. We all have stories to tell, and those
stories have value. Reading through the
Federalist Papers ahead of America’s 250th
anniversary was an extremely rewarding exercise
this year.

What part of this holiday do you most look
forward to?

July 4th is one of those holidays that's a true
neighborhood holiday. Neighbors that we would
not normally have regular contact with are out
and about with their families, and it’s nice to stop
and say hi and get to know them a bit more.

What'’s a childhood memory you have from this
holiday?

My Dad and Uncle used to love shooting off
fireworks when | was young. One year, my Dad
nailed a spinning firework to a tree. After lighting
it, the thing spun off the tree and chased my Dad
around the yard.

Is there a signature dish for this holiday that
you love?

We love traditional burgers and BBQ. Sometimes
I'll smoke some ribs or brisket for the 4th. Given
that we now live in a rural area of Wisconsin, we
have access to sweet corn cobs that local
farmers picked that very morning.

How did you spend this summer?

We had two major celebration events this
summer. The first was our daughter’s graduation
from the University of Arizona. We endured 100-
degree heat to give her the celebration and
recognition she deserved!

And since we are a blended family of people from
the US, Guatemala, ElI Salvador, Mexico, and
Ecuador, World Cup football was a really, really
big deal. Most of us were able to get together
downtown Chicago for the Mexico vs. South
Korea match, which ended in a win for Mexico.

UNIVERSITY OF ARIZONA TRIP

We hope you enjoy these quarterly newsletters!

Reach out to team@finanicalesignstudio.com to let us know if you’d like to add a friend to our mailing list!
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