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Executive Summary
The Strategic Merger

% On February 2, 2026, SpaceX acquired xAl in a $1.25 trillion deal, creating the largest merger in
corporate history. The merger consolidates rockets, satellites (Starlink), Al models (Grok), and social
platform X into a vertically integrated infrastructure platform.

The Al-Energy Nexus: Structural Constraints on the Next Phase of Scaling

% Alis hitting an “energy wall,” as growing power demand strains electricity systems, with further scaling
constrained by energy, water, minerals, and environmental limits.

% Global Al spending is projected to exceed S2 trillion by 2026, intensifying demand for chips, data
centers, and energy.

% By 2030, data centers could consume 945 TWh of electricity — more than Germany and France
combined — with Al driving much of the growth.

Orbital Data Centers as an Industrial Reconfiguration of Compute

%  Musk’s industrial thesis is that orbital data centers powered by near-constant solar energy could bypass
terrestrial grid and cooling constraints.

%  The vision includes adding 100 GW of compute annually, requiring massive satellite deployment and
near-hourly Starship launches.

%  While technically ambitious and still early-stage, competitors including Blue Origin, Google, Nvidia-
backed ventures, and China are pursuing similar orbital strategies.

Financial Engineering and Financial Valuation

% SpaceX is cash-generative, while xAl is capital-intensive and leveraged, with nearly $18 billion in
combined debt exposure.

% The $1.25 trillion valuation reflects expectations of scalable Al infrastructure rather than current cash
flows, meaning the merger’s success will depend on execution rather than narrative.

Key Picture: A Web of Deals Across Musk’s Empire Props Up xAl (since 2024)

~»Owns all - Owns partial .~ Sales contract "} Subsidiary

Merges SpaceX and xAl Tesla invests $2B for

an undisclosed stake
Valuation: L
— 1T $250B —/ M $15T —
SpaceX $ XAl Holdings Tesla

SpaceX integrates xAl bot, Tesla integrates xAl bot,

gives data to xAl xAl powers Optimus
89% stake xAl buys Tesla's

megapack batteries
X0 X owns 11% stake XAl

X gives data to xAl, xAl
rents chips from X

Source: Bloomberg reporting. Note: Data as of Feb. 3. Tesla's XAl equity stake has been converted into SpaceX shares following the merger.
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More than a Merger

On February 2, 2026, Elon Musk announced that SpaceX would acquire xAl, creating a vertically integrated
technology group valued at approximately $1.25 trillion, the largest merger in corporate history. The
transaction brings together SpaceX’s launch capabilities and Starlink’s global satellite network with xAl’s
Grok models and the social media platform X under a single corporate structure. What emerges is not simply
an expanded aerospace company, but a full-stack infrastructure platform spanning rockets, satellites, Al
models, data distribution, and connectivity. This is less a conventional merger than the consolidation of an
entire technological stack, positioning the combined entity at the intersection of energy, compute, and space
infrastructure.

Figure 1: Musk’s Al Plans for SpaceX Ignite Rally In US Space Stocks

Reports on SpaceX

IPO plan
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SpaceMobile

Planet Labs

Globalstar

*Rocket lab
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Machines
*Redwire

Source: Reuters
The Core Constraint: Al’s Energy Wall

It has been long said that the Al-energy nexus will dictate Al’s future. In this sense, the “Al energy wall”
refers to the unsustainable demand for electricity required to train and operate increasingly large Al models.
The ever-increasing demand for electricity, in turn, outpaces energy production capabilities. At the core of
global power politics lays this intricate interplay between Al's demand for energy, water and critical
minerals.

Global Al spending is expected to reach $1.5 trillion in 2025 and exceed S2 trillion by 2026, fueling demand

for high-performance chips, data centres and widespread applications. Al scaling is increasingly constrained
by four interlinked resource bottlenecks: energy, water, critical minerals, and ecological limits. By 2030,
global data centres could consume around 945 TWh of electricity, more than the current combined usage of

Germany and France — with Al driving a significant share of demand growth. This surge intensifies pressure
on power grids, accelerates fossil fuel reliance in the short term, and links Al expansion directly to inflation,
carbon exposure, and energy security.

At the same time, data centres require vast water for cooling, depend on geopolitically concentrated
minerals such as lithium, cobalt, and rare earths, and face rising environmental and community resistance.
With supply chains fragile and ecological constraints tightening, Al is no longer purely a software race, it is
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a competition over physical resources, infrastructure resilience, and strategic control of the industrial base
underpinning compute.

Orbital Data Centers: The Industrial Logic

In this framework, launch capacity becomes as strategically important to Al as semiconductor fabrication.
Space-based Al data centers would rely on large constellations of solar-powered satellites networked in orbit
to handle the growing compute demands of advanced models. The appeal is structural: near-continuous
solar energy, reduced dependence on terrestrial grids, and natural heat dissipation in space could materially
lower long-term energy and cooling costs, two of the largest constraints on Al scaling.

For Musk, SpaceX is uniquely positioned to execute this vision. Having launched thousands of Starlink
satellites and operating the most advanced reusable rocket system, the company already controls the critical
bottleneck that is launch capacity. If compute shifts off-planet, SpaceX becomes not just a transport provider
but the operator of orbital Al infrastructure. Musk argues that within a few years, space could become the
lowest-cost location for Al compute.

The stated objective is to add 100 gigawatts of Al compute capacity annually — equivalent to the output of
roughly one hundred nuclear reactors. Achieving that would require deploying approximately one million
tons of satellite infrastructure per year, with an estimated 100 kilowatts of compute capacity per ton. At
current projections, that implies launching Starship missions at near-hourly cadence, each carrying roughly
200 tons of payload into orbit.

Yet the model remains early-stage and technically demanding. Gigawatt-scale solar arrays, battery
smoothing, radiation shielding, debris management, maintenance constraints, and launch cadence all pose
significant hurdles. Most analysts expect only small pilot deployments before 2030, with terrestrial data
centers continuing to absorb the bulk of Al investment. Still, competitors — including Blue Origin, Nvidia-
backed ventures, Google, and China — are pursuing similar concepts, suggesting that orbital compute is
emerging as a strategic frontier rather than a fringe idea.

Financial Engineering

While SpaceX is cash-generative and operationally dominant — generating roughly S8 billion in EBITDA on

$15-16 billion in revenue last year — xAl is capital-intensive, highly leveraged, and cash-burning. The Al

startup reported modest revenues relative to peers while spending close to $1 billion per month on chips,
data centers, and talent. It accumulated roughly S5 billion in debt, with additional liabilities tied to X,

bringing combined debt exposure across the broader holding structure to nearly $18 billion.

Much of xAl’s growth to date has been sustained within Musk’s corporate ecosystem. X provided distribution
and data for Grok; SpaceX and Tesla became early customers; and both invested $2 billion in separate
funding rounds, supporting xAl’s $250 billion valuation. A significant share of its reported gross profit
appears linked to these intra-group arrangements rather than broad external adoption. The merger
consolidates these circular financial flows under one balance sheet while shifting xAl’s debt and burn profile
onto SpaceX'’s stronger financial base. This may allow refinancing at lower cost and extends runway ahead
of a potential IPO.

For SpaceX, the transaction embeds Al growth optionality into its valuation narrative ahead of a potential
IPO. For xAl, it functions as balance-sheet stabilization. To some observers, the deal represents strategic
vertical integration; to others, it resembles a capital-backed rescue designed to reinforce the most financially

fragile component of Musk’s corporate architecture.
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Figure 2: xAl Brings Almost $18 Billion in Combined Debt

X Corp xAl Corp SpaceX
Equity value B 330 P -s217 [ $1.000
billion billion billion
Debt (excluding revolvers) ] 125 | 5 | o

Source: Bloomberg
Valuation Skepticism

The $1.25 trillion valuation inevitably raises a broader question about how markets price transformative
narratives. History shows that equity markets can, at times, capitalise expectation as aggressively as execution.
High-profile mergers such as AOL-Time Warner demonstrated how growth multiples attached to fashionable
sectors can temporarily overshadow underlying earnings realities.

A simplified illustration helps clarify the mechanism. A straightforward merger would imply a combined
valuation equal to the sum of both firms’ market capitalisations. Yet markets often reassess the combined entity
through the lens of the higher-growth multiple, applying it, implicitly or explicitly, to a larger earnings base. The
resulting uplift reflects not improved fundamentals, but a re-rating driven by narrative and forward
expectations.

This does not imply that such valuations are inherently wrong; markets are forward-looking by design. But it
does mean that a significant portion of value can rest on confidence in future scalability rather than current cash
generation. Whether that confidence proves prescient or premature depends less on arithmetic than on
execution.

Conclusion

The merger can be read in two ways. It may represent the early architecture of a new industrial era in which
compute migrates to orbit and energy becomes the decisive bottleneck in Al competition. Or it may prove to be
a sophisticated balance-sheet maneuver that capitalizes on Al enthusiasm while shifting financial strain onto a
stronger corporate base. Markets have historically rewarded narrative before execution. Whether this is
foresight or excess will depend not on valuation arithmetic, but on whether orbital infrastructure can move from
concept to credible scale.

Beyond valuation debates, the merger signals something more fundamental: Al has become a matter of
industrial capacity and strategic control. If compute is tied to energy, and energy can be generated and deployed
in orbit, then space becomes an economic domain, not merely a technological frontier.
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