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Quarter to end-July

Nvidia has become the company the whole stock market
checks its pulse against. This quarter, it beat every pub-
lished forecast, then went a step further: for the first time,
it gave investors a view beyond the next quarter and into
the year after next. The message was clear, the story
remains intact, and the headlines practically wrote them-
selves. Underneath, three other things happened at once.
Nvidia collected far less cash than it earned. It started
allowing its biggest customers to pay much later. And, for
the first time, it put numbers on how much of the Al build-
out it is effectively standing behind. All three details sit in
the same filing. Few made the front page.

The go
it cann
In three months Nvidia sold more than twice what it did a

year earlier, and beat every number the market had pen-
cilled in.

vs.a
Reported Expected yearago

Revenue

$96.2bn  $92.2bn  +106%

Data centre revenue

$89.0bn  $85.8bn +117%

Adjusted earnings per share $2.22 $2.10

+120%

Adjusted gross margin 75.0%

75.0% +2.5pts

Guidance for the current quarter

$108bn  $104.2bn —

Two details matter more than the beat itself. The first: the
$108bn guidance for this quarter assumes Nvidia sells no
data centre computing power into China at all. The growth
is being delivered with one of the world’s largest markets
set to zero.

The second is the genuine surprise of the evening. Nvidia
normally guides one quarter ahead. This time, Nvidia
guided a year and a half ahead, telling investors to expect
roughly 70% revenue growth in its 2028 financial year,
against a market that was assuming around 45%. Man-
agement was clear about why the number is not higher:
customer demand could support growth closer to 100%,
but 70% is what Nvidia believes it can actually build, ship
and install. It is rare for a company to describe its own
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growth forecast as constrained by its factories rather than
by its customers.

Investors had already been expecting something close4
to 64%, which helps explain why the shares rose only
4-5% rather than re-rating sharply. Still, a forecast that
far out, backed by secured supply and signed customer
commitments, gives the earning story a solid floor.
Management also laid out against the backdrop: capital
spending by the five largest cloud companies is expected
to approach $800bn next year and $1.3tn the year after.

There is a cost attached. Nvidia expects gross margins
to fall from around 75% to the low seventies over the
coming quarters, almost entirely because memory chips
have become much more expensive.lt is a real squeeze,
but a well-flagged one. Most investors already assumed
some normalisation from a margin level that was always
exceptional.

Even so, the valuationis not demanding onthese numbers.
The shares trade at roughly 23 times next year’s expected
earnings, but only around 14 times the year after. On that
basis, Nvidia is cheaper than plenty of much slower-grow-
ing businesses. And if 2028 earnings estimates move
higher, as we expect, that multiple gets cheaper stil.We
continue to like the equity.

The bat
Now for the part that did not make the summaries.

Nvidia reported adjusted profit of $54bn for the quarter.
The cash it actually generated, after investment, was
$21.3bn.

Accounting profit and cash are not the same thing. A sale
becomes profitable the moment the goods leave the
building; the cash arrives only when the customer pays.
For Nvidia, that gap has always been small, because cus-
tomers paid quickly. This quarter, for a business earning
75 cents of gross margin on every dollar of sales, only
about 40 cents of each dollar of profit turned into cash.

The filings say where the money went. Roughly $22bn
went into sums owed by customers who have not yet paid.
Around $6bn went into inventory and a similar amount into
components and prepayments for the next generation of
chips. Nearly $8bn of the reported profit was not cash
at all, but the revaluation of shares Nvidia owns in other
companies. Three months earlier, the same business pro-
duced $48.6bn of free cash flow on less revenue. That is
a sharp change in a single quarter.

The clearest indicator is how long customers are taking
to pay. It was 45 days. It is now 60. Just three months
ago, the company said 45 would normalise, not lengthen.
The unpaid balance has grown to $63bn from $38bn at
the start of the financial year, and roughly 70% of it is
owed by five customers. Nvidia’s filing now states that it
offers extended payment terms to certain large, invest-
ment-grade customers, reportedly stretching from 90
days to a full year. Six months ago, its annual report said
it had been asked for such financing and had provided
none.
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A chip company that ships product now and gets paid
in a year is running two businesses: a manufacturer and,
quietly, a lender. Only one of them has a margin anybody
has modelled.

In fairness, the inventory build looks like the good kind.
Raw materials nearly tripled and half-finished goods rose
sharply, while finished, ready-to-ship stock actually fell.
That is a company stockpiling parts ahead of a product
launch, not one sitting on chips nobody wants.

Then there is the second line. Nearly $8bn of the quar-
ter's gains came from equity holdings — stakes Nvidia
owns in artificial intelligence companies, marked up in
value. Those are the same companies that buy Nvidia
chips, using capital they raised on the strength of the
Nvidia story. These gains are stripped out of the headline
earnings figure, so they do not flatter the adjusted EPS of
$2.22. They do flatter the official accounting profit, which
grew just 2% from the previous quarter while revenue
grew 18%, because that revaluation line halved. Nvidia’s
stakes in these businesses are now worth around $94bn
against $35bn in January. When paper marks do the work,
earnings inherit the volatility of the marks, and none of it
arrives in the bank.

It says the cycle has entered its reflexive phase, as cus-
tomers, suppliers and financiers increasingly hold each
other’s paper. That makes the print everyone cheers
the one that deserves the closest reading. Compute is
revenue, as the quote goes. But the old law still applies:
revenue is vanity, profit is opinion, cash is fact.

The ugly: v
the bank

The third development is why the same results can look
like a triumph to a shareholder and a warning to a bond-
holder. Nvidia is no longer simply selling equipment into
the Al build-out; it is increasingly financing it — investing
in the start-ups that buy its chips, committing to purchase
computing capacity from them, and guaranteeing the rent
on the buildings that house them.

How NVIDIA-Supported GPU Financing Works

Simplified revenue-sharing and credit-support structure
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The Wall Street Journal has taken to calling Nvidia the
central bank of Al. Nvidia has never shied away from the
comparison. But this quarter, for the first time, it put a
number on what that role actually means.Commitments
to buy components, chiefly memory, more than doubled
in three months to $279 billion. Add commitments to
help smaller cloud providers secure land and power,
plus guarantees written on behalf of others, and Nvidia
has roughly $530 billion of promises stretching beyond
2032. Its entire balance sheet is $320 billion. Yet none of
those promises sits on the balance sheet.The largest item
is unusual enough to warrant understanding. Nvidia has
agreed to stand behind up to $105bn of lease payments
on a single data centre campus in Ohio, phased across
nine buildings, each with a 20-year lease. If the tenant
cannot pay the rent, Nvidia is on the hook. The guarantee
falls away only if that tenant earns a solid credit rating of
its own, which tells you it has none today. In return, the
site will run Nvidia chips exclusively. Nvidia is effectively
buying two decades of guaranteed demand by taking on
two decades of someone else’s credit risk, and holds an
option to do it again on a site nearly as large.

A smaller item is more revealing. A separate $3.5bn of
lease guarantees written for cloud partners appears in the
accounts under derivatives, categorised by Nvidia’s own
accountants as credit protection. The company is not
treating this as a commercial arrangement. It is account-
ing for it as insurance it has written.Morgan Stanley began
covering Nvidia’s debt this week and told clients to stay
on the sidelines, not because it doubts the company, but
because it cannot yet see the shape of the risk. It esti-
mates all-in credit exposure could reach roughly $200bn
by the end of 2028 once the guarantees are included.
Even then, Morgan Stanley concludes, Nvidia should be
able to carry it: the company would remain deeply cash-
rich, with leverage well below half a year’s earnings.

The concern is not solvency. It is visibility. These arrange-
ments are still early-stage, spread across private struc-
tures, and unlikely to be disclosed in much detail as they
grow.

The bond market has already moved. The cost of insur-
ing Nvidia’s debt against default has roughly doubled
from its historical range to near a record high and now
sits wider than Alphabet’s or Amazon’s despite a similar
rating. Its long-dated bonds trade barely in line with those
of lower-rated IBM and AT&T. Credit investors have begun
pricing it as something more ordinary. The company also
issued $25bn of bonds in June — its first serious borrow-
ing — and net cash fell by around $19bn in a quarter in
which it earned close to $60bn.

Nvidia’s finance chief met the criticism head-on: some will
call this circular financing, she said, but the company sees
it differently, as a once-in-a-generation shift in computing
involving once-in-a-generation companies. Which is, in
four more famous words, “this time it’s different.” It might
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What to watch next

Watch the conversion, not the beat. Three things will
settle this argument, and all three arrive with the Novem-
ber results. First, how long customers take to pay: if 60
days becomes 70 while revenue grows towards $108bn,
extended credit is not a timing quirk but the price of
the growth rate. Second, cash from operations against
reported profit — the company has already put in writing
that its financing arrangements will keep affecting it. Third,
the guarantee book, which went from nothing to more than
$108bn in six months. Every dollar added buys revenue
arriving within two years against credit risk lasting twenty.

We stay constructive on the stock.
We are watching the credit.
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