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THE COST OF COMPUTATION

Plus, fixed income opportunities, the performance of the new Fed chair, market

analysis, and economic trends.

We recently sat down with Dominic Nolan, CEO of Aristotle Pacific Capital, to discuss the economy and markets, along
with a special look at the wider implications of extreme capital spending to develop artificial intelligence. We conclude

with a personal reflection.
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Market performance was mixed in July.
What happened?

Mixed is an apt description. The S&P 500 Index was
close to flat last month, down 6 basis points (bps),
though it's up ~10% year to date. Meanwhile, the
S&P 500 Equal Weight Index gained 1% in July and is
up more than 13% year to date. The contrast is
starker between growth and value. The Russell 1000
Growth Index declined nearly 5% in July and is up
just 32 bps so far this year, while the Russell 2000
Value Index gained 1 bp last month and is the

standout year to date, with a 23% return. Value has
essentially been catching up after periods of
underperformance. The mixed market performance
also reflects a confluence of headwinds even as the
economy continues to expand, including the
resurgence of tensions with Iran, persistent
inflation, and hawkish Federal Reserve rhetoric.

These factors also pushed up bond yields, weighing
on both bonds and equities. The Bloomberg U.S.
Aggregate Bond Index declined 1.3% in July. Bank
loans, however, outperformed both the Agg and the
S&P 500, returning 79 bps last month.
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Mag 7 (& Co.): Elon Lags

YTD 2026 Return (%)’ YTD 2026 July 2026 YTD 2026

14 Average Weight 1-Month Return Total Return
(%) (%) (%)
12 Nvidia Corporation 7.80 0.33 7.77
Apple Inc. 6.77 6.76 13.84
10 Alphabet Inc. 5.83 0.22 13.87
. Microsoft Corporation 5.01 24.58 -3.48
§ 8 Amazon.com, Inc. 3.79 13.95 17.66
§ Broadcom Inc. 2.85 3.05 12.89
,§_L’ 6 Meta Platforms, Inc. 2.25 -1.17 -15.52
Tesla, Inc. 1.86 -26.01 -30.80
4 SpaceX? -36.57 -32.67

2.03 Contribution to S&P 500 Index YTD 2026 Performance

2 Magnificent 7 + Broadcom 2.05%
0 . Rest of the Companies in S&P 500 Index 8.08%

Mag 7 + Broadcom  S&P 492 S&P 500

Past performance does not guarantee future results. Source: FactSet 1/1/26-7/31/26, companies are sorted by average weight in the S&P 500. 'Mag
7+1 and S&P 492 return reflects average return while the S&P500 is the weighted average return. 2SpaceX is not in the S&P 500. The SpaceX Year to
date return is from the IPO date of 6/12/26-7/31/26. A full list of each fund's holdings can be found at www.aristotlefunds.com/resources/
prospectuses-reports and are subject to change at any time. Any discussion of individual companies in this presentation is not intended as a

recommendation to buy, hold or sell securities issued by those companies.

How did our Mag 8 compare to the market?

Our Mag 8 experienced wider dispersion than the
leading indexes. Microsoft led the group, returning
24.6% in July after beating second-quarter revenue
and operating income forecasts. The company also
reported a 43% increase in Azure revenue and an
increase in paid users of Copilot, which includes Al
features. The increase in paid Copilot users was
likely the icing on the cake for investors; the market
overall has been expressing skepticism about Al
spending across the Mag 8, which we will discuss
later. For example, although Meta beat revenue

estimates for the second quarter, its stock fell about
1% last month as the company raised the estimated
floor for 2026. As we have mentioned before, the
other 492 companies in the S&P 500 have been
driving performance lately; in July, they accounted
for about 8 percentage points of the index’s 10.1%
return year to date, with the Mag 8 contributing the
other roughly 2 percentage points.

And although SpaceXis not in the Mag 8, it is
certainly worth mentioning. Its stock declined 36.6%
in July, erasing hundreds of billions of dollars in
market capitalization.
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YTD U.S. Treasury Yield Curve Range: Elevated Across The Curve
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Past performance does not guarantee future results. Source: U.S. Treasury Daily Par Yield Curve Rates, as of 7/31/26. FRED, Federal Reserve Bank of
St. Louis as of 7/29/26.

U.S. Treasury yields rose across the curve Markets swooned in response to Kevin

in July. What drove the move higher? Warsh's FOMC press conference. Any

The combination of elevated inflation and renewed feedback you'd give to the new Fed chair?
tensions around the Strait of Hormuz drove yields I think the jury is still out on him. Initially, he and the
higher. The 10-year Treasury, for example, started Fed expressed tough rhetoric on inflation, but when
the month at 4.48% and ended it at 4.75%. The rise questioned, Warsh has offered few details regarding
in two-year yields reflected the potential for Fed what the Fed intends to do. He also appears to be
rate hikes. We entered the year expecting global resisting transparency. The combination of less
central banks to cut rates; instead, rate hikes are on transparency, few details on action, and tough

the table in Japan, the U.S., and the UK. rhetoric reminds me of the quote, “all hat, no cattle.”

Again, the jury is still out.
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Economic Dashboard: Momentum Continues

Evolution of Atlanta Fed’s GDPNow Real GDP Estimate for 3Q 2026
Quarterly percent change (Seasonally Adjusted Annualized Rate)
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Sources: GDP - Atlanta Fed, Blue Chip Economic Indicators and Blue Chip Financial Forecasts as of 8/4/26; CP| - U.S. Bureau of Labor Statistics as of 6/30/26,
most recent data available as of 8/4/26; Payrolls - U.S. Bureau of Labor Statistics as of 6/30/26, most recent data available as of 8/4/26; Consumer Spending,

Bank of America Consumer Spend, year over year change as of 6/27/26-7/25/26.

What does the current data tell us about
the U.S. economy?

The economy seems to be chugging along. U.S. real
GDP expanded in the 1% to 2% range in the first half
of the year, with nominal GDP several points higher.
That's decent economic performance. Corporate
earnings are reported in nominal terms, and
earnings growth of 6% to 7% is in line with the rate

of nominal GDP expansion. Yet there are signs of
economic cooling. Inflation eased in June, and
nonfarm payrolls have been trending down; they
decreased by 23,000 in July, and the totals for May
and June were revised lower. The unemployment
rate fell to 4.1% in July as labor force participation
continued to dip. If these trends continue, the Fed
will have room to remain on hold.
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From Server Rooms to Al Factories: Larger, Denser, and More Power-Intensive

1940s-1990s 2000s-2020s 2020s and Beyond
‘ H =2=E ’
Server Rooms Cloud Campuses Al Factories
Business-owned infrastructure Computing at Scale Always-on, power-intensive compute
Primary use Enterprise IT Cloud & Digital Services Al Compute
Rack power density ~8 kW ~40 kW ~80-200 kW
Facility scale Megawatts Hundreds of Megawatts Gigawatts+

As Al increases the intensity and duration of computing workloads, power becomes the primary constraint.

Sources: Uptime Institute; Synergy Research Group; IBM; IEA; JLL.

Let’s shift to our special topic: the require gigawatts of power to operate. That's
current state of computing capacity and equivalent to going from powering enough

server-room days to powering enough lightbulbs to

spending. To start, what is a data center? ) i _ el
illuminate a small city today. It's a massive increase

A data center is a physical facility, often a campus of in energy usage.

buildings, that houses computer servers for

computing and data storage. Going back to the early What is the current state of data center
days of computers in the 1940s, public and private capacity?

institutions had their own server rooms to meet ChatGPT was released in November 2022, and that
enterprise-wide computing needs. Then, beginning year data centers totaled 16 GW of operational
roughly in the 2000s, some companies built capacity in North America. By the end of 2025,
separate facilities to house servers and offer cloud capacity had more than tripled to 58.5 GW. Data
computing to others. Energy consumption for center vacancy rates, already low at 3.2% in 2022,
computing at these sites increased, though it declined to 1.4% over the same period. Essentially,
remained in the megawatt range. With the dawn of there is no vacancy today, and demand keeps

Al in the 2020s, modern freestanding campuses can growing.

Al Data Center Supply is Tightening:
Vacancy is Compressing as Compute-Heavy Builds Reshape the CAPEX Mix

OPERATIONAL CAPACITY VACANCY RATE DATA CENTER COST BREAKDOWN
(1 GW)
58.5 3.2% $37.43B
GW ® Computing technology
$25.00B (66.8%)
-180 bps ® Electrical systems
42.5 GW VeI Eelin A e $5.97B (15.9%)

capacity growth
pacity gl ® Mechanical systems

$4.10B (11.0%)

16.0 0 ®» Fees and preliminaries
GW (R $1.24B (3.3%)
® Core and shell
$1.12B (3.0%)
I
2022 2025 2022 2025 Data Center Cost
Pre-ChatGPT Post-ChatGPT Pre-ChatGPT Post-ChatGPT

Sources: Capacity and Vacancy - CBRE, North America Data Center Trends H2 2022 and North America Data Center Trends H2 2025; Data center
cost breakdown - JLL Research, 2026 Global Data Center Outlook, January 2026. S5of12



The Cost of Intelligence Has Collapsed:

Approximate Cost of Obtaining GPT-4-Level Performance, USD per 1 Million Input Tokens

—ChatGPT (OpenAl)

—Claude (Anthropic)
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GPT-4-quality intelligence is now available at roughly one-tenth the cost of 2023.

Sources: Figures show the approximate published API cost per 1 million input tokens for the lowest-cost Al model offering performance similar to GPT-4 at
each pointin time. Performance comparisons are based on publicly available benchmark results and industry analyses and are intended to be illustrative.

Sources: OpenAl, Anthropic, TokenCost Al Price Index (2026).

However, meeting that demand is extremely costly.
Every gigawatt of data center capacity costs about
$37 billion to develop, including about $25 billion for
computing technology, $6 billion for electrical systems,
and $4 billion for mechanical systems, with other
costs making up the difference. To meet some
demand forecasts, gigawatt capacity would have to
double in the next four years; that could cost around
$2 trillion.

If it costs close to $40 billion to build 1GW
worth of data center capacity, how does
the revenue make sense?

Since OpenAl and Anthropic are privately owned, we

don’t have a crystal-clear picture of their finances.
However, recent press reports have pegged OpenAl

Flagship Al Token Prices, 2022-2026:

at about $25 billion in annual revenue and Anthropic
at close to $50 billion. Anthropic’s revenue growth
has been incredible: in late 2024, its annual revenue
was reportedly $1 billion.

So, while data centers are expensive to build, the
leading Al companies appear to be growing revenue
at impressive rates. We should get greater clarity on
their profitability as they proceed to IPOs.

How does the pricing work across the
different models?

Many people have used either ChatGPT or Claude. In
2023, OpenAl, which owns ChatGPT, charged
enterprise customers about $30 per 1 million input
tokens for GPT-4-level performance, while
Anthropic, which owns Claude, charged about

Blended API List Price per 1M Text Tokens — 75% Input / 25% Output

—e-0OpenAl/ChatGPT

$30

—e-Anthropic/Claude

o1
$26.3

w $25  text-davinci-003 Claude Fable 5
g $20.0 $20.0
x $20
S
S $15 Claude Opus 4.5
< 610 $10.0
@ Claude 2.1 GPT-5.6 Sol
S & $12.0 $11.3
Claude$36.5050nnet GPT-5.2
$0 : $4.8
2022 2023 2024 2025 2026

Flagship token prices fell sharply, then reset higher as models added more reasoning and compute.

Past performance does not guarantee future results. Sources: OpenAl API pricing; Anthropic Claude pricing; TokenCost LLM API Price History (2026).
Flagship refers to highest-capability standard APl model, by vendor; 2026 is current through Aug. 5. 75% input/25% output blend on each vendor’s

highest-capability standard APl model; excludes batch, cached-input and enterprise discounts.
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Hyperscalers and Their Investments: The Al Buildout Accelerates

Reported Capex and PP&E Spent ($B)

$140B
m 2024
$120B 2025
$100B
$80B $77.7

$60B $52.5
$44.5
5408 $39.2
$20B
$6.9
$0B [ |

Amazon Alphabet Meta Microsoft Oracle

Company 2024 2025 2026 YTD Cumulative
Amazon $0.00B $15.00B $88.80B $103.8B
Alphabet $0.00B $37.70B $51.80B $89.5B
Meta $10.50B $30.00B $25.00B $65.5B
Microsoft $0.00B $0.00B $0.00B -
Oracle $6.30B $25.80B $25.00B $57.1B
Combined $16.80B  $108.50B  $190.60B $315.9B

Sources: Amazon.com, Alphabet, Meta Platforms, Oracle and Microsoft 2024-2025 annual reports and earnings releases. Bank of Canada. 2026 data
through July 31, 2026. Represents gross face value of direct public senior unsecured notes; foreign-currency offerings translated using company-reported
USD values or pricing-date FX. Excludes commercial paper, bank loans, leases, project/SPV data-center financing, securitizations and debt exchanges.

$8 per 1 million input tokens for a model with
similar performance. Today, both companies charge
about $2 for a similar-level model; thus, per-token
pricing has dropped dramatically for older models. A
token equals about four characters of text, so a
short sentence is roughly four to five tokens. Input
pricing reflects what users enter, while output
pricing, which can be four or five times higher,
reflects the computing power the models use.

However, newer models can cost significantly more.
For example, we looked at a blend of 75% input and
25% output pricing across models and found that
Anthropic charges about $20 per 1 million text
tokens for Claude Fable 5, a newer model, but only
$6 for Claude 3.5 Sonnet. There have been stories of
engineers doing extensive work on newer Claude
models and running up multimillion-dollar bills for
their employers. These are still early days, and such
revenue anecdotes can make the Al market seem
like the Wild West.

How has hyperscaler debt issuance
changed the complexion of the bond
market?

They've become a meaningful sector within the
bond market. Our investment team recently noted

that hyperscaler debt as a share of the U.S.
investment-grade bond market has risen to
weighting comparable to financial companies,
historically the largest IG sector. Amazon issued
about $15 billion in bonds in 2025 and has issued
$88.8 billion so far in 2026. Alphabet is not far
behind, with $37.7 billion in 2025 and $51.8 billion so
far this year. Meta is third, with $30 billion and $25
billion over the same periods, though it also issued
$10.5 billion in 2024. In all, we expect the group to
issue $200 billion to $300 billion a year over the next
few years.

Interestingly, Microsoft has not had to issue debt to
fund tens of billions in capex because it generates
so much cash. In fact, Microsoft’s S&P credit rating
is AAA, higher than the rating on U.S. Treasuries.
Alphabet is AA+, Amazon is AA, and Oracle’s debt
rating has slid to BBB-, which is just above junk.
Oracle is the most interesting one to watch. Its
spreads are high, it has significant lease obligations,
and depending on how those obligations are viewed,
it could be seen as highly levered.

Thus, while hyperscaler issuance is large, it is also
nuanced. These companies are not highly regulated
like banks, so investors should do their credit
homework.
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Growing Public Scrutiny of Data Center Expansion:
Support Remains Mixed as States Strengthen Oversight

The top five drawbacks respondents see
around building data centers in the USA

It damages the
environment 20%

It will remove jobs as

Al improves 21%

It will cost the

taxpayer money 23%

It increases the risk of

electricity blackouts _ 24%

households
It will mean higher

electricity costs for _ 29%

households

I Enacted laws or current statewide actions slowing data

center development
Major data center regulatory proposals under consideration

No active or proposed major regulations
7/14/26: NY enacts

a moratorium on
data centers

Sources: Politico, Debtwire Municipals, State-level data center acts 2026 (June 14, 2026); National Conference of State Legislatures, Which States Are
Banning Data Centers? (July 1, 2026); official state legislative and executive records, accessed July 28, 2026.

What are the broader impacts of the
data-center buildout?

America is pushing back, and | can’t say the
resistance is undeserved. Many states have
considered pausing data center development, and
at least 100 localities have approved a moratorium.
The opposition is bipartisan. The most cited source
of frustration is the potential for higher household
electricity bills. In Henrico County, outside
Richmond, Virginia, electricity bills for government

and school facilities have reportedly increased 25%
due to data centers in the area; Virginia has become
a hub of data center development. Utilities certainly
want to avoid raising household prices, as
customers could revolt, but pushing costs onto
public institutions will add expenses to likely already
strained budgets and ultimately could be felt by
taxpayers. Thus, | expect resistance to continue
unless a greater supply of affordable energy
becomes available where it is needed.
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Power Wins: Reliable, Affordable Power is Becoming the Foundation of Al Leadership

Lower token costs
Competitive electricity
Capital + jobs stay
Faster deployment

Strategic control

ECONOMICS
INFRASTRUCTURE
INVESTMENT

EXECUTION

SOVEREIGNTY

WITHOUT ENOUGH POWER

Higher token costs
High operating costs
Capital + jobs leave
Slower deployment

Strategic dependence

Al Leadership Follows Power Availability.

What are the economic and political
implications if we don't build enough
data storage capacity?

In a nutshell, power wins. We talked about the cost
of compute. If we can generate enough power, the
cost of tokens should, in theory, decline, which
should improve economic productivity.

Still, some people may ask whether the cost is
justified. Our nation’s prominence in the world has
centered on the strength of its military, economy,
and technology. | believe the third is critical to the
first two: to have the strongest economy and

military today, a nation needs the strongest
technology. Artificial intelligence is at the center of
modern technology and is transforming the country
and the world. If we are not the leader in Al,
someone else will be, and to be the leader, we need
energy. Today, energy is a critical bottleneck to Al
development. | believe we, as a country, need to be
open to a serious expansion in power generation,
whether from nuclear, solar, wind, or whatever else
is required. With enough energy to power Al, we can
win in technology and retain our leading role in the
world. That's my view, and | think it is shared by
many in Washington.
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Opportunities in Fixed Income: Fixed Income Yields and Year-to-Date Returns

B YTD Return
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Investment-Grade
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7/31/26 Yield

2.12 171
-0.83
Investment-Grade Bank Loans High-Yield Bonds

Corporate Bonds

Past performance does not guarantee future results. Source: Bloomberg and J.P. Morgan, as of 7/31/26. Yield quoted is yield-to-worst, except for Bank
Loans which represents 4-year effective yield. US Treasury represented by the Bloomberg US Treasury Index. Investment-grade corporate bonds are
represented by the Bloomberg US Corporate Index. Short term investment grade corporate bonds are the 1-3 year component of the Bloomberg US Credit
Index. Bank loans are represented by the Morningstar LSTA Leveraged Loan Index and index components. High yield is represented by the Bloomberg US

Corporate High Yield Index.

Let's talk bonds. Where are you seeing
opportunities in fixed income today?

Yields are attractive, with the 10-year Treasury yield
hovering in the high 4% range in recent weeks and
investment-grade corporate bond yields in the
mid-5% range. | see IG corporates as a compelling
investment, given both the elevated yield and the
potential for capital appreciation, as | believe
inflation will decline. In my opinion, an IG allocation
has the potential to deliver a high-single-digit total
return over the next year or two.

In addition, bank loans are yielding around 8% these
days, and they have been the best-performing fixed
income asset class so far this year. We generally
favor a bank loan allocation to account for interest
rate volatility.

Let's close with a personal reflection.

I've noticed over the past month that many of my
conversations with parents focus on what their kids
are enduring. My response is, that's good, because it
toughens them. During a talk at the Stanford
Institute for Economic Policy Research, Jensen
Huang said, “Greatness is not intelligence. Greatness
comes from character, and character isn't formed
out of smart people. It's formed out of people who
suffered.” It sounds harsh, but today’s kids could
probably use more suffering.
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Definitions:

A 10-year Treasury note is a debt obligation issued by the United States government with a 10-year maturity period.

The Atlanta Fed GDPNow provides a running estimate of real GDP growth for the current quarter using available
economic data.

Bank loans (or floating-rate loans) are financial instruments that pay a variable or floating interest rate. A
floating rate fund invests in bonds and debt instruments whose interest payments fluctuate with an underlying
interest-rate level.

Abond is a fixed-income instrument and investment product where individuals lend money to a government or
company at a certain interest rate for an amount of time. The entity repays individuals with interest in addition to the
original face value of the bond.

The Bloomberg Commodity Index (BCOM) is made up of 24 exchange-traded futures on physical commodities,
representing 22 commodities which are weighted to account for economic significance and market liquidity.

The Bloomberg US Aggregate Bond Index (Agg) is composed of investment-grade U.S. government bonds, invest-
ment-grade corporate bonds, mortgage pass-through securities, and asset-backed securities, and is commonly used
to track the performance of U.S. investment-grade bonds.

The Bloomberg US Corporate 1-3 Year Bond Index measures the investment grade, fixed-rate, taxable corporate
bond market with 1-3 year maturities.

The Bloomberg US Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond
market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial
issuers.

The Bloomberg US Credit Index measures the investment grade, US dollar-denominated, fixed-rate, taxable
corporate and government related bond markets. It is composed of the US Corporate Index and a non-corporate
component that includes foreign agencies, sovereigns, supranationals and local authorities.

The Bloomberg US Treasury Index includes public obligations of the U.S. Treasury.

The Bloomberg US Corporate High-Yield Index measures the USD-denominated, high-yield, fixed-rate corporate
bond market.

The Consumer Confidence Index (CCl) is a survey, administered by The Conference Board, that measures how
optimistic or pessimistic consumers are regarding their expected financial situation. The CCl is based on the premise
that if consumers are optimistic, they will spend more and stimulate the economy but if they are pessimistic then
their spending patterns could lead to a recession.

Coupon refers to the interest payment that a bond issuer promises to pay to a bondholder.

Fixed income refers to assets and securities that pay a set level of income to investors, typically in the form of fixed
interest or dividends.

Investment grade refers to the quality of a company's credit. To be considered an investment grade issue, the
company must be rated at 'BBB' or higher by Standard and Poor's or Moody's.

The Morningstar LSTA US Leveraged Loan Index is a market-value weighted index designed to measure the
performance of the US leveraged loan market.

The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the U.S. equity
universe. It includes those Russell 1000 companies with higher price-to-value ratios and higher forecasted growth
values.

The Russell 2000 Value Index measures the performance of the large-cap value segment of the U.S. equity universe.
It includes those Russell1000 companies with lower price-to-book ratios and lower expected growth values.

S&P 500 Index is a stock market index tracking the performance of 500 large companies listed on stock exchanges in
the United States.
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Definitions (continued):

Treasury rate refers to the interest rate at which the U.S. government borrows money by issuing Treasury securities.
Yield is the income returned on an investment, such as the interest received from holding a security.

Avyield curve plots the interest rates of bonds that have equal credit quality but different maturity dates.

For more insights from Aristotle Funds,
visit AristotleFunds.com

Any performance data quoted represent past performance, which does not guarantee future results. Index performance is not indicative
of any fund'’s performance. Indexes are unmanaged and it is not possible to invest directly in an index. For current standardized
performance of the funds, please visit www.AristotleFunds.com.

The views expressed are as of the publication date and are presented for informational purposes only. These views should not be
considered as investment advice, an endorsement of any security, mutual fund, sector or index, or to predict performance of any
investment or market. Any forward-looking statements are not guaranteed. All material is compiled from sources believed to be
reliable, but accuracy cannot be guaranteed. The opinions expressed herein are subject to change without notice as market and
other conditions warrant.

Investors should consider a fund’s investment goal, risk, charges and expenses carefully before investing. The prospectus
contains this and other information about the fund and can be obtained at www.AristotleFunds.com. It should be read carefully
before investing.

Investing involves risk. Principal loss is possible.

A full list of holdings can be found at www.aristotlefunds.com and are subject to risk and to change at anytime. Any discussion of
individual companies is not intended as a recommendation to buy, hold or sell securities issued by those companies.

Aristotle Funds and Foreside Financial Services, LLC are not affiliated with Pacific Life Fund Advisors LLC.
Foreside Financial Services, LLC, distributor.
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