STRATEGIC INTELLIGENCE DIVISION

Amazon's profit line is a position in
Anthropic

Operating income rose to $28.1bn from $17.4bn while net income fell to $20.7bn from
$21.2bn, which Amazon attributes primarily to $9.5bn of pre-tax gains on Anthropic in the
prior-year quarter. The mark iswhy reported profit diverges from the business. $62.8bn of
upward revaluation on Anthropic preferred in nine months, and $140.3bn more outside net
income until Anthropic lists.

Annika Sorensen, Strategic Intelligence Division - 3 November 2026 - 10 minute read

In brief

* The $62.8bn upward revaluation on Anthropic nonvoting preferred ran through other income, so the fall in Amazon’s net
income is a comparison against ayear-earlier mark rather than a deterioration in the operating business, which earned
$10.7bn more.

* Another $140.3bn of gain on the convertible notes sits in accumulated other comprehensive income and has never
touched profit, and the listing is the event that recognises it.

* That conversion is sized by an ownership cap Amazon may waive at its election, so how much of the gain landsin a
single quarter is a decision the supplier makes, not a price the market sets.

* Whatever the cap keeps out of stock converts at the end of each fiscal quarter at the price then in force and isrepaid in
cash at maturity if it still does not convert, which puts a repayment obligation on Anthropic.

* Anthropic’s own registration statement names Amazon, Google and Microsoft as investors and as customers and
concedes the relationships “ create dependencies’ and “give them visibility into our pricing”, which is the counterparty
test an enterprise has been running on two suppliersinstead of one.

Operating income, third quarter 2026, against $17.4bn $281bn
Net income, third quarter 2026, against $21.2bn $20.7bn
Upward revaluation on Anthropic preferred, nine months $628b n
Unrealized gain on the notes, still outside net income $1403bn

Source: Amazon.com, Inc., Form 8-K filed 29 October 2026, Exhibit 99.1; Form 10-Q for the quarter ended 30 September 2026, filed 30 October
2026.

Operating income and net income moved in opposite directions inside the same quarter, and only operating
income measures the business. Operating income rose $10.7bn to $28.1bn, with AWS operating income of
$17.8bn against $11.4bn. Net income fell $0.5bn to $20.7bn from $21.2bn, and Amazon’ s own explanation is
the whole of the argument: the decrease is “driven primarily by pre-tax gains of $9.5 hillion in third quarter
2025 included in non-operating income (expense) from our investments in Anthropic”. The comparison was
against a mark taken ayear earlier. The same note takes a larger one now: $62.9bn of upward adjustment on
private-company equity in the nine months to 30 September 2026, of which $62.8bn was the nonvoting
preferred stock in Anthropic. A CFO reading a supplier's earnings as a measure of the supplier’s hedth is
reading, in part, avauation of the supplier’s customer, and that customer hasfiled to list.
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Five layers of one position, and which of them has reached profit

Line and basis Where it is recognised Prior Latest What moves it
figure figure
Anthropic nonvoting preferred stock, Balance sheset, Level 3, $14.8bn $92.5bn Each Anthropic funding round sets a new
at 31 December 2025 and 30 remeasured through other observable price
September 2026 (approximate, asthe  income (expense), net
issuer printsit)
Convertible notesissued to Amazon, at  Balance sheet at fair value ~ $45.8bn $146.2bn The next funding round, or the listing

fair value, same two dates; principal
outstanding $6.2bn

Unrealized gain on those notes, same  Accumulated other $39.5bn $140.3bn Recognition in other income when the
two dates comprehensive income, notes convert
outside net income

Upward adjustment recorded in other ~ Other income (expense), $7.2bn $62.8bn Observable changes in price, which the
income, nine months to 30 September  net issuer tiesto “Anthropic’s fundings’
2025 and 2026

Net discrete tax expense attributableto  Income tax provision $354m $15.2bn Therevaluation istaxed when it is
those adjustments, same nine-month recognised, with no sale

periods

Source: Amazon Form 10-Q for the quarter ended 30 September 2026, filed 30 October 2026, investment note and income tax note; Anthropic,
PBC Form S-1/A filed 2 November 2026 for the $6.2bn of principal outstanding.

Almost all of the mark is one private holding

The note is unusual for how little it leaves inferred. The stock is 164 million nonvoting preferred shares at 30
September 2026, each convertible into ten shares of nonvoting common stock, carried at fair value through
other income rather than held at cost, so every funding round becomes an earnings event. Amazon names the
inputs and calls them Level 3: observable changes in prices, the rights and obligations of the stock, and a
discount for lack of marketability. At 31 December 2025 the preferred stood at approximately $14.8bn; nine
months later it stood at approximately $92.5bn. The line in the accounts is called equity investments in
private companies, and on the issuer’s own attribution it is one company’s preferred stock that moved the
profit line.

$6.2bn of principal, carried at $146.2bn

Anthropic’sregistration statement puts total indebtedness at $6.2bn at 30 September 2026, “ reflecting the aggregate
principal amount outstanding under the convertible promissory notes issued to Amazon” . Amazon carries the notes at a
fair value of $146.2bn, about 24 times the principal, with $140.3bn of the gain held in accumulated other comprehensive
income and not in profit. Source: Anthropic, PBC Form S-1/A, 2 November 2026; Amazon Form 10-Q, 30 October
2026. The multiple is $146.2bn divided by $6.2bn, Mosaic Sngularity analysis, November 2026.

The listing is the event that moves $140.3bn

The registration statement supplies the mechanism, and the mechanism is specific. Anthropic, PBC applied
to list its Class A common stock on the Nasdagq Global Select Market under the symbol ANT, and the
amendment filed on 2 November 2026 leaves the estimated price range blank. On completion the notes
convert into Class N common stock, sized “without causing it to exceed the applicable ownership cap”, and
the amount that cannot convert at the offering is dealt with in the next sentence: “the remaining balance of
such notes will automatically convert, subject to Amazon’s ownership cap, into shares of our Class N
common stock at the applicable conversion price at the end of each fiscal quarter following this offering”.
Where a balance still does not convert before maturity, “such balance will be repaid in cash at such maturity
date”. Two consequences follow. How much of a $140.3bn unrealized gain becomes income in a single
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quarter is a decision Amazon holds, because the cap “may be waived at our election”, and not a price the
market sets. And whatever the cap keeps out of stock becomes a cash claim on a company that warns in the
same document that it “may not have enough available cash on hand” to repay its convertible notes.

After the offering the mark keeps moving, against a different reference. The notes are revalued against a
quoted price rather than afunding round, and the residue converts at the closing price at the end of each fiscal
quarter, so aline that produced $62.8bn of other income in the nine months to 30 September 2026 becomes a
quarterly remeasurement. The figures are worth holding together. At 31 December 2025 the notes carried
$45.8bn at fair value with $39.5bn of unrealized gain in accumulated other comprehensive income; at 30
September 2026 they carried $146.2bn with $140.3bn. The tax on the part that has reached profit is aready
charged: $15.2bn of net discrete tax expense in the nine months, attributable in the issuer’s words primarily
to these adjustments, against a gain nobody has sold. The $140.3bn that has not reached profit iswaiting on a
price.

Microsoft books the same relationship as related-party revenue

Amazon is not alone in disclosing that the counterparty isjoined at both ends. Microsoft’s Form 10-Q for the
same quarter states that OpenAl is “an equity method investee” and “arelated party as defined in Accounting
Standards Codification Topic 850", then discloses “revenue from commercia arrangements with OpenAl,
inclusive of revenue-sharing payments, of $10.0 billion” for the three months to 30 September 2026, with
accounts receivable from OpenAl of $7.2bn against $6.0bn at 30 June 2026. The revenue is real and it is
earned on commercia terms. The qualifier that mattersto areader using it as a demand signal is “inclusive of
revenue-sharing payments’, because a numerator that contains the return of the investor’s own capital isnot a
measure of what an independent buyer will pay.

lllustrative photograph: the meeting line of two currents, one carrying silt and one clear.

The buyer has one counterparty, and the lab says so

Anthropic’s registration statement states the buyer’s problem in the registrant’s own words, and it putsit in
the risk factors rather than the notes. “Amazon, Google, and Microsoft, through their respective affiliates,
have made significant equity investmentsin our company.” In the same paragraph: “These CSPs are also our
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customers, purchasing our intelligence service for internal use or for their own products and services.” On the
consequence the filing does not hedge: the distribution relationships “create dependencies, give them
visibility into our pricing and commercial terms across the platforms they operate, and may influence their
incentives regarding pricing, compute allocation, service quality, sales prioritization, and compensation
structures’. An enterprise that ran its concentration review on the model lab and its exit review on the cloud
has been testing one counterparty twice, and the lab’s own filing says so.

Our reliance on a limited number of CSPs and suppliers, some of which have strategic
and investment relationships with us and are our customers, creates complex dynamics

that could give rise to conflicts of interest and adversely affect our access to compute.
Anthropic, PBC, Form S-1/A filed 2 November 2026

Size the relationship from the commitments, not from the equity. Amazon's 10-Q reports that in Q2 2026
“AWS and Anthropic announced an expansion of the strategic collaboration and existing multi-year
commitment by more than $100.0 billion over 10.0 years, which includes contractual obligations related to
the performance of AWS chips’, and that in Q1 2026 the OpenAl arrangement was expanded by $100.0
billion over 8.0 years on top of an existing $38.0 hillion, on the same chip clause. Both are announced
expansions of multi-year commitments, not booked revenue, and Amazon does not call them take-or-pay.
What they establish is direction. The customer’s commitment obliges it to consume the supplier’ s silicon, the
supplier’s reported profit gains from the customer’s valuation, and the buyer signing the same shape of
commitment sits on neither ledger.

What each seat owes before 31 January 2027

» CFO: put cloud provider and model provider on one line of the counterparty register before the next Al
commitment is signed, because the facility Amazon made available to Anthropic expires 30 months after the
customer’sliquidity event and Microsoft books $10.0bn a quarter from a company it part-owns. By 31 January
2027.

e ClO and Chief Al Officer: re-run the concentration and exit tests on the assumption that the model supplier
and the cloud are one economic counterparty, and size the exposure at the $100.0bn commitment rather than at
the annual invoice, because that commitment is the number in the filing. By 31 January 2027.

« General Counsel: replace “ strategic partnership” in the next Al compute agreement with a portability and exit
schedule, and add a representation that the supplier discloses equity held in, and lending made to, the
counterparty, because Anthropic’s registration statement concedes the relationships “ create dependencies’. By
31 January 2027.

 Procurement: ask every bidder for amulti-year Al commitment whether it holds equity in, or has lent to, the
counterparty, and require the answer in the bid, because a supplier compensated twice can price below arival
and still earn. By 31 January 2027.

What a board should put to management

By 31 January 2027 the board resolves the first question below, and it is a scope decision rather than an
opinion: whether every Al commitment whose supplier holds equity in, or has lent to, the party delivering the
models sits on one line of the counterparty register. The CFO’s register entry, the CIO’s re-run concentration
test and the General Counsel’ s portability schedule are the three artefacts that answer it, all due the same day,
and the other questions on this list are what the board asks once that scope is fixed.
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« Which of our Al commitments are with a supplier that holds equity in, or has lent to, the counterparty, and are
both of them on one line of the register?

» What did our concentration test assume about the model supplier and the cloud provider being separate risks?

» When asupplier’s reported earnings contain a marking of its customer, which of its disclosures do we treat as
evidence of operating performance?

e What is our exit if the equity relationship changes the price, the alocation or the service terms we were
promised?

 Does the agreement carry a portability schedule, or a promise?

The dates that test this reading

e 31 January 2027: if Anthropic’'s offering has not priced by this date, the reading that an intermittent private
mark becomes a quoted price fails, and the mark stays a funding-round event.

» The next amendment to the registration statement: the 2 November 2026 filing leaves the estimated price
range blank, and that range is what the residue of the notes converts at.

» Thefirst quarterly report after any listing: the test is whether the notes' unrealized gain moves out of
comprehensive income into other income, which the 10-Q’s own account of earlier conversions says it does.

 The ownership cap: Amazon may waive the 12% cap at its election, and awaiver moves more of $140.3bn
into a single quarter rather than across several.

The number to hold is not $62.8bn. It is the conversion price in the next amendment to the registration
statement, because that is the figure that decides how much of the $140.3bn stops being one company’s
estimate about another and becomes income a market sets every day. Amazon'’s filing says which number its
profit depends on. The operating business earned $28.1bn, the reported figure was lower than a year earlier,
and the difference is a holding that is about to be priced in public.

Primary documents

e Amazon.com, Inc., Form 10-Q for the quarter ended 30 September 2026, filed 30 October 2026, accession
0001018724-26-000040.

* Amazon.com, Inc., Form 8-K filed 29 October 2026, Exhibit 99.1, accession 0001018724-26-000038.

 Microsoft Corporation, Form 10-Q for the quarter ended 30 September 2026, filed 28 October 2026, accession
0001193125-26-436133.

e Anthropic, PBC, Amendment No. 1 to Form S-1, registration no. 333-299633, filed 2 November 2026,
accession 0001628280-26-068676.
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