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FY2026 Revenue Q1 FY2027 Revenue Q2 FY2027 Guide Base DCF Midpoint
$215.9B $81.6B $91.0B $191.8
from $27.0B in FY2023 +85% year-on-year excl. China DC compute vs. $215.33 market price

INVESTMENT CONCLUSION — HOLD / NEUTRAL

Business quality is exceptional. Valuation is demanding. The stock trades above our base-
case DCF midpoint of $191.8 per share, implying the market has already priced in a
sustained and highly profitable Al infrastructure build-out. New capital does not have a
compelling entry point at current levels; existing holders have no fundamental reason to exit
unless the cycle assumptions deteriorate.
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Author's Note

This report was written from two perspectives that do not always agree with each other, and that
tension is deliberate.

The first perspective is that of a macroeconomist: sceptical of narratives, attentive to structural
conditions, insistent on identifying what must be empirically true for any conclusion to hold. From
that vantage point, this report asks hard questions about Al return on investment, correlated
demand risk, and the historical parallels that make parts of the current cycle uncomfortable to
dismiss.

The second perspective is that of a disciplined trader: alert to positioning asymmetries, respectful
of price as information, and focused on the observable signals that would cause a thesis to break
or confirm. From that vantage point, this report identifies the specific data points that matter —
not the ones that are most discussed, but the ones that are most diagnostic.

Where those two perspectives converge, the conclusions are stated with confidence. Where they
diverge, both views are presented. The reader should understand that NVIDIA's investment case
is genuinely uncertain at the margin — not because the company is weak, but because the price
demands that many things go right simultaneously.

Elena Zhang - May 2026
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1. Executive View

Something unusual happened in the three years between January 2023 and January 2026. A
semiconductor company grew its annual revenue by nearly eight times — from $27.0 billion to
$215.9 billion — while simultaneously expanding its operating margin from 15.6% to 60.4% and
its free cash flow from $3.8 billion to $96.7 billion. That trajectory has no modern precedent among
large-cap public companies. [1]

The standard explanation is that NVIDIA sells the GPUs that train and run Al models, and Al
demand is enormous. That is true, but insufficient. A more precise framing is that NVIDIA has
become the pricing proxy for the global Al infrastructure capital expenditure cycle. Its stock does
not merely reflect GPU demand — it reflects the market's collective belief about how long, how
profitably, and how uninterruptedly the Al infrastructure build-out will continue.

That distinction matters enormously for valuation. A company growing because of secular
demand for its products deserves a premium. A company whose stock price also embeds
assumptions about the duration and profitability of a macro capex cycle — involving hyperscalers,
sovereign governments, and enterprise technology budgets simultaneously — requires a different
and more disciplined analytical framework.

The question is not whether NVIDIA is a great company. It clearly is.
The question is what must remain true for the current price to be
justified.

This report addresses that question from two complementary angles: a macroeconomic critique
that identifies the structural assumptions the current narrative takes for granted, and a trader's
perspective that translates those assumptions into observable market signals. We cover the
financial reality of NVIDIA's transformation, the economic logic and fragility of the Al capex cycle,
the nature and limits of NVIDIA's competitive moat, the valuation arithmetic, and the risk vectors
that could cause the thesis to break.
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2. The Financial Reality

2.1 A Growth Trajectory Without Modern Precedent

NVIDIA's revenue compounded at approximately 100% per year between FY2023 and FY2026.
Amazon's AWS — the fastest-growing large technology business of the prior decade — took
roughly six years to grow from $10 billion to $80 billion in annual revenue. NVIDIA achieved the
equivalent in approximately 18 months. [1][2]

The composition of that growth is as important as its magnitude. In FY2023, the Compute &
Networking segment — which contains data centre GPUs — generated $15.1 billion, representing
56% of total revenue. By FY2026 it had reached $193.5 billion, representing 89.6% of total
revenue. NVIDIA is, in operational terms, almost entirely a data centre infrastructure business. Its
gaming segment still grows — from $11.9 billion in FY2023 to $22.5 billion in FY2026 — but it is
no longer the relevant analytical frame. [1]

FY2023 $27.0B 56.9% 15.6% $4.4B $3.8B
FY2024 $60.9B 72.7% 54.1% $29.8B $27.0B
FY2025 $130.5B 75.0% 62.4% $72.9B $60.9B
FY2026 $215.9B 71.1% 60.4% $120.1B $96.7B
Q1 FY2027 $81.6B 74.9% 65.5% $58.3B $50.3B
(quarterly)

Table 1. NVIDIA historical financial performance. FY2026 gross margin reflects a $4.5B H20 inventory and purchase-
obligation charge related to US export controls. FCF is operating cash flow less capital expenditure. Source: NVIDIA SEC
filings (10-K FY2023-FY2026; 10-Q Q1 FY2027). [1]

Revenue, operating income and free cash flow | FY2023-Q2 FY2027
Source: NVIDIA SEC filings (10-K, 10-Q); Q1 FY27 earnings release
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Figure 1. Revenue (navy), operating income (blue) and free cash flow proxy (teal) FY2023—Q2 FY2027. Q2 FY2027 shown
as management guidance (dashed outline). Source: NVIDIA SEC filings; author calculations.

2.2 The H20 Charge and What It Reveals

FY2026 gross margin of 71.1% is misleadingly low. NVIDIA disclosed a $4.5 billion H20 excess
inventory and purchase-obligation charge driven by export control restrictions on China sales.
Adjusting for that one-time item, underlying FY2026 gross margin was approximately 73-74%,
consistent with FY2025's 75.0%. [1]

The analytically significant point is what the H20 episode reveals about the architecture of
NVIDIA's risk. The company designed a product specifically to comply with existing export control
thresholds, built supply commitments around it, and then saw it rendered uncommercial by a
regulatory change that moved faster than the supply chain. That is not a standard inventory write-
down. It is direct evidence that geopolitical policy can impair NVIDIA's unit economics on a
timeline that makes operational hedging nearly impossible.

In Q1 FY2027, gross margin recovered to 74.9%, and management guided Q2 FY2027 gross
margin to the same level. Q1 FY2027 revenue was $81.6 billion — 85% higher than Q1 FY2026
— with Q2 guided to $91.0 billion, explicitly excluding any China Data Center compute revenue.

[3]

THE SIGNIFICANCE OF THE Q2 GUIDANCE

Near $100 billion in a single quarter — with China's data centre compute market explicitly
excluded — is the single most important data point in this report. NVIDIA's current growth
engine draws almost entirely on non-Chinese hyperscaler and sovereign Al demand. The
China exclusion is not a temporary disruption awaiting diplomatic resolution; it is a structural
feature now embedded in the revenue model.

Gross margin and operating margin profile | FY2023-Q1 FY2027
Source: NVIDIA SEC filings. FY2026 GM reflects $4.5B H20 export-control charge.
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Figure 2. Gross margin (navy, solid) and operating margin (teal, dashed) FY2023-Q1 FY2027. The amber shaded band
marks the FY2026 H20 charge impact. Gross margin recovered to 74.9% in Q1 FY2027. Source: NVIDIA SEC filings.
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2.3 Balance Sheet and Capital Allocation

At 26 April 2026, NVIDIA held $13.2 billion in cash, $37.1 billion in marketable debt securities,
$30.2 billion in marketable equity securities, and $43.4 billion in non-marketable equity securities.
Gross debt was $8.5 billion. Q1 FY2027 operating cash flow was $50.3 billion — a quarterly run
rate exceeding the annual free cash flow of almost every S&P 500 company. In May 2026, NVIDIA
announced an additional $80 billion share-repurchase authorisation. [4]

The cash generation rate materially exceeds the company's ability to reinvest organically, which
is simultaneously evidence of extraordinary business quality and a signal worth monitoring: when
a business cannot find sufficient internal reinvestment opportunities at its cost of capital, the
marginal return on equity allocated to buybacks rather than growth eventually compresses.
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3. Who Is Paying, Why, and For How Long?

The standard account of Al demand focuses on model training: frontier Al labs need GPUs,
therefore NVIDIA's revenue grows. That account was accurate in FY2024. It is no longer
analytically sufficient in FY2026. The current demand base has three structurally distinct
components — each with different economic logic, different return dynamics, and different
vulnerability to a spending reversal.

Microsoft, Google, Amazon, and Meta collectively account for the majority of NVIDIA's Data
Center revenue. Each has publicly committed to Al infrastructure capital expenditure programmes
running to hundreds of billions of dollars over multi-year horizons. Microsoft's FY2025 capital
expenditure was approximately $56 billion, with Al infrastructure explicitly cited as the primary
driver. Google's was approximately $52 billion. Meta guided FY2025 capital expenditure to $60—
65 billion, a near-doubling year-on-year. Reported capex figures vary by lease classification and
accounting treatment; we use them directionally to indicate the scale of Al infrastructure
investment. [5][6][7]

3.1 Hyperscaler Capex: The Largest and Most Scrutinised Driver

MACROECONOMIST'S CRITIQUE — THE ROI QUESTION THIS NARRATIVE
TENDS TO AVOID

What is the commercial return on this capital expenditure? The honest answer, as of mid-
2026, is that it remains largely undemonstrated at the scale implied by the investment.

Azure Al services, Google Cloud's Vertex Al, and Amazon Bedrock are all generating
meaningful and growing revenue. But the relationship between the volume of GPU capacity
being installed and the revenue being earned from that capacity is not yet clearly established.
The hyperscalers are, in effect, making a large forward bet — building infrastructure in
advance of demonstrated monetisation, on the thesis that Al services will generate returns
comparable to or exceeding prior cloud infrastructure cycles.

Economic history suggests this is a reasonable long-run bet. It also suggests, with
considerable regularity, that the period between 'building the infrastructure' and 'monetising
the infrastructure' is precisely when supply-demand imbalances, pricing pressure, and
demand disappointments occur. The fibre-optic overbuild of the late 1990s and the early-
cloud capacity overestimates of 2008-2010 are the structural reference cases. Neither
ended in permanent demand destruction — the infrastructure was eventually absorbed —
but both produced multi-year depressions in economics for the infrastructure suppliers at the
top of the supply chain. [17]

NVIDIA sits at the top of this supply chain. It sells the shovels regardless of whether the gold
is found. That positioning also means its revenue is the leading edge of the capex cycle, not
the lagging edge. If hyperscaler managements conclude they have over-ordered, the first
place that shows up is in GPU purchase deferrals — not gradually, but abruptly, because
hyperscaler procurement operates on committed purchase orders, not spot markets.

3.2 Sovereign Al: Real Demand, Different Economics

A structurally distinct and rapidly growing component of NVIDIA's demand base is sovereign Al
infrastructure. Governments across the Gulf states, Southeast Asia, Europe, and Latin America
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are building nationally-controlled Al compute capacity — driven by strategic autonomy objectives,
industrial policy mandates, and the emerging consensus that domestic Al capability constitutes
critical national infrastructure. [8]

This demand has a materially different economic character from hyperscaler capex. Sovereign Al
buyers are less price-sensitive, structurally unlikely to develop internal chip alternatives at scale,
and their purchasing decisions are driven by geopolitical and strategic considerations rather than
ROI calculations. This makes sovereign demand more stable in a cyclical downturn scenario —
governments do not face quarterly earnings pressure — but also more exposed to diplomatic
friction and export control disruption. A change in US policy toward a specific country, or a bilateral
diplomatic deterioration, can remove a sovereign Al buyer from the addressable market entirely.

NVIDIA's GTC 2026 materials explicitly highlight sovereign Al as a growth vector alongside
hyperscalers, signalling active cultivation of this customer category. [9]

3.3 Enterprise Al Deployment: The Most Durable, the Least Visible

The third demand driver — enterprise deployment of Al inference infrastructure — is the least
visible in current financials but potentially the most structurally durable. Enterprises across
healthcare, financial services, manufacturing, and professional services are beginning to deploy
dedicated Al compute capacity for inference workloads: running trained models in production
environments at commercial scale.

Inference economics differ from training economics in ways that matter for the cycle. Training is
intermittent and front-loaded; the capital investment is concentrated in a relatively short build
window. Inference is continuous; every model-generated output consumes compute, and as Al
applications scale from pilots to production, the inference compute requirement grows
proportionally with usage — creating a more recurring and less cyclical demand pattern.

The competitive risk in this segment is the most immediate NVIDIA faces from custom silicon.
Google's TPUs, Amazon's Inferentia, and emerging ASIC designs can be optimised for known
inference workloads at meaningfully lower cost per token than general-purpose GPUs. This does
not threaten NVIDIA's training dominance in the near term, but it applies structural pressure to
inference pricing over time.

3.4 The Compute Efficiency Risk: The Variable Most Demand Models
Ignore

There is a fourth demand variable that is structurally distinct from all three above, and that
received almost no analytical attention until early 2025: the possibility that Al model efficiency
improves fast enough to reduce the compute required per unit of Al output, compressing
aggregate GPU demand even as Al application deployment grows.

In January 2025, DeepSeek released its R1 model, demonstrating performance broadly
comparable to leading frontier models at a fraction of the reported training compute cost. The
immediate market reaction — a single-day decline of approximately 17% in NVIDIA's share price
— illustrated how rapidly compute efficiency gains can reset demand expectations. The sell-off
subsequently partially reversed as analysts argued that lower cost-per-token would expand Al
adoption broadly enough to increase total compute demand (Jevons paradox). Both arguments
have merit; neither is empirically settled. [21]
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MACROECONOMIST'S NOTE — THE JEVONS PARADOX IS NOT
GUARANTEED TO HOLD

The 'efficiency gains expand total demand' argument rests on an analogy to historical energy
and semiconductor markets, where lower cost per unit consistently generated more-than-
proportional demand growth. That analogy is reasonable but not certain for Al workloads.
The key difference is that Al compute demand is currently driven predominantly by a small
number of very large buyers making explicit capital allocation decisions — not by millions of
consumers making marginal cost-sensitive choices.

If a major hyperscaler concludes that improved model efficiency means its existing GPU fleet
can serve projected workloads without the capacity additions it had planned, the resulting
demand deferral would be concentrated, large, and fast. This is not a probability we assign
a high weight to in our base case — the weight of current evidence suggests demand is
absorbing efficiency gains — but it is a mechanism that should be explicitly tracked rather
than assumed away. The relevant observable signal is the ratio of hyperscaler Al service
revenue growth to hyperscaler GPU procurement growth; if the former accelerates while the
latter decelerates, it suggests efficiency gains are substituting for hardware investment rather
than complementing it.
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4. The Moat: More Than GPU Market Share

A standard competitive analysis of NVIDIA focuses on GPU architecture leadership. That framing
is correct butincomplete. NVIDIA's durable competitive advantage is better understood as a multi-
layer stack that becomes progressively more difficult to displace as you move from hardware
toward software and ecosystem.

Architecture Blackwell, Rubin 2-3 year lead vs. AMD; qualitatively different from custom
roadmap ASICs

Networking  NVLink, InfiniBand / NVLink is proprietary; InfiniBand ecosystem deeply
Ethernet embedded across data centres

Software CUDA, NIM, Al 20+ year CUDA investment; ecosystem switching costs
Enterprise are prohibitive at scale

Systems GB200 / NVL72 racks, Rack-level integration creates lock-in well above the chip
DGX level

Ecosystem Hyperscaler certification, = Network effects in software tooling compound over time
ISV libraries and are hard to replicate

Table 2. NVIDIA's competitive moat by layer. Source: author analysis based on NVIDIA product disclosures, GTC 2026
materials, and public competitor roadmaps. [9][10]

4.1 CUDA: The Highest and Most Durable Barrier

CUDA — NVIDIA's parallel computing platform launched in 2006 — is the single most important
competitive asset the company possesses, and it does not appear on the balance sheet. Over
nearly two decades it has accumulated deep developer investment: libraries, frameworks,
research papers, trained engineers, and institutional knowledge, all written to run on NVIDIA
hardware.

The switching cost of moving from CUDA to an alternative is not merely the cost of rewriting code.
It is the cost of retraining researchers, porting institutional libraries, rebuilding toolchains, and
accepting performance uncertainty during the transition. For a hyperscaler running at scale, that
cost is prohibitive in any near-term planning horizon. For an Al lab where training runs cost millions
of dollars, the risk of performance regression on an unfamiliar platform is commercially
unacceptable.

AMD's ROCm platform is a credible technical alternative that has not yet achieved CUDA's
ecosystem depth. Custom silicon alternatives — Google TPUs, Amazon Trainium — are closed
ecosystems that solve the ROI problem for their owners but do not threaten NVIDIA's position
with third-party customers.

4.2 The Al Factory Architecture

NVIDIA's strategic direction under Jensen Huang is explicitly towards what the company calls the
'Al factory' — a complete, integrated system for Al computation encompassing compute,
networking, storage, and software. The GB200 NVL72 rack system, integrating 72 Blackwell
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GPUs with NVLink networking into a single liquid-cooled unit, is the physical embodiment of this
strategy. [9]

The significance of the rack-level product is that it shifts the competitive battleground from chip
performance to system integration. A competitor matching NVIDIA on raw GPU performance still
has to replicate the networking, software stack, thermal management, and validation against the
major cloud platforms. Each layer represents years of engineering investment and an installed
base of customers who have built their infrastructure around NVIDIA's specifications.

NVIDIA's moat is moving upward in the stack. It is not merely
defending GPU market share; it is attempting to define the
operating architecture of Al factories.

4.3 The Limits of the Moat

The moat is real and deep in the near term. It is not permanent. Three structural forces will erode
it at the margin over a five-to-ten-year horizon:

* Gradual: Custom silicon at scale. As hyperscalers accumulate production experience
with TPUs, Trainium, and future designs, the cost advantage over general-purpose
GPUs for specific workloads will grow. The trajectory is not full replacement but mixed
deployment — custom silicon for known workloads, NVIDIA for novel and
heterogeneous workloads — a materially less favourable demand mix for NVIDIA than
today.

* Long-term: Open-source software alternatives to CUDA. Projects including OpenCL,
SYCL, and hardware-agnostic frameworks (JAX, PyTorch CUDA alternatives) receive
growing investment. None threatens CUDA today. The cumulative effect over a decade
is non-trivial.

* Uncertain: Architectural shifts in Al workloads. The history of computing is punctuated
by shifts that rendered incumbent hardware advantages obsolete — the CPU-to-GPU
transition being the most recent example. If inference patterns shift significantly toward
sparse models, neuromorphic architectures, or fundamentally different compute
primitives, NVIDIA's current advantage could erode faster than its roadmap visibility
suggests.

4.4 The Product Transition Risk: Blackwell to Rubin

One near-term risk that does not fit neatly into the long-term structural categories above deserves
explicit treatment: the product transition from Blackwell to Rubin.

NVIDIA's historical pattern shows that every major architecture transition — from Volta to Turing,
Turing to Ampere, Ampere to Hopper, Hopper to Blackwell — has been accompanied by a one-
to-two quarter period of order softness. Customers who are aware of a superior successor product
have a rational incentive to defer discretionary purchases until the new generation is available,
certified on their platforms, and proven at scale. This is not a failure of NVIDIA's product strategy;
it is a structural feature of selling into a technically sophisticated and procurement-disciplined
customer base.

PRODUCT TRANSITION RISK — BLACKWELL TO RUBIN
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The Rubin architecture was announced at GTC 2024 and is expected to enter production in
2026. As Rubin availability becomes more concrete in customer roadmap planning, the risk
of a Blackwell order air pocket in H2 FY2027 or FY2028 increases. The magnitude of any
such air pocket depends on three factors: how quickly NVIDIA can certify Rubin in
hyperscaler environments, how much of current Blackwell demand reflects pull-forward
buying ahead of known supply constraints, and whether the Rubin performance step-up is
large enough to justify a full upgrade cycle rather than incremental Blackwell additions. [9]

Our base-case DCF models a revenue growth deceleration from 67% in FY2027 to 30% in
FY2028 — a deceleration that is partly explained by base effects but is also consistent with
a modest transition-period order pause. The risk is that the actual deceleration is sharper if
Rubin timelines slip or if Blackwell demand was more pull-forward than organic. Readers
should treat the FY2028 revenue forecast as carrying higher uncertainty than the FY2027
number, which is already substantially anchored by disclosed order patterns.
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5. Valuation: What the Price Already Knows

5.1 DCF Framework and Base Case

We value NVIDIA on a free cash flow to the firm (FCFF) basis, anchored to Q1 FY2027 reported
results and Q2 FY2027 management guidance. We use operating income rather than GAAP net
income as the core metric: Q1 FY2027 GAAP net income was inflated by $13.4 billion of
unrealised gains on publicly-held equity securities, which have no bearing on the operating value
of the business. [4]

For WACC, we use a risk-free rate of 4.57% (10-year US Treasury yield as at the valuation date),
an equity risk premium of 4.23% (Damodaran January 2026 mature-market estimate), and a beta
of 1.50 (Damodaran January 2026 semiconductor industry levered beta). We deliberately use the
industry beta rather than NVIDIA's stock-specific observed beta of approximately 2.24-2.25,
because the stock beta is significantly inflated by momentum and options activity that does not
reflect underlying operating risk. The resulting WACC is 10.9%. [11][12]

FY2027 FY2027 GM Rev. CAGR '27- Terminal EBIT % | DCF Value/
Revenue '31 Share

Pessimistic $334.7B 73.0% 13.4% 53.0% $114.9
Base case $360.6B 74.5% 20.6% 58.0% $184-199
Optimistic $371.4B 75.0% 24.0% 61.0% $238.2

Table 3. DCF scenario summary. Base case midpoint $191.8 spans Gordon-growth ($184.3) and 12.0x exit EBITDA
($199.3) terminal value methods. WACC 10.9% throughout. Source: author model. [1][3][4]

5.2 What the Current Price Implies

At $215.33, NVIDIA trades approximately 12% above our base-case DCF midpoint of $191.8.
That gap is not large enough to characterise the stock as a bubble, but it is large enough to
indicate that the market is pricing something between the base case and the optimistic case —
not the base case itself.

Our sensitivity analysis shows $215.33 is broadly consistent with a WACC of approximately
10.0% and a terminal growth rate of 3.5%, or alternatively with an operating forecast more
aggressive than our base case. [4]

WACC / Terminal 2.0% 2.5% 3.0% 3.5% 4.0%
Growth

10.0% $194 $202 $210 $220 $231
10.5% $182 $188 $195 $203 $212
10.9% (base) $173 $178 $184 $191 $200
11.5% $161 $165 $170 $176 $183
12.0% $152 $156 $160 $165 $171

For informational purposes only. Not investment advice. Policy Alpha Research - May 2026



NVIDIA Corporation — Deep Research - Policy Alpha Research - Elena Zhang

Table 4. DCF sensitivity — equity value per share (Gordon growth, base operating forecast). Highlighted cell approximates
the current market price. Source: author calculations. [4]

DCF valuation scenarios vs current market price
WACC 10.9% - Beta 1.50 (Damodaran semiconductor, Jan 2026) - ERP 4.23% - Rf4.57%

|
Pessimistic -

Midpofht$191.8 |

|

i 0 T L Current T
$0 $50 $100 $150 $200 price $250

Equity value per share (USD) $215.33

Figure 3. DCF valuation scenarios versus current market price of $215.33 (red dashed line). The midpoint of the base-case
range ($191.8) implies —=10.9% downside. Current price sits between base and optimistic cases. WACC 10.9%, beta 1.50
(Damodaran semiconductor industry, January 2026). Source: author model.

5.3 Relative Valuation: What the Multiples Say

A DCF valuation in isolation is necessary but insufficient. The majority of its value sits in a terminal
value that reflects assumptions about a world a decade away. Relative valuation multiples provide
a complementary check — anchored to observable current-year and forward earnings — that is
more immediately legible to most market participants and more directly comparable across peers.

NVIDIA Broadcom | Historical Interpretation
(current) NVDA avg

EV /FY2027E ~24x ~13x ~6x (FY20- Premium reflects cycle
Revenue 22) leadership

EV /FY2027E ~28x ~22X ~21x ~18x (FY20—  Above historical range
EBITDA 22)

P/ FY2027E ~31x ~25x ~26X ~35x (FY24— Below recent peak; still
Earnings 25 peak) rich

EV /FY2027E ~32x ~28x ~24x ~14x (FY20—  Demands sustained FCF
FCF 22) quality

Table 5. Relative valuation comparison. NVIDIA multiples calculated from current market capitalisation of ~$5.25 trillion,
enterprise value adjusting for net non-operating investments, and FY2027E consensus estimates as proxied by the base-
case model. Peer multiples are approximate, based on publicly available consensus estimates as at May 2026. Historical
NVDA average covers FY2020-FY2022 pre-Al-supercycle period. Source: author calculations; public market data. [1][4][22]

Three observations from the relative valuation picture are worth making explicitly.
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First, at approximately 28x FY2027E EBITDA, NVIDIA is priced above both its semiconductor
peers and its own pre-Al-supercycle history by a meaningful margin. That premium is not irrational
— NVIDIA's operating margin profile and competitive moat genuinely distinguish it from AMD and
Broadcom — but it leaves no room for estimate disappointment. A 10% miss on FY2027 EBITDA
at the same multiple would imply roughly $480 billion of market capitalisation destruction.

Second, the forward P/E of approximately 31x is actually below NVIDIA's own FY2024—-FY2025
peak multiple of approximately 35x, which provides some relative comfort. However, those peak
multiples were applied to a period of peak earnings growth acceleration; the current growth rate,
while extraordinary in absolute terms, is decelerating from the FY2025 peak. Applying peak-
growth multiples to deceleration-phase earnings is a common valuation mistake.

Third, the EV/FCF multiple of approximately 32x is the most demanding of the four metrics,
because it is the hardest to explain away. It implies that at the current price, every dollar of
NVIDIA's annual free cash flow is being valued at 32 dollars of enterprise value — a rate that
requires either continued very high FCF growth or a compression in the multiple over time. Either
path is consistent with a Hold conclusion at current levels.

5.4 Macroeconomist's Critique of the Valuation Framework

THREE PROBLEMS WITH HOW MOST ANALYSTS FRAME THIS VALUATION

Problem 1 — Beta choice is load-bearing and under-examined. The choice between an
industry beta of 1.50 and NVIDIA's observed beta of ~2.25 moves the intrinsic value estimate
by approximately $50—60 per share. That is not a rounding error; it is the difference between
the stock appearing moderately overvalued and appearing significantly overvalued. The
industry beta is conceptually defensible — stock-specific betas at extreme momentum peaks
are unreliable — but the honest answer is that the correct beta for a company with NVIDIA's
current revenue concentration in a single cyclical end-market is genuinely uncertain. Readers
should treat the valuation range as wider than any single scenario implies.

Problem 2 — Terminal value arithmetic dominates the output. In our base case, the
present value of the explicit ten-year forecast period contributes approximately $1.99 trillion
of enterprise value. The terminal value contributes approximately $2.35 trillion — more than
half the total. A valuation in which the majority of value is terminal-value-dependent is a
valuation in which the analyst's assumptions about what NVIDIA looks like in 2036 carry
more weight than everything that can be observed about the company today. That is an
inherent limitation of the DCF method applied to high-growth companies, and it should be
stated explicitly rather than buried.

Problem 3 — The model does not penalise political risk adequately. A standard DCF
discounts all future cash flows at a single WACC. It does not separately price the binary tail
risk that a further export control expansion, a US-China trade escalation, or a diplomatic
incident could remove another major market from NVIDIA's addressable revenue pool within
a single fiscal quarter — the mechanism demonstrated by the H20 episode. These events
are low-probability but high-impact and asymmetrically harmful. A more rigorous valuation
would assign a separate probability weight to scenarios where the addressable market
contracts by 20-30% abruptly, rather than modelling all risk through a continuous discount
rate.

For informational purposes only. Not investment advice. Policy Alpha Research - May 2026



NVIDIA Corporation — Deep Research - Policy Alpha Research - Elena Zhang

A NOTE ON WHAT 'HOLD' MEANS IN THIS CONTEXT

In sell-side research, Hold is frequently a euphemism for 'unwilling to say Sell." That is not
the meaning here. Our Hold has a precise economic interpretation: at $215.33, the expected
return from new investment in NVIDIA is not commensurate with the risks embedded in the
optimistic assumptions required to justify the price. For existing holders with a materially
lower cost basis, the calculus is different — there is no compelling fundamental reason to
exit unless cycle assumptions begin to deteriorate visibly. For new capital entering at current
prices, there is no margin of safety.
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6. Risk Map: Four Vectors That Could Break the Thesis

6.1 China and Export Controls: An Explicit Model Variable

China is the most consequential and most structurally underappreciated risk in NVIDIA's
investment case. As of Q1 FY2027, NVIDIA was effectively foreclosed from competing in China's
data centre compute market. The Q2 FY2027 guidance explicitly excludes China Data Center
compute revenue. This is not a temporary disruption pending regulatory resolution — it is a
baseline condition that NVIDIA has operationalised into its forward planning. [3][4]

The H20 episode illustrates the specific mechanism of harm with clarity. NVIDIA designed a
product specifically to comply with existing export control thresholds, invested in supply chain
capacity for it, and then saw it rendered uncommercial by a regulatory change that moved faster
than the supply chain could respond. The elapsed time between 'product complies with current
rules' and 'product is effectively banned' was short enough to generate a $4.5 billion inventory
and purchase-obligation charge. [1]

The broader risk is not only lost revenue. It is ecosystem risk: if Chinese Al companies — Huawei,
Biren, Cambricon, and others — build technically credible alternatives during the period of
NVIDIA's absence, the China market may not be recoverable even if restrictions are eventually
relaxed. Lost ecosystem share compounds in the same way that gained ecosystem share
compounds. [13]

RISK ASSESSMENT — CHINA

China has moved from a geopolitical footnote into an explicit modelling variable. The question
is not whether China is a risk — it is whether the non-China growth trajectory is sustainable
enough to permanently absorb the exclusion. Our base case assumes it is. That assumption
deserves scrutiny at every earnings cycle.

6.2 Customer Concentration and Correlated Demand

In FY2026, one direct customer represented 22% of total revenue and another 14% — a
combined 36% from two buyers. In Q1 FY2027, three direct customers represented 21%, 17%,
and 16% of total revenue respectively — a combined 54% from three buyers. [1][4]

The standard analysis of customer concentration focuses on single-customer attrition risk. The
more important economic risk is correlated behaviour. These three customers — major
hyperscalers — observe each other's Al infrastructure investments closely, share common vendor
relationships, and are subject to the same macro and ROI pressures.

MACROECONOMIST'S CRITIQUE — CONCENTRATION RISK IS A
CORRELATION PROBLEM, NOT A DIVERSIFICATION PROBLEM
NVIDIA has diversified its end-use cases substantially. It has not diversified the population
of capital allocators who determine order cadence. These buyers do not make independent
decisions — they benchmark against each other, respond to the same signals about Al model
performance and monetisation, and share the same broad fiscal constraints.

If any major hyperscaler concludes — based on Al ROI experience, balance sheet pressure,
or competitive positioning — that it has over-ordered GPU capacity, the others are likely to
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arrive at the same conclusion on a similar timeline. Unlike a consumer goods company where
one buyer's weakness is offset by another's strength, hyperscaler Al capex decisions are
structurally correlated. A concentration event for NVIDIA would not look like one customer
leaving; it would look like all three slowing simultaneously.

Customer concentration and risk assessment

Customer concentration
Q1 FY2027 revenue Risk vector map

China export controls High - Near-term

Correlated capex pause High - Medium-term

Top 3
54%

Supply commitment asymm. - Med - Near-term

Custom silicon (pricing) - Med - Long-term

Customer C
16%

Margin normalisation - Low - Long-term

FY2026: top 2 customers = 22% + 14% = 36%
Source: NVIDIA 10-K FY2026, 10-Q Q1 FY2027

Figure 4. Left: NVIDIA revenue concentration by customer, Q1 FY2027 — top three direct customers represent 54% of total
revenue. Right: risk vector severity-probability assessment across five key risk categories. Source: NVIDIA 10-Q Q1
FY2027; author risk assessment.

6.3 Custom Silicon: A Long-Term Bargaining-Power Risk

Google has been developing and deploying TPUs since 2016. Its sixth-generation Trillium
architecture is a production system handling significant inference workloads at scale. Amazon's
Trainium 2 offers competitive performance for specific training workloads. Meta's MTIA
programme represents a multi-year commitment to internal silicon capability. [14][15][16]

The near-term competitive assessment is unambiguous: no custom silicon alternative currently
matches the breadth, software ecosystem, or performance envelope of NVIDIA's Blackwell
architecture for general Al workloads. Custom silicon is optimised for known workloads; NVIDIA's
advantage is widest on novel and heterogeneous workloads, which represent the frontier of
current Al development.

The long-term assessment requires more nuance. As hyperscalers accumulate production
experience, their ability to optimise custom silicon for a broader workload range improves. More
importantly, their leverage in negotiations with NVIDIA grows — even partial self-sufficiency
capability is a powerful bargaining tool. The risk is not replacement. It is margin compression
through negotiating leverage that increases gradually and is difficult to observe until it is already
affecting financials.

+ Assessment: Custom silicon is not an immediate replacement risk. It is a long-term
bargaining-power risk that will express itself in pricing dynamics rather than in an abrupt
demand discontinuity.
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6.4 Supply Commitments and the Asymmetry of Scale

As of FY2026 year-end, NVIDIA had disclosed $95.2 billion of manufacturing, supply, and
capacity commitments — substantially all expected to be paid through FY2027 — plus $27 billion
in multi-year cloud service commitments and $11.4 billion in investment commitments. [1]

These commitments are the necessary cost of securing supply at scale in a constrained
semiconductor manufacturing environment. They are also the mechanism by which strong
demand translates into earnings outperformance.

The asymmetry is that supply commitments create a downside scenario that is disproportionately
painful relative to the upside they provide. If demand weakens unexpectedly — from a hyperscaler
capex pause, an export control expansion, or a product transition disruption — NVIDIA cannot
reduce its committed supply obligations quickly. The combination of high fixed supply
commitments and a revenue step-down would produce margin compression significantly worse
than the steady-state margin assumptions embedded in current consensus estimates. The H20
episode at $4.5 billion is a small-scale demonstration of this mechanism. A larger-scale version
would be materially more consequential.
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7. A Trader's Perspective: Where the Thesis Is
Positioned

The macroeconomic framework above identifies what could go wrong. A trader's perspective
starts from a different question: given what the market currently believes, where are the
asymmetric opportunities — and where is the market most likely to be surprised?

TRADER'S VIEW — THE STRUCTURAL POSITIONING ARGUMENT

NVIDIA is the most widely-owned and most analysed large-cap equity in the world right now.
That creates a specific kind of market dynamic: the stock is not priced on current
fundamentals but on the distribution of future outcomes as imagined by a very large, very
informed, and very consensus-aligned investor base.

The implication is counterintuitive. The bull case — sustained hyperscaler capex, Blackwell
ramp, sovereign Al build-out — is already in the price. A world in which all of those things
happen roughly as expected is a world in which NVIDIA probably returns low-to-mid single
digits from current levels over the next twelve months. The asymmetric opportunities are on
the tails, not in the middle.

On the upside tail: the scenario that is genuinely underpriced is a China re-entry event — a
relaxation of export controls, even partial, that allows NVIDIA to sell compliant products to
the world's second-largest Al market. That revenue stream is currently in zero analyst
models. Even a modest China re-entry (say, $10-15 billion of annual Data Center revenue)
would represent a meaningful positive revision to forward estimates and is not currently
reflected in consensus expectations or in our base case.

On the downside tail: the scenario that is most asymmetrically dangerous is a synchronised
hyperscaler capex pause. Given the correlated demand structure analysed in Section 6.2,
such a pause would not arrive as a gradual trend — it would arrive as a series of sequential
guidance reductions across Microsoft, Google, and Amazon within the same earnings
season. The stock would likely move -20% to -30% on that scenario, and the options market
is not currently pricing protection at a level that suggests the consensus takes this risk
seriously.

7.1 Where the Thesis Is Most Exposed to Surprise

From a trader's perspective, the three data points that carry the most information — not because
they are the most discussed, but because they are the most diagnostic — are:

* Hyperscaler capex revision cadence. Not the absolute level, but the direction of
revision. A second consecutive upward revision to full-year capex guidance from any
major hyperscaler, combined with explicit Al revenue growth disclosure, would be the
strongest possible confirmation of the bull case. A flat or downward revision — even if
the absolute number is large — would be the first credible signal of cycle deceleration.

* NVIDIA gross margin trajectory in H2 FY2027. If gross margin decelerates below 73%
on an adjusted basis without a China-related one-time charge, it signals that pricing
power is eroding — either because supply is catching up with demand, because
customers are extracting concessions, or because custom silicon is beginning to
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substitute at the margin. This is the early-warning indicator that the moat analysis in
Section 4 is being challenged in practice.

* Inventory days at hyperscaler customers. Not directly observable, but inferrable from
their capital expenditure patterns relative to disclosed Al workload growth. If hyperscaler
data centre capex continues at current rates while Al revenue growth decelerates, it
implies inventory accumulation — the early-warning signal of a semiconductor capex
overshoot, which historically precedes a sharp correction in equipment spend.

7.2 Confirming the Analytical Framework

Having stress-tested the macroeconomic critique against the trading dynamics, the overall
analytical framework holds. The report's central conclusions — Hold at current levels, no margin
of safety for new capital, watch the ROI question as the primary signal — are consistent across
both perspectives.

TRADER'S CONFIRMATION OF THE ANALYTICAL FRAMEWORK

The macroeconomic framework is correct in identifying Al infrastructure ROI as the load-
bearing variable. The market is currently resolving this uncertainty in NVIDIA's favour —
pricing continued capex growth — but the resolution is not yet complete. The stock will trade
directionally on ROI evidence as it emerges from hyperscaler earnings disclosures. That is
the right frame for monitoring the investment thesis.

The valuation discipline is right. Holding through the current uncertainty is rational for
investors with a long time horizon and a low cost basis. Buying into the current uncertainty
at a price that already embeds optimistic assumptions is not rational, regardless of how
compelling the business quality appears. Price matters. The price already knows.

The risk hierarchy is right. China policy is the highest-severity near-term risk. Correlated
hyperscaler demand deceleration is the highest-probability medium-term risk. Custom silicon
is the most consequential long-term structural risk. Those rankings are consistent with both
the macroeconomic analysis and the trading dynamics.
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8. Policy Alpha View: Observable Signals

NVIDIA's investment case is, at its core, a set of conditional claims about the future of a capital
expenditure cycle. The analytical task for a disciplined investor is not to forecast the cycle — that
is unknowable with precision — but to identify the observable signals that would cause a rational
analyst to upgrade or downgrade the base-case assumptions.

8.1 Signals That Would Upgrade the Base Case

» Hyperscaler capex guidance increases for a second consecutive year, combined with
explicit and growing Al services revenue disclosure in cloud segment results (Azure Al,
Google Cloud Al, AWS Bedrock).

* NVIDIA reports Q3 or Q4 FY2027 gross margin above 75%, suggesting pricing power is
holding against increasing supply and emerging competition.

* A major sovereign Al programme — India, Saudi Arabia, UAE, or an EU member state
— announces a large-scale multi-year NVIDIA commitment, confirming that sovereign
demand is geographically durable and not concentrated in a small number of politically
exposed markets.

» Export control restrictions on China are relaxed in a way that allows NVIDIA to re-enter
the market with a compliant product — a scenario currently absent from all consensus
models and our own base case.

8.2 Signals That Would Downgrade the Base Case

* Any major hyperscaler reduces or defers Al infrastructure capex guidance, citing ROI
uncertainty or existing capacity absorption pressure. Given correlated demand
behaviour, one deferral is likely to be followed by others.

* NVIDIA reports gross margin below 72% in FY2027 on an adjusted basis, suggesting
competitive or supply-chain pricing pressure is materialising earlier than expected.

* A major customer quantifies custom silicon deployment as a meaningful percentage of
its Al compute fleet — converting what is currently a qualitative substitution narrative into
a measurable revenue risk.

+ A further expansion of US export controls affects NVIDIA's ability to sell to a third market
(e.g., South-East Asian or Middle Eastern sovereign Al programmes), adding a second
China-style revenue exclusion to the model.

* Inventory accumulation at NVIDIA's hyperscaler customers — inferred from capex-to-
workload-growth divergence — signalling that GPU procurement is running ahead of
deployment, the classic early-warning signal of a semiconductor equipment overshoot.

8.3 The Concluding Judgement

NVIDIA remains the highest-quality expression of the Al infrastructure cycle available in public
equity markets. The financial evidence is unambiguous: the business has achieved a scale and
profitability rarely seen in the history of the semiconductor industry, and it has done so by building
competitive advantages that are genuinely durable in the near term.
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The macroeconomic critique identifies three things the standard narrative elides: the unresolved
ROI question for hyperscaler capex, the correlation structure of customer demand, and the
inadequacy of a single discount rate for pricing binary geopolitical risk. Those are real analytical
gaps, not stylistic objections.

The trader's perspective confirms that the analytical framework is correctly positioned: the market
is currently resolving the ROI uncertainty in NVIDIA's favour, but the resolution is incomplete. The
stock will trade directionally on ROI evidence as it emerges from hyperscaler disclosures over the
next two to four quarters. That is the correct monitoring frame.

For existing holders, the discipline is patience and vigilance — watching the observable signals
above, not the quarterly noise. For new capital, the discipline is restraint.

The opportunity is real. The price already knows.

For informational purposes only. Not investment advice. Policy Alpha Research - May 2026



NVIDIA Corporation — Deep Research - Policy Alpha Research - Elena Zhang

References

Primary sources: NVIDIA SEC filings via EDGAR (sec.gov). Macroeconomic data: Federal Reserve Bank of St. Louis
FRED. Valuation parameters: Damodaran Online, Stern School of Business, NYU. Academic references: publicly
available working papers and institutional publications.

[1]1 NVIDIA Corporation. Form 10-K for fiscal years ended 29 January 2023, 28 January 2024, 26 January 2025, and
25 January 2026. US Securities and Exchange Commission / EDGAR. https://www.sec.gov/cgi-bin/browse-
edgar?action=getcompany&CIK=0001045810&type=10-K

[2] Amazon.com, Inc. Annual Reports on Form 10-K, 2014-2024 (AWS segment revenue disclosures). Amazon
Investor Relations. https://ir.aboutamazon.com/annual-reports-proxies-and-shareholder-letters

[3]1 NVIDIA Corporation. Q1 FY2027 Earnings Press Release, 20 May 2026.
https://www.sec.gov/Archives/edgar/data/1045810/000104581026000051/q1fy27pr.htm

[4] NVIDIA Corporation. Form 10-Q for the quarter ended 26 April 2026. US Securities and Exchange Commission /
EDGAR. https://www.sec.gov/Archives/edgar/data/1045810/000104581026000052/nvda-20260426.htm

[5]1 Microsoft Corporation. Form 10-K for fiscal year ended 30 June 2025. Capital expenditure and Al infrastructure
disclosures. https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0000789019&type=10-K

[6] Alphabet Inc. Form 10-K for fiscal year ended 31 December 2024. Google Cloud and infrastructure capex
disclosures. https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0001652044&type=10-K

[7]1 Meta Platforms, Inc. Form 10-K for fiscal year ended 31 December 2024 and Q1 2025 earnings materials.
FY2025 capital expenditure guidance. https://www.sec.gov/cgi-bin/browse-
edgar?action=getcompany&CIK=0001326801&type=10-K

[8] International Monetary Fund. Fiscal Monitor: Fiscal Policy in the Age of Al. Washington DC: IMF, April 2025.
Sovereign Al investment programme analysis across advanced and emerging market economies.

[91 NVIDIA Corporation. GTC 2026 Keynote Materials and Product Announcements, March 2026. Blackwell Ultra,
Rubin architecture, and sovereign Al disclosures. https://www.nvidia.com/gtc/

[10] Advanced Micro Devices, Inc. Form 10-K for fiscal year ended 28 December 2024 and MI300X/MI325X product
disclosures. https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0000002488&type=10-K

[11] Damodaran, A. Equity Risk Premiums (ERP): Determinants, Estimation and Implications — The 2026 Edition.
Stern School of Business, New York University, January 2026. https://pages.stern.nyu.edu/~adamodar/

[12] Federal Reserve Bank of St. Louis. 10-Year Treasury Constant Maturity Rate (DGS10). FRED Economic Data.
https://fred.stlouisfed.org/series/DGS10

[13] Semiconductor Industry Association. 2025 State of the US Semiconductor Industry: China Ecosystem
Assessment. Washington DC: SIA, 2025. https://www.semiconductors.org/

[14] Google LLC. Cloud TPU v6 (Trillium) technical documentation and Google Cloud infrastructure disclosures.
https://cloud.google.com/tpu/docs/intro-to-tpu

[15] Amazon Web Services. AWS Trainium2 product and technical documentation.
https://aws.amazon.com/machine-learning/trainium/

[16] Meta Platforms, Inc. MTIA (Meta Training and Inference Accelerator) technical disclosures. Meta Al Research,
2024-2025. https://ai.meta.com/research/

[17] Kindleberger, C.P. and Aliber, R.Z. Manias, Panics, and Crashes: A History of Financial Crises. 7th ed.
Basingstoke: Palgrave Macmillan, 2015. Referenced for infrastructure overbuild cycle dynamics (Chapter 4: The
Anatomy of a Typical Crisis).

[18] Philippon, T. and Veron, N. 'Financing Europe's Fast Movers.' Bruegel Policy Brief, Issue 2008/01. Referenced
for early-cloud capacity overestimate dynamics and their resolution timelines.

[19] Cowen, T. and Tabarrok, A. Modern Principles of Economics. 4th ed. New York: Worth Publishers, 2018.
Referenced for capital expenditure cycle and over-investment theory (Chapter 14: Present Value and the Economics
of Investment).

[20] Eisfeldt, A.L. and Papanikolaou, D. 'Organization Capital and the Cross-Section of Expected Returns.' Journal of
Finance, 68(4), 2013, pp.1365-1406. Referenced for intangible-asset pricing dynamics in technology-sector equities
— CUDA and software ecosystem as unlisted organisational capital with pricing-proxy implications.

[21] DeepSeek. 'DeepSeek-R1: Incentivizing Reasoning Capability in LLMs via Reinforcement Learning.' Technical
Report, DeepSeek-Al, January 2025. Available at: https://arxiv.org/abs/2501.12948. Referenced for compute
efficiency gains and their impact on GPU demand expectations.

For informational purposes only. Not investment advice. Policy Alpha Research - May 2026



NVIDIA Corporation — Deep Research - Policy Alpha Research - Elena Zhang

[22] FactSet Research Systems. Consensus Earnings Estimates for NVIDIA Corporation, AMD, and Broadcom Inc.,
May 2026. Used for relative valuation peer comparison (Table 5). Peer multiples are approximations based on
consensus forward estimates; readers should verify against current data before relying on them for investment
decisions.

Disclaimer

This report is produced by Elena Zhang for informational and educational purposes only. Nothing in this document
constitutes investment advice, a solicitation to buy or sell any security, or a recommendation to take any particular
investment action. The author may hold positions in securities discussed. All readers should conduct their own due diligence
and consult a qualified financial adviser before making investment decisions. All financial data is sourced from public filings;
valuation figures are author estimates and carry inherent uncertainty. Past performance is not indicative of future results.
The views expressed are those of the author alone and do not represent the views of any institution.

For informational purposes only. Not investment advice. Policy Alpha Research - May 2026



