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Strategist’s Corner The Last Customer |s the Most Profitable

November 2026 But the next one may reset the cost curve.

Author In summary

= |nternet 2.0 served the last customer at almost no cost.
= Al can make it more costly to win, serve, and keep the next customer.

= Asaresult, selectivity matters more now.

In my 27 years at MFS, one axiom has stood out in the Investment Department: “the last
customer is the most profitable.” Once a platform, factory, or network is created, the associated
fixed costs are absorbed. The first customers help pay for that infrastructure buildout, and the
last ones gettoride oniit.

Robert M. Aimeida
Portfolio Manager and
Global Investment Strategist

Internet 2.0 amplified that logic. An established platform could serve a new user at little cost,
while more users strengthened data, distribution, and switching costs. The cost of serving the
next customer fell as barriers facing competitors rose, allowing incremental margins to expand.

Investors treated those economics as normal, a belief reinforced by passive investing. In reality,
they belonged to a unique capital cycle in which capital intensity was falling and competition
was muted.

The Next Customer
Now, Al is throwing down an economic UNO reverse card.

Companies are directing more capital into datacenters, power systems, and semiconductors,
as well as factories and supply chains. Meanwhile, Al is lowering the cost of trying new things,
drawing more challengers into profit pools.

The last customer served by an existing platform may remain extraordinarily profitable because
the investment has already been made. But the next platform may require a larger capital base.
Once capacity fills, more demand may require another datacenter, power commitment, or
production line. Keeping that customer may also require a better product, more advertising,
better service, or a lower price.
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As Exhibit 1 illustrates, the next dollar of revenue may arrive with a much larger bill attached.

Exhibit 1: The Last Customer and the Next One

THE LAST CUSTOMER

THE NEXT CUSTOMER
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The last customer rides the existing capital base. The next one may reset the cost curve.

Win, Serve, and Keep
The next customer can bring three additional costs.

Firstis the cost to win: digital distribution and Al create more competitors, but not more hours in the
day. Winning attention may require more content and marketing.

Second is the cost to serve. The cloud feels weightless, but it runs on expensive power, memory,
and compute. Internet 2.0 companies often added users at almost no incremental cost. Conversely,
many Al services need more infrastructure as usage rises.

Third is the cost to keep. Digital channels and flexible supply chains let specialists reach customers
without recreating an incumbent’s organization. The leader may spend more while enjoying less
pricing power.

The incumbent need not disappear for its economics to weaken — it need only earn a lower return
on the next dollar. This is where active management becomes critical, separating businesses that
can compound the next dollar from those spending more merely to defend the last one.
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Growth Is Not Return

Suppose acompany earns $10 on $100 of capital: a 10% return. If earning the same $10 required
$200, the return would fall to 5%. The accounting profit is unchanged, but the economics are not.
That distinction matters to stock prices.

This is where compounders and cyclicals separate. These are not sector labels, but descriptions of
how returns behave as capital and competition respond.

Atrue compounder reinvests at attractive returns across a full cycle. A cyclical, on the other hand,
can resemble a compounder during periods of scarcity, when revenue, margins, and returns rise
together. But high returns attract capital and competition, and if the next customer requires more
capacity just as pricing power weakens, the business may end up extending a cycle rather than
compounding value.

Investors use the word “quality” too loosely. Quality does not simply mean high margins today. Quality
is the ability to reinvest profitably through a full cycle and avoid the math of the bust. The market may
reward the fastest grower during the boom, but long-term investors earn the full-cycle return.

The Investment Question

The question is no longer simply how quickly a company can add customers. It is whether the profit
from the next customer exceeds the capital required to win, serve, and keep it.

That leads to three tests: Does the business earn above its cost of capital today? Can it reinvest the
next dollar at an attractive return? And, most importantly, after customers and competitors respond,
can that business keep its gains?

The prior cycle rewarded exposure to established profit pools. The emerging cycle should reward
selectivity. A benchmark owns companies at today’s weights. Fundamental investors can assess
whether the next dollar of growth creates value before the index adjusts.

The last customer may still be the most profitable, but in the next capital cycle, investors can no
longer take that as a given. Investors abandoning active management today may be jumping out the
basement window, giving up on selectivity just as it begins to matter more. 4
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Individual securities mentioned are for illustrative purposes only and may not be relied upon as investment advice or as an indication of trading intent on behalf of any MFS product.
Keep in mind that all investments carry a certain amount of risk, including the possible loss of the principal amount invested.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.
Distributed by: U.S. - MFS Investment Management; Latin America - MFS International Ltd.

Please note that in Europe and Asia Pacific, this document is intended for distribution to investment professionals and institutional use only. In Canada, this document is intended
for distribution to institutional clients only. In Qatar this document is strictly for sophisticated investors and high net worth individuals only.

Note to readers in Canada: Issued in Canada by MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International
(U.K) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business
by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland)
readers: Issued in Europe by MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and
which both provide products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg [-1246. Tel: 352 2826 12800. This material
shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such
reliance or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty
Ltd (“ MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK

is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the Securities
and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services; Japan - MFS Investment
Management K K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Management Association of Japan. As
fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount nor the calculation methods cannot be
disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. Investors should obtain and read the prospectus and/or
document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments ; For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the
DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth individuals only. In Bahrain, for sophisticated institutions only: The information contained in this
document is intended strictly for professional investors. The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal
to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information
contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and
use this document (or any part of it) with the consent of MFS international U.K. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for
and should not be distributed to, or relied upon by, members of the public. The information contained in this document, may contain statements that are not purely historical in nature but are
“forward-looking statements” These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some
of which are described in other relevant documents or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that
any materials sent by the issuer (MIL UK) have been sent electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a
public offer of securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been
approved by the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.
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