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Beyond the volatility: Why the Al story is \

stronger than ever

Vik Heerah (VH), Chief Marketing Officer at Polar Capital,
talks to Alastair Unwin (AU), Partner, Polar Capital Global
Technology Team.

Q: VH: Starting with the macro, inflation has remained
persistent, putting pressure on interest rates. We have
seen government bond yields spike. This is not typically a
helpful backdrop for equities. What are the implications for
technology stocks?

A: AU: You are quite right, Vik, the macro environment has become
a bit more challenging in the past few weeks and months. You have
seen upward pressure on bond yields, with UK, French, German
and Japanese yields at multi-year highs. If we move over to the US,
we have had persistent inflation or pots of inflation being quite
sticky. We have a new Fed Chair who has sounded a bit more
hawkish and the market is now pricing some rate hikes at the
upcoming meetings, although that number swings around quite a
lot depending on the data. We have seen some interventions in the
Treasury market from Secretary Bessent and in the foreign exchange
market we have seen some big moves in FX, like the yen.

As a result, it has become a more difficult or a more challenging,
choppy kind of macro backdrop for equities and for all risk assets.
Does that matter for the tech sector and particularly for the Al
story? | think there’s a case to say that with hyperscaler capital
expenditure (capex) at $800bn this year going to $1.3trn next year,
according to NVIDIA, that the cost of capital as an input to the Al
story has become a more significant factor.

You have also got the issuance from the hyperscalers themselves,
which is going to run at something around $250bn this year, up
to $400bn next year as a way to fund some of that Al investment,
so it is definitely an input to the story. Where | think it is maybe
not the be all and end all that some investors are worried about

is that the Al story keeps getting better. We have seen fantastic
and accelerating model progress, even with the launch of GPT-6
Astra, which is a great model. We have seen fantastic models from
Anthropic. We have seen really strong open-weight models. It feels
like Al progress is accelerating.
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So while we are keeping a very close eye on the macro and it's
definitely bringing crosscurrents to our story and the Al equity
story, | think for now, it does not seem to be bad enough to offset
or more than offset the sort of excitement we and other investors
feel for the Al story. This is at a time when you are seeing despite,
or maybe because of, all this supply of new compute, demand is
still running ahead of that. That is a reflection, we think, of the
enormous progress Al has made.

Q: VH: We have seen some volatility over the summer with
the Al-related stocks, but that is against the backdrop of
NVIDIA beating expectations yet again, as one example. How
has your view on the Al story changed: has your conviction
wavered in any way?

A: AU: The fundamentals remain very, very strong for the Al story
and NVIDIA is a very good example. You have seen the fifth quarter
of accelerating revenue growth, now growing more than 100%.
The company guided to 70% revenue growth next year, in an
unusual move for them, and said it could be as high as 100% if
they were not supply constrained. That obviously has implications
not just for their estimates but also for the whole supply chain, so
the fundamentals remain very strong and that has been true more
broadly. We have talked about model progress accelerating with the
launch of new models — Al adoption has been extremely strong. If
you go back all the way to February, that was the moment, at least
according to Open Router, a company that provides model routeing
services, that at which agentic demand for tokens overtook human
demand. Since then, agentic demand since February this year is up
14 fold. Human demand is no slouch either, up about 2.8 times,

so we have just seen an explosion in demand. If you look at web
traffic, it was May when agentic web traffic overtook human traffic.

That was expected to happen sometime next year. If you roll this
forward at the current rate, in five years’ time, there could be

a thousand times more agentic traffic than human traffic. It's a
massive Al adoption, which has also — crucially — been reflected in
revenue. We follow Exponential View, and they have put together
some numbers to suggest that overall Al revenue, deduplicating the
various different parts, is maybe running at $230bn at the moment,
up three and a half times in the past 12 months, so really just very
good fundamentals in Al. Why then have we seen such volatility if
the fundamentals are so strong?
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| think that is best looked at as a momentum unwind, as the first
half of the year saw some very strong returns. Then you have
seasonality — positioning became very one sided. You certainly
had some pockets of speculative excess with retail investors’ use
of options and levered DRAM ETFs and all that kind of stuff. And
some of that, we think has now washed out. We have seen a very
sharp drawdown in momentum — tech momentum has almost
halved from June highs. We have seen net leverage for hedge funds
getting back to the first percentile on a 12-month lookback. We
have seen something of a cleaning out and | suppose a reset and
some of that speculative excess being washed out of the market
while the fundamentals remain very strong.

Q: VH: There have been a lot of comments around the levels
of capital expenditure by the hyperscalers. The numbers are
phenomenal, to be fair, but can that generate a return on the
investment over time? What's your view on that? How do
you respond to that concern?

A: AU: The return question is extremely interesting and there are
multiple facets to it for the hyperscalers. One thing we always note
at the outset of these questions is it should tell us something when
the smartest companies in the world are investing so aggressively in
this technology about what they think the future path of it is.

We would take that as a massive vote of confidence in the future
monetisation of Al. The bull case is that you are already seeing
returns. You have seen aggregate cloud revenue growth accelerate
from 39% in Q1 to 48% in Q2. At enormous scale, you have seen
record additions of net new ARR (annual recurring revenue) dollars
and you have seen decent margins. You have seen very strong
pricing of compute in the neo cloud market. If you go back about
12 months, people were pricing deals at maybe $10m or $11m per
megawatt per year. They are now being priced at $16- 25m — so
compute has been repriced. The clearing price has been reset up
because models are more capable, and you can do so much more
with that compute versus what you could do 12 months ago. So
in that sense, the returns are very strong for hyperscalers. You
might even say there’s a case they are underearning because most
of their business is priced at the old rates and the prevailing spot
rates are much higher. There is certainly a bull case that the return
on investment (ROI) is going to be very strong. That said, there’s
also a bear case, and the bear case suggests that this capex is not
wholly about this being an enormous new market, although we
and the hyperscalers clearly think it is. There is a defensive element
to this capex. For all of the new markets that were created, these
companies all have very large, very profitable businesses that are
to some degree at threat, or at least potentially at threat from Al,
whether that is a search business, a social networking business,
their existing cloud business, or even an e-commerce business.

There is the degree to which these companies need to do that capex
for strategic defensive reasons. They are also going to see more
competition. | mean, it's ironic that the cloud market was actually a
pretty small market in terms of the number of participants. You had
two big players and Google as a fairly distant third. We now have a
whole new type of competitor in the form of the neo clouds, which
today are not that large, but they are being supported financially
and technologically by NVIDIA, who do have the balance sheet and
the scale and the market position to really make them into a fourth
category of player or a fourth player potentially.
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So you could see a world in which the cloud market is much more
competitive, even if Al as a whole is adopted very widely and the
revenues may be enormous — we do not yet know that. | think one
thing we are a bit concerned about, and the market is as well, is
that with the exception of Google, the hyperscalers do not have
their own frontier models. If you look at where the returns have
accrued so far in the Al story, OpenAl and Anthropic are doing over
$100bn of run rate revenue between them already three and a bit
years in. That is not a layer at the moment at which the hyperscalers
are participating in a meaningful way. The question is where the
eventual economic shakeout will occur — we can’t know yet. In a
bear scenario they are reduced - if that is the right word — to the
dumb providers of compute. | am not sure that is quite how bad it
will be, but there is a bear scenario there as well.

Q: VH: Now, reminiscent of the DeepSeek moment from a
few years ago, we saw the launch of an open access Chinese
model, Kimi K3, earlier this year. Presumably that is good for
Al adoption, but does it threaten the economics of the US-
based companies that you are investing in?

A: AU: This is probably the most hotly debated question in the
market at the moment. The evidence is that returns to frontier
intelligence so far have been very large and growing very fast.

The best proof point of that is the $100bn of revenue run rate

that OpenAl and Anthropic have been able to generate. Now,

the question is, does that persist in a world where you have more
competitive, often Chinese open-weight or open-source models,
slightly behind the frontier but very close to it. So far those models
have been more or acted more like complements to the frontier
models. There is a case that they become more substituted for
some tasks. What we are excited about is the fact that every new
generation of frontier models has opened up more economically
valuable, more useful tasks. It has not been the case that you have
seen cannibalisation of the old frontier and not the new frontier, so
we think the market is getting much bigger at a faster rate than the
old stuff is getting commoditised.

That does not necessarily have to persist forever, but given the
acceleration in progress at the frontier, we think there is a good
chance that continues for some time. There are massive returns to
being at the frontier and those will continue. There are also some
technical things around. While two models may look quite similar
on a benchmark, if you are doing a long horizon task when you
compound up small differences over time, there can actually be a
very meaningful difference. Models like Kimi K3 are large models
and they are expensive to serve. This is not quite the same price
gap as we had with the original DeepSeek shock, when it really did
appear to be 95% cheaper.

Here you have got to serve the models. You have to pay Kimi a
30% fee as well if you are using them at scale, so there are reasons
that although the model may appear cheaper on a per token basis,
it is less token efficient. It is not on the frontier and it may require
more expensive human intervention. There are a whole host of
reasons why, in practice, it can still make economic sense to use a
frontier model. That is what is driving the growth of this market, we
think, even as open-weight models are getting better all the time
and are playing an increasing role in the token share.
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Q: VH: We have seen a lot of change very quickly in the last
few years. Looking ahead, there are new models to launch
and potential IPOs coming up from Anthropic and OpenAl.
What is your outlook for the next 12 months and how are
you positioning the portfolio?

A: AU: We are very excited about the next 12 months,
fundamentally because of that Al progress point. So long as the
leading models continue to get better and open up new use

cases, new economically valuable work, longer and more complex
autonomous tasks, we think that they are going to continue to
grow very, very quickly and play a profound role in the creation

of new science, which you have started to see the opening up of
brand new markets. and that is something that investors should be
extremely excited about. | think if you take our Al maximalist view
of the world, there will inevitably be an error endemic to all new
technology cycles, volatility and pushbacks on the story counter
narratives and those things are all natural and healthy. They do not
feel great at the time when you are having a more difficult month
rather than a better month, but those are very much part of the
tech story. For us, this is the biggest market we have ever seen

and the fastest-moving technology we have ever seen, and that is
extremely exciting when we are thinking about returns. If you think
we are going from, let’s say, $230bn of revenue, or revenue run
rate, today to over $1trn or beyond, as we think we will get to in
quite short order, you need more supply and that supply in the form
of models, in the form of compute, in the form of capital. All of
those things come on in lumps and the return on that capital, the
return on that new model is always uncertain. There is an inherent
uncertainty to this industry, as with any industry scaling that you
cannot avoid. You need to be diversified, you need to be liquid and
you need to have an anti-hubristic approach because we cannot
know all the answers in advance.

We have even seen within the sector itself massive vertical
integration, which says to us that the companies themselves may
not know who wins yet. You have seen the model makers building
their own chips and trying to build their own cloud. You see NVIDIA
building its own models. You have seen the hyperscalers trying to
get into their own models and then maybe pulling back.

This is a very fluid situation but we think that the prize is very large
and would encourage investors not to lose sight of the opportunity.
Being mindful that over the next few weeks, we are in a tough
period because seasonality into the midterms is always tough. The
market, | think, on nearly every occasion, has been stronger in the
12 months following a midterm election.

There will be volatility and we need to be prepared for that. If that is
something you are unable to deal with or do not want to deal with,
then this probably is not the right sector for you. However, if you
are willing to accept volatility being part of the story, then this is still
an extremely exciting equity story.

16 September 2026
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Risks

e Capital is at risk and there is no guarantee the Fund will achieve its
objective. Investors should make sure their attitude towards risk is aligned
with the risk profile of the Fund before investing.

e Past performance is not a reliable guide to future performance. The value of
investments may go down as well as up and you might get back less than
you originally invested as there is no guarantee in place.

e The value of a fund’s assets may be affected by uncertainties such as international
political developments, market sentiment, economic conditions, changes in
government policies, restrictions on foreign investment and currency repatriation,
currency fluctuations and other developments in the laws and regulations of
countries in which investment may be made. Please see the Fund’s Prospectus for
details of all risks.

e The fund is exposed to Sustainability risks which are environmental, social and
governance factors that could have an actual or potential material negative impact
on the value of the Fund and its risk factors.

e The Fund invests in the shares of companies and share prices can rise or fall due to
several factors affecting global stock markets.

e The Fund uses derivatives which carry the risk of reduced liquidity, substantial
loss and increased volatility in adverse market conditions, such as failure amongst
market participants.

e The Fund invests in assets denominated in currencies other than the Fund'’s base
currency. Changes in exchange rates may have a negative impact on the Fund’s
investments. If the share class currency is different from the currency of the country
in which you reside, exchange rate fluctuations may affect your returns when
converted into your local currency. Hedged share classes may have associated costs
which may impact the performance of your investment.

e The Fund invests in a relatively concentrated number of companies and industries
based in one sector. This focused strategy can produce high gains but can also lead
to significant losses. The Fund may be less diversified than other investment funds.

e The Fund invests in emerging markets where there is a greater risk of volatility due
to political and economic uncertainties, restrictions on foreign investment, currency
repatriation and currency fluctuations. Developing markets are typically less liquid
which may result in large price movements to the Fund.

Important Information: This is a marketing communication and does not constitute

a solicitation or offer to any person to buy or sell and related securities or financial

instruments. Any opinions expressed may change. This document does not contain

information material to the investment objectives or financial needs of the recipient.

This document is not advice on legal, taxation or investment matters. Tax treatment

depends on personal circumstances. Investors must rely on their own examination of

the fund or seek advice. Investment may be restricted in other countries and as such,
any individual who receives this document must make themselves aware of their
respective jurisdiction and observe any restrictions.

A decision may be taken at any time to terminate the marketing of the Fund in any EEA

Member State in which it is currently marketed. Shareholders in the affected EEA Member

State will be given notification of any decision and provided the opportunity to redeem

their interests in the Fund, free of any charges or deductions, for at least 30 working days

from the date of the notification.

Investment in the Fund concerns shares of the Fund and not in the underlying investments
of the Fund. Further information about fund characteristics and any associated risks can
be found in the Fund’s Key Information Document or Key Investor Information Document
("KID" or “KIID"), the Prospectus (and relevant Fund Supplement), the Articles of
Association and the Annual and Semi-Annual Reports. Please refer to these documents
before making any final investment decisions. These documents are available free of
charge at Polar Capital Funds plc, Georges Court, 54-62 Townsend Street, Dublin 2,
Ireland, via email by contacting Investor-Relations@polarcapitalfunds.com or at www.
polarcapital.co.uk. The KID is available in the languages of all EEA member states in which
the Fund is registered for sale; the Prospectus, Annual and Semi-Annual Reports and KIID
are available in English.

The Fund promotes, among other characteristics, environmental or social characteristics
and is classified as an Article 8 fund under the EU’s Sustainable Finance Disclosure
Regulation (SFDR). For more information, please see the Prospectus and relevant Fund
Supplement.

ESG and sustainability characteristics are further detailed on the investment manager’s
website: - https://www.polarcapital.co.uk/ESG-and-Sustainability/Responsible-Investing/.
A summary of investor rights associated with investment in the Fund can be found here.
This document is provided and approved by both Polar Capital LLP and Polar Capital
(Europe) SAS.

Polar Capital LLP is authorised and regulated by the Financial Conduct Authority
("FCA") in the United Kingdom, and the Securities and Exchange Commission (“SEC")
in the United States. Polar Capital LLP's registered address is 16 Palace Street, London,
SW1E 5JD, United Kingdom.

Polar Capital (Europe) SAS is authorised and regulated by the Autorité des marchés
financiers (AMF) in France. Polar Capital (Europe) SAS's registered address is 18 Rue de
Londres, Paris 75009, France.

Polar Capital LLP is a registered Investment Advisor with the SEC. Polar Capital LLP is
the investment manager and promoter of Polar Capital Funds plc — an open-ended
investment company with variable capital and with segregated liability between its
sub-funds — incorporated in Ireland, authorised by the Central Bank of Ireland and
recognised by the FCA. FundRock Management Company (Ireland) Limited acts as
management company and is regulated by the Central Bank of Ireland. Registered
Address: Percy Exchange, 8/34 Percy Place, Dublin 4, Ireland.

For UK investors: The Fund is recognised in the UK under the Overseas Funds Regime
(OFR) but it is not a UK-authorised Fund. UK investors should be aware that they may
not be able to refer a complaint against its Management Company or its Depositary

to the UK’s Financial Ombudsman Service. Any claims for losses relating to the
Management Company or the Depositary will not be covered by the Financial Services
Compensation Scheme, in the event that either entity should become unable to meet
its liabilities to investors. For information on the complaint process to the Management
Company, please see the Country Supplement for this fund available at https://Awww.
polarcapital.co.uk/

Benchmark: The Fund is actively managed and uses the Dow Jones Global Technology
Net Total Return Index as a performance target. The benchmark has been chosen as

it is generally considered to be representative of the investment universe in which the
Fund invests. The performance of the Fund is likely to differ from the performance

of the benchmark as the holdings, weightings and asset allocation will be different.
Investors should carefully consider these differences when making comparisons. Further
information about the benchmark can be found here. The benchmark is provided by
an administrator on the European Securities and Markets Authority (ESMA) register

of benchmarks which includes details of all authorised, registered, recognised and
endorsed EU and third country benchmark administrators together with their national
competent authorities.

Third-party Data: Some information contained herein has been obtained from third
party sources and has not been independently verified by Polar Capital. Neither Polar
Capital nor any other party involved in or related to compiling, computing or creating
the data makes any express or implied warranties or representations with respect to
such data (or the results to be obtained by the use thereof), and all such parties hereby
expressly disclaim all warranties of originality, accuracy, completeness, merchantability
or fitness for a particular purpose with respect to any data contained herein.

Country Specific Disclaimers: Please be aware that not every share class of every fund
is available in all jurisdictions. When considering an investment into the Fund, you should
make yourself aware of the relevant financial, legal and tax implications. Neither Polar
Capital LLP nor Polar Capital Funds plc shall be liable for, and accept no liability for, the
use or misuse of this document.

The Netherlands This document is for professional client use only in the Netherlands
and it is intended that the Fund will only be marketed to professional clients in the
Netherlands. Polar Capital Funds plc is authorized to offer shares in the Fund to
investors in the Netherlands on a cross border basis and is registered as such in the
register kept by the Dutch Authority for the Financial Markets (“AFM”) www.afm.nl.
Spain The Fund is registered in Spain with the Comisién Nacional del Mercado de
Valores (“CNMV") under registration number 771.

Switzerland The principal Fund documents (the Prospectus, Fund Supplement, KIDs,
Memorandum and Articles of Association, Annual Report and Semi-Annual Report) of
the Fund may be obtained free of charge from the Swiss Representative. The Fund is
domiciled in Ireland. The Swiss representative is FundRock Switzerland SA, Route de
Cité-Ouest 2, 1196 Gland, Switzerland. The paying agent in Switzerland is Banque
Cantonale de Genéve, 17 quai de I'lle, 1204 Geneva, Switzerland.

Austria / Belgium / Denmark (professional only) / Finland / France / Germany /
Gibraltar / Guernsey / Ireland / Italy (professional only) / Jersey / Liechtenstein /
Luxembourg / Netherlands / Norway / Portugal / Spain / Sweden / Switzerland
and the United Kingdom The Fund is registered for sale to investors in these countries.

Singapore This document has not been registered as a prospectus with the Monetary
Authority of Singapore. Accordingly, this document and any other document or
material in connection with the offer or sale, or invitation for subscription or purchase,
of Shares may not be circulated or distributed, nor may Shares be offered or sold, or
be made the subject of an invitation for subscription or purchase, whether directly or
indirectly, to persons in Singapore other than (i) to an institutional investor Pursuant to
Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA")
or (ii) otherwise pursuant to, and in accordance with the conditions of, any other
applicable provision of the SFA. The Prospectus and Information Memorandum are
available to download at www.polarcapital.co.uk alternatively; you can obtain the latest
copy from the Polar Capital Investor Relations team.

Hong Kong The Fund is a collective investment scheme but is not authorised under
Section 104 of the Securities and Futures Ordinance of Hong Kong by the Securities
and Futures Commission of Hong Kong. Accordingly, the distribution of this document,
and the placement of interests in Hong Kong, is restricted. This document may only

be distributed, circulated or issued to persons who are professional investors under

the Securities and Futures Ordinance and any rules made under that Ordinance or as
otherwise permitted by the Securities and Futures Ordinance.

Australia The Fund is not registered and has not authorised nor taken any action

to prepare or lodge with the Australian Securities & Investments Commission an
Australian law compliant prospectus or product disclosure statement. This document
may not be issued or distributed in Australia and the shares/interests in the Fund may
not be offered, issued, sold or distributed in Australia by the investment manager, or
any other person, under this document other than by way of or pursuant to an offer
or invitation that does not need disclosure to investors under Part 6D.2 or Part 7.9

of the Corporations Act, whether by reason of the investor being a ‘wholesale client’
(as defined in section 761G of the Corporations Act) or otherwise. The investment
manager holds Australian financial services licence no. 528982 covering certain services
to wholesale clients.
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